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CHAPTER-I
INTRODUCTION

1.1 Introduction

Dividend is defined as an amount of the profits tt@mpany pays to people
who own shares in the company (oxford dictionaryl )0 Dividend and
dividend policy as, ‘Dividends refer to that portiof retained earnings that is
paid to stockholders while dividend policy refecsthe policy or guidelines
that management uses in establishing the portioetained earnings that is to
be paid in dividends”(Igbal, 1979:297).

Dividend refers to the portion of net income paid tw shareholders. It is paid
in cash and/or stock for making investment andibgaisk. Dividend decision
of the firm is yet another crucial area of finahai@anagement as it affects
shareholders wealth and value of firm. The perggniaf earning paid out in
form of cash dividend is known as dividend payaatio. A company may
retain some portion of its earnings to finance mewvestment. The percentage
of earnings retained in the firm is called retemtratio. Dividend policy is an
integral part of the firm’s financing decision agrovides internal financing.
Dividend policy is concerned with determining theogortion of firm’s
earnings to be distributed in the form of cashabwid and the proportion of
earnings to be retained. A firm has three alteveatregarding the payment of
cash dividends: It can distribute all of its eagnin the form of cash dividends,
or It can retrain all of its earnings for reinvestmy or It can distribute a part of
earnings as dividends and retain the rest for estment purpose. When
dividends are paid to the stockholders the firnasicis reduced. A firm may
decrease its dividend payout and use the retaunsdsfto expand its capacity,
to pay off some of its debt or to increase investmi this way, the firm’'s
dividend policy is closely related with the firmiavestment and financing
decisions. Determining the part of earnings to is¢riduted as dividends is a

key decision that affects the value of the firm&mmon stock in the market



place. Similarly, the retained earnings are comsmi¢o be the most convenient
internal source available for financing corporatevgh. Thus, every corporate
firm should establish and implement an effectivad#ind policy that leads to
stockholders wealth maximization. It should be mgowed that a firm’'s
dividend payout ratio depends on many factors. &mmple, it may be
affected by the volatility in firm’s cash flows amthanging investment needs
over the time. If the firm’s cash flow is volatilémay prefer to set a minimum
level of regular cash dividends that can be mawethieven at low profits.
Similarly, if the firm has profitable investmentmgrtunities it prefers to retain

more amount reducing dividend payout ratio. (Paadel et.al 2005 )

Dividend policy is one of the major decisions ofdincial management because
it affects the financial structure, the flow of fis) corporate liquidity and
investor's attitudes. After the successful completiof fiscal year having
sufficient profit management decide to declaredbwnd to shareholders. The
important aspect of dividend policy is to determine amount of earning to be
distributed to shareholders and the amount to teened in the firm. It also
determines the forms of dividend.(Luitel, B, 2011)

‘Bank is the establishment for keeping money, Vales etc. safely, the money
being paid out on the customer’s order (by meansheques.) Similarly, a
definition given in the encyclopaedia that ‘a baska business organisation
that receives and holds deposits of funds from retteed makes loans or
extends credits and transfers funds by written rsradé deposit. The banking
sector in Nepal started with the establishment ep& bank limited on 30

Kartik 1994 (. It is the oldest bank of Nepal. iitgtial authorised capital was
Rs 10 million and issued capital was Rs 25 laklasg pp capital was Rs 8
lakhs 42 thousand but now it has increased itdaapi many fields. Under the
Nepal Rastra bank act 2012. Nepal Rastra bank stablshed in14th Baisakh
2013.in Nepal. But this act has been repealed had\Eepal Rastra bank act

2058 has been enacted by parliament. It is knowtheasentral bank of Nepal.
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After the establishment of Nepal Rastra bank, tinet 5 years plan was
introduced in the country to fulfil the need of tfieancial institution for

achieving industrialization and development of dmeintry. Nepal Industrial
Development Corporation 2016, Agricultural Develamn Bank, 2024 were
established under the special legal provision aparate act and Agricultural
Development Bank, Rrastriya Banijya Bank was e&hél in the government
sector in 2022 under Banijya Bank act 2021 as berrecommendation of

Nepal Rastra bank.(www.seabon.gom

The research work will look into all relevant factoof dividend policy of
commercial banks of SCBNL, HBL. These banks arectetl for thesis writing
as the size of profit and dividends are comparbtitgh. They are running

smoothly and cover sufficient period of the study.

1.2 Profile of Banks

Standard Chartered Bank Nepal Limited

Standard Chartered Bank Nepal Limited has beerparation in Nepal since
1987(2043 BS) as Nepal Grind lays bank in collatonawith Grindlays Bank

London. After Standard Chartered group acquire dvavide operation of

Grindlays, it changes its name on July 16th, 200k bank is an integral part
of Standard Chartered Group having an ownershig586 and the balance
owned by the Nepalese public. The bank is the #rga&ernational bank

currently operating in Nepal. This bank is a sectordign joint venture bank
under the company act 1964, the head office ofdatahChartered Bank is

situated at New Baneshwor, Kathmandu.

With 16 points of representation, 17 ATMs and mtran 350 local staff,
Standard Chartered Bank Nepal Ltd. is in a positmrserve its’ customers
through an extensive domestic network. In additithe global network of
Standard Chartered Group gives the bank a unigperamity to provide truly

international banking services in Nepal. Standarddar@red Bank Nepal
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Limited offers a full range of banking products as®tvices in wholesale and
consumer banking. The bank has been the pioneertroducing ‘customer-
focused’ products and services and aspires to momtio be a leader in
introducing new products in delivering superionsezs. Along with Nepal, the
bank has its operation in about 70 countries inodNepal. It is considered as
the best international and commercial bank in thedv The main headquarter
of this bank is in London, England. The bank hdsstory of 150 years. The
bank employs almost 75000 people representing dvEs nationalities,
worldwide including Nepal. It is trying to increads branch in other countries

around the world slowly and gradua(lyww.sc.com/np/en

1.2.2 Himalayan Bank Limited Nepal

Himalayan Bank was established in 1993 in jointtuen with Habib Bank
Limited of Pakistan. Despite the cut-throat comtpeti in the Nepalese
Banking sector, Himalayan Bank has been able tontamai a lead in the

primary banking activities- Loans and Deposits.

Legacy of Himalayan lives on in an institution tednown throughout Nepal
for its innovative approaches to merchandising @mtomer service. Products
such as Premium Savings Account, HBL ProprietarydCand Millionaire
Deposit Scheme besides services such as ATMs aledb@eking were first
introduced by HBL. Other financial institutions the country have been
following our lead by introducing similar producad services. Therefore, we
stand for the innovations that we bring about irs tbountry to help our
Customers besides modernizing the banking sect@h e highest deposit
base and loan portfolio amongst private sector amkl extending guarantees
to correspondent banks covering exposure of otieal banks under our credit
standing with foreign correspondent banks, we telie obviously lead the
banking sector of Nepal. The most recent ratinglBL. by Bankers’ Almanac
as country’s number one Bank easily confirms oamal All Branches of HBL

are integrated into Globus (developed by Temends), single Banking
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software where the Bank has made substantial imezgs. This has helped the
Bank provide services like ‘Any Branch Banking Hiyi Internet Banking
and SMS Banking.Living up to the expectations argpirations of the
Customers and other stakeholders of being innowativBL very recently
introduced several new products and services. dfélire Deposit Scheme,
Small Business Enterprises Loan, Pre-paid Visa Chrgrnational Travel
Quota Credit Card, Consumer Finance through Cfealitt and online TOEFL,
SAT, IELTS, etc. fee payment facility are some o products and services.
HBL also has a dedicated offsite ‘Disaster RecoMdgnagement System’.
Looking at the number of Nepalese workers abroatithair need for formal
money transfer channel;, HBL has developed excluane proprietary online
money transfer software- Himal Remit TM. By depgtiour own staff with
technical tie-ups with local exchange houses amidan the Middle East and
Gulf region, HBL is the biggest inward remittananbling Bank in Nepal. All
this only reflects that HBL has an outside-in ratttean inside-out approach

where Customers’ needs and wants stand(farstwv.himalayanbank.cojn

In the context of Nepal, none of banks (SCBL and_HBas clearly defined

dividend policy. Shareholders in Nepal don’'t seenbé investing their capital
on the basis of cash dividend. Market price isuficed with stock dividend.
Dividend policy has public concern issue. NepaltRaBank (regulatory body)
has changed its monetary policy time to time badksdend distribution

decision has linked with monetary policy. Due te tause of monetary policy,
banks don’t seek to give stock dividend in thecerg period. Sample banks
paid up capital have increased up to said optimenellthese effects show in
dividend policy. In this thesis, Due to the analffse dividend payment system
of standard chartered bank and Himalayan banknreotisituation on the basis

of five years recent data.



1.3 Statement of the Problem
It is in fact that various organisations are rugnin Nepal but some of them
are paying dividend regularly. Joint venture bah&se sufficient earning and
are capable of payment of dividend. Dividend is Im@ing distributed by these
on the basis of profit. Sometime, they pay low myhhdividend in relation to
profit. Dividend decision is an important of finasicmanagement. Generally,
MPS of is affected by the rate of dividend disttdaliby the company. It is the
crucial decision for the management to distribtgeprofit in different sector.
Therefore it is great challenge a company to dista its profit. There is no
specific policy of management of earning in Nepalesganization. The
commercial banks are also still in confusion thdtioh types of dividend
policy will make positive impact on MPS and investaare unknown about the
practise of dividend policy of commercial banks.tlms regard, there are no
specific rules and regulations for payment of divid in the country. It is a
type of problem to the investors or shareholdernm@aking decision on their
long term investment. Thus there are many dimesstonbe considered on
dividends theories, policy and practices and stiéiny questions unanswered
and rose by the dividend policy. The study seeksrswer such following
guestions.
 What type of dividend policies and practises areadgedopted by the
banks?
* Why Banks with similar profit range have differedividend payment
decision?
* Is there any relation of dividend with EPS and MP&e company?
* What are major types of dividend followed by thenooercial banks of
Nepal.
» Are share prices affected by dividend per shathersample banks?

* Should the sample banks have uniformity in dividpoticy?



1.4 Objective of the Study
The basic objective of the study is to make contparanalysis of dividend
policy of selected banks. But the specific objezsiare follows:
* To identify dividend policy of selected Banks
» To analyze the relationship of financial indicateueh DPS, EPS and
DPR, PE Ratio, Liquidity Ratio and Profitability &a on Market
Value Per Share (MVPS) Per Share.
* To explore if there is any uniformity among DPSRSand DPR on
the two sample joint venture banks

* To provide the summary, conclusions and recommentat

1.5 Significance of Study

This research may be helpful for them in identifyithe productivity of their
investment and justify the rationale of their invesnt decision. It will also
benefited by the management to point out the loojeshand suggest the
remedies about the appropriate dividend policysTasearch will be beneficial
to policymakers from the comparative study of theidénd policy. The
dividend policy of the joint venture banks are oéaj interest to the several
outsiders. They are customers, financial agenagés;kbrokers, interested
person and scholars. It is the public concern is3ims study will provide
crucial information for stakeholders. The main #igance of the study has

been given below:

This study will assist to formulate dividend politty the policy makers while
marketing their dividend policy. They will be able know the reasons for

inconstant fluctuation of dividend distribution epal.

This study will be a matter of interest for acadaams, students and invest.
They will be able to understand the current divalpractices in Nepal.
This research might have the clear conception thadr investment. They will

be able to distinct the right investment amongraléstment opportunities.
7



1.6 Limitation of Study

No study can be free from its own limitations. 8tg present study has also

some limitations. Reliability of statistical toolssed and lack of research

experience are the major limitations and some dih@tations can be enlisted

as follows:

It covers the study period of 5 years.

Only two commercial banks listed in Nepal Stock lkauge are taken
as Sample.

The main focus is given to the quantitative aspemislitative factors
are not studies.

Data related to cash dividend are analysed antcpnatied.

There may be reporting error in the secondary data

There will be time and resource constraints.

Primary information will not be taken into considgon of the study.
The study is simply presented to fulfil a partiabuirement of MBS

program.

1.7 Organization of Study

Organization of this thesis work is based on thenddrd format of thesis

writing. The standard of thesis/research writingrfat basically includes five

chapters each devoted to some aspects of dividehdypand practises of

commercial banks, which this thesis also follows:

The first chapter (introduction) includes followingomponents:
Background information, focus of the study, statetra the problem,
objectives of the study, significance of the studyitation of the study,
and Organization of the study.

The second chapter (review of literature) includediscussion on the
conceptual framework on dividend and review of magoidies relating

with dividend decision.



The third chapter (research methodology) includesd components:
Research design, Sources of data, Data processiogedure,

Population and sample, Period of the study, Firsdnadicators and
Variables, Method of analysis.

The fourth chapter (presentation and analysis td)dzonsists of deals
with the presentation and analysis of the factsnfoin the study in
organized and sequential manner. This section iscaroed with

analytical framework. It includes the analysis ofahcial indicators;

analysis means, standard deviation, coefficientasfation, correlation
coefficient, regression analysis and findings.

The fifth chapter (summary, conclusions and recondagons)

includes the suggestive framework that consisté wanclusions and

recommendations of the study.



CHAPTERK-II
REVIEW OF LITERATURE

The present research aims to analyze the divideridypand practices of

commercial banks especially two joint venture bawizs Standard chartered
Banks Nepal and Himalayan banks limited Nepal.this purpose, it needs to
review related literature in this concerned areackviinelps to get clear idea,
opinion and other concepts. ‘What other has saidfatdther has done? And
what other have written?’ these all and other eelaguestions are reviewed
which has provided useful inputs in this researatrkw This The present

research aims to analyze the dividend policy aadtmres of commercial banks
especially two joint venture banks viz. Standarértdred bank Nepal and
Himalayan bank limited Nepal. For this purposenéeds to review related
literatures in this concerned area which will hede to get clear ideas, opinions
chapter emphasizes about the literatures which wemecerned in this

connections. Therefore, in this chapter concepfuaimeworks given by

different authors and intellectuals of this areagks, journals, research works,
and previous thesis related to dividend and diwidpalicy and practises are
reviewed. Moreover, rules regarding to dividendigolre reviewed and an

attempt has been made to present them properly.

2.1 Conceptual Review

Dividend policy plays a vital role for maximizatiaf the wealth and growth of
the company. Shareholders always expect a higliarnren their on their
investment. Dividend is that portion of the netraéag dividend by the
company among the shareholders as return for themey invested or in other
words dividend is a periodic payment made to sh@dehns to compensate
them for the use of and risk to their made by garation to its shareholders

out of its net earnings or profit for the year.
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Dividend policy means some kind of consistent alibet distribution versus
retention decision. In other word, the policy forcampany on the decision
about the allocation of its profit between disttibn to shareholders as
dividend and retention for the investment is knoas dividend policy. All

aspects and question related to the payment cgntaadividend policy.

The dividend policy adopted by the firm should betsthat it strikes a proper
balance between the financing decision and investndecision. There is
reciprocal relationship between the retained egrrand cash dividend. If
retained earning is kept more by the company lesbe dividend and vice
versa. It is the sense that the firm has to chbesgeen distribution profit of to
shareholders and plugging then back in to the legsinThe decision depends
upon the ability of achieve the objective of weattaximization. The firm will
use the net profit for investment. If reinvestmésdads to maximization the
wealth of the shareholders, if not, it is better distribute them to the

shareholders.

“How much it is desirable to pay dividend is alvgag controversial topic.
Because owners expect higher dividend from the @mmfput company ensure
towards setting aside finds for maximization of dwerall shareholders wealth
financial management is therefore concerned wi¢hatitivities of corporation
that affect the well being of stock-holders. Thatlivbeing can be partially

measured is the market value of stock” (Willian80D:1)

The shareholders expect, at some point a distobudf firm’s earning in the
form of dividend. This expectation takes priorityeo the desire to retain
earning to finance expansion and growth. Thus $ludders expectation can be
fulfilled through either capital gain or dividend&ince dividends would be
more attractive to shareholder, one might think thare would be a tendency
for corporations to increase distribution of divide But one might equally

pressure that gross dividends would be reduced wbatewith an increase in

11



net after tax dividends still available to stocldet and increase in retained
earnings for the corporation. “So the form shouidintain a policy between
distribution dividends and retained earnings. (peol994: 90-91)

Dividends are generally paid in cash; therefoneduces the cash balances of
the company. “The dividend policy must be formel&twith the basic
objective of maximizing the wealth of the firm’s ners and providing for the
sufficient financing. These objectives are not malljuexclusive but rather
interrelated” (Paudel, B 2009:114)

2.1.1 Types of Dividend

Though cash dividend is assumed as the most popotar of dividend,
corporation need to follow various types of dividan view of the objectives
and policies, which they implement. In Nepalesetexin “the type of dividend
that corporations follow is partly of a matter @tfitade of directors and partly a
matter of the various circumstances and financ@hstraints that bound
corporate plans and policies.” (Shrestha, 198@)6&ccording to changing
needs of corporations, dividends is being disteduh several forms viz. Cash
dividend, stock dividend (bonus share issue), stiufgend, property dividend,
optional dividend and bond dividend. But in Nepadl dndia only two types of

dividend namely cash dividend and stock divideredkaing practised.

Cash Dividend: Cash dividend is one form of dividend, which istdbuted to
shareholders in cash out of earnings of compang. ddsh account and the
reserves account of a company will be reduced wihercash dividend is paid.
Thus, both the total assets and the net worthettdmpany are reduced when
the cash dividend is distributed. The market potehe share drops in most
cases by the amount of the cash distributed. (Rigsti1966:370) So the
companies should be wisely making the decisionrokgg payment of cash
dividend. (Shrestha, j 2007)

12



Stock Dividend/Bonus Share A stock dividend represents a distribution of
shares in addition to the cash dividend to thetiexjshareholders. This has the
effect of increasing the numbers of outstandingeshaf the company. The
declaration of the bonus shares will increase tael-pp share capital and
reduce the reserve and surplus of the company.tdta¢ net worth is not
affected by the bonus issue. In fact, it represerdthing more than re-
capitalization of the owners’ equity portion, i.the reserve and surplus. It is
simply an accounting transfer from the retainedniegs to capital stock.
(Shretha, J 2007))

Scrip dividend: A scrip dividend is issued when company has tméfering
from the cash problem and does not permit the dastend, but has earned
profit. A dividend paid in promissory notes is aigdividend. Scrip is a form
of promissory notes promising to pay the holdespcified later date. Under
this form of dividend, company issues and distelsutransferable promissory
notes to shareholders, which may be interest bganinnon-interest bearing.
The use of scrip dividends is desirable only wherparations have really
earned profit and have only to wait for the conwersof other current assets
into cash. Therefore, in order to overcome the taamy shortage of cash,

sometimes company uses scrip dividends. (Shret?@07))

Property Dividends: It is also known by the name of liquidating dierds. It

involves a payment of assets/property in any fotheothan cash. Such form
of dividend may be followed whenever there are tasfisat are no longer
necessary in the operation of the business or tira exdinary circumstances.
Companies own products and security of subsidiaiesghe example that has

been paid as property dividend. (Shretha, J 2007))

Optional Dividend: The optional dividend is, in fact, not a kind di¥idend
but simply a choice of dividend given to the shatdars to accept either cash

or stock dividend. But the shareholders considerctmparative value of stock
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dividend with the amount of optional cash. “If tih&o are very nearly the
same, as it often the case, the cash option may dmvenience to the small
shareholder, who thus avoids the case and expdrsaling either whole or

fraction of shares he does not wish to keep.” (Nifag, 1931:404) If the cash
dividend is subject to income taxes over and altbgdimit he prefers to have
stock dividend. (Shretha, J 2007))

Bond Dividend: This type of dividend is distributed to the shaielers in the
form of bond. It helps to postpone the payment ashc In other words,
company declares dividend in the form of its owmdbavith a view to avoid
cash outflows. They are issued rarely. They arg lerm enough to fall
beyond the current liability ground. The stockhofdeecome secured creditors
if the bond carries lien on assets. But none afahgpes except cash and stock
dividend have been practised in Nepalese corpoatalthough they have
ample scope. (Shretha, J 2007))

2.1.2 Types of Dividend Policies

The dividend amount payment out of profit, but frggast and present, is
guided by dividend policy the firm follows. Gendyal dividend can be

categories as conservative, liberal, moderate aogrg@ssive dividend policy.

Whatever the divided policy followed by the corperdirm, it is the concept

that resolves the apparent conflict by finding opél dividend payout that
balance the need of shareholders for their cuirmmmes and expected future
growth of the corporate firms so as to maximise thkie of the firm. The

optional dividend policy is the dividend policy thsticks a balance between
current and future growth and maximizes the firatecks price. We can

simply group them into the following categoriesel, B 2009)

Stable Dividend Policy: When a firm constantly pay a fixed amount of
dividends and maintains it for all times to comgamlless of fluctuations in the

level of its earnings, it is said to have pursuecelatively stable dividend
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policy. In such a policy stockholders are assuretixed dividend per share.
During the period of prosperity the firm withholdeall extraordinary income
of the business to use them to maintain dividermhduean years. Stability of
dividend policy does not mean stagnation in divalpayout ratio. In fact slow
but steady change is the prime feature of a stdibidend policy. When the
company’s earning tend to rise regularly and theagament feels satisfied
than increased earning are sustainable, permangitdend per share is
increased. Likewise, dividend will not be allowexdecline in corresponding
with a fell in business earning until it is fel@thfirm will not be able to recover
from the setback. (Paudel, B 2009)

Policy of Regular Extra Dividend: The policy refers to the combination of
regular dividend with the payment of additionalidend whenever earnings
are signification high warrant it. Company followsregular dividend policy

pay out dividend constantly to stockholders at tamisrate and do change the
payout ratio unless it is believed that changeamiags are permanent. When
profit of the company swell, the management mayd#eto distribute a part of

the increased earning as extra dividend insteacerndfancing the regular

dividend payout ratio. (Paudel, B 2009)

Policy to Pay Irregular Dividend: Company following this policy does not
pay out a fixed amount of dividend per share. bdtalividend per share is
varied in correspondences with charge in levelnoevel of earnings. Larger
earnings mean higher dividend and vice-versa. Ppoigcy is based on the
management belief that stockholders are entitledditodend only when

earnings and earnings and liquidity position of tinen warrants. Generally,
this is adopted by firms with unstable earningaug®l!, B 2009)

Fixed Payout Policy:Corporate firms establish fixed payout policy inigfh

fix percentage of profits will be paid out each yees dividend. Dividend
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payout ratio relatively remains constant and maydase with the increase in

profit while dividend per share fluctuates from yeayear.

Policy of no Immediate Dividend:In this policy, management of company
may declare no dividend despite large earningg®fcompany. This policy is
usually purposed when the firm is a new and rapgihywing concern which
needs a large amount of funds to finance its expangrograms, when the
firms access to capital market is difficult or whamailability of funds is
costlier, when shareholders have agreed to acaghethreturn in future or
they have strong preference for long-term capiahg as opposed to short
term dividend income. Policy of no immediate divideshould be followed by
issues of bonus shares so that the company’s tamt@ase and amount of

reserves and surplus reduced.

2.1.3 Factors Influencing dividend policy

Formulating a policy regarding determination of ammoof dividends to be
paid out to the stockholders requires careful amrsition of a myriad that
come to bear upon dividend policy. It should besdahat although the factors
may affect the payment the payment of dividendgrehis no necessary
relationship between these factors and actual enddpolicy (Weston and
Copeland; 1992:628)The factors affecting the extent to pay out dividen

instead of retaining earnings are briefly outlitedow:

2.1.4 Legal Rules
The legal rules provide the framework within whidlvidend policy can be

formulated. Legal rules emphasize three rules (dveahd Copland; 1992:629)

The Net Profit Rule: The net profit rule provides the payment of dividen

from past and present earnings only.
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The Capital Important Rule: This rule prohibits the payment of liquidating
dividend (i.e. payment of dividend out of capitdliquidating dividend would

mean distributing from investment rather than eaysi

The Insolvency Rule:This rule prohibits the payment of liquidating diend
(i.e. payment of dividend out of capital). Liquichg dividend would mean

distributing dividend from investment rather thamrengs.

2.1.5 Investment Opportunities and Stockholders Pferences

Appropriate dividend policy of a firm is one that designed in the light of
company’s investment opportunities and stockholdgreference. If the
company has host of profitable investment oppotiemiin hand and the
stockholders have preference long-time gains, th@nagement has no
alternative but to retain entirely or sizable pamtiof its earnings to finance the
investment projects. However, the management wallit dilemma if the
company has a number of potential investment prdpagquiring plenty of
funds and at the same time its stockholders hawagipreference for dividend
income. In such a situation the finance managertnaance the net
preference of stockholders against the differest ob retained earnings and
net stock before deciding about the size of divildeto be distributed.(Paudel,
B 2009)

2.1.6 Growth Rate (Rate of Assets Expansion)

A rapidly growing concern will have regular needdamg-term funds to seize
upon favourable opportunities and for that purposeay find it expedient to
finance a greater part of its expansion. Such &idacwill mean that dividend
must be kept a minimum. But a company, which dagsiaed additional funds
for expansion or for replacement of assets, matyiloige a high portion of its
earnings. (Paudel, B 2009)
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2.1.7 Liquidity Position

Even if a firm has a record of earnings, it may lm@tble to pay cash dividends
because of its liquidity position, indeed, a grogviirm, even a very profitable
one, typically has a pressing need for funds. khsa situation the firm may

elect not pay cash dividends.

2.1.8 Debt Repayment and Restriction on Debt Conta

The dividend policy of corporate firm using debalso affected by decision to
repay debt on or before maturity which generallguiees more retention of
earnings, lowering the dividend rate. In case apaomy is indebted with long-
term debt, the provisions of debt agreements gremtfluence dividend
payments. There may be an agreement with lendeichwhay either prevent
the payment of dividend entirely or limit the amowh dividend to be paid or

disallow payment of dividend until certain conditgoare fulfilled.

2.1.9 Stability of Earnings

Dividend policy followed by corporate firm to a gter extend depends on rate
of earnings and its stability in several years. gooate firm with high and
stable earnings are expected to gradually incrésseercentage of earnings
for divided payment. Similarly, a firm that hasawely low and fluctuating is

less likely to pay out a higher percentage of diwids.

2.1.10 Control

Control is also important factor that influence tipattern of income
distribution. The issues of additional common sgoftk procuring funds dilute
control of the dominant group in that company whagsing risk. In view of
this, the payments owners’ desire to maintain abrdictates the policy of

withholding dividend payment to build up funds tpowth and other purposes.
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2.1.11 Access to Capital Market

A large well established corporate firm with a netwf profitability and
stability of earning has easy access to capitaketarand another form of
financing. Such firms are more likely to have higipercentage of dividend
payout. Out the contrary, a small, new or venturesdirm however is riskier
for potential. Its ability to raise equity or defoinds form capital markets is

restricted, and hence it must retain more earnim@i®ance its operations.

2.1.12 Ownership Structure

In a closely held company with a few but wealthyckholders, the
management will always retain larger share of pgofio as to reduce tax
liability of stockholders. But if a firm comprises few wealthy stockholders
and others in middle income group. It is diffictdttake a define stand because
of conflicting interest of the owners. The formeaynprefer low dividend
payout rate whereas the latter is very likely toofa relatively high dividend
payout rate. The dividend policy in such companyyrbe a compromise
between a low and high payment an intermediate yganaiio. However, the
stockholders of large, widely held corporation ntiginefer a high dividend

payout.

2.1.13 Legal Provision Regarding Dividend Policy Ath Practises in Nepal

In Nepal, company act 2006 (2063 B.S.) has madaindegal provisions for
divided payments. There provisions play vital rae dividend practises.
Section 2 (P), bonus share (stock divided) meaaseshssues in the form of
additional shares to shareholders by capitalidiegsurplus firm of the profit or
the reserve fund of the company. The term also tésren increase in the paid
of values of the shares after capitalizing surpaserve fund. Section (61), has
prohibited company from purchasing its own shatigis, section is subsection
(1) states that no company shall purchase its dvames (by back) or supply
loans against the security of its own shares. &ediv9, bonus shares and sub

section 2 states that company must inform the blodders before issuing
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bonus shares under subsection (1), this may be aldgeaccording to a special
resolution past by the general meeting. Subse¢fpstates that according to
subsection 1 to inform the office before issuingil® shares. Section 182,

dividends and sub section of this section are b®as:

Subsection 1: Except in the following circumstancesiidend shall be
distributed among the shareholders within 45 daysfthe date of decision to

distribute them.

In case any law forbids the distribution of divideim case the right to dividend
disputed. In case dividends cannot be distributathinv the time limit
maintained above owing to circumstances beyondraigaontrol and without

any fault on the part of the company.

Subsection 2: Without permission of government filley owned shares or
majority on shares of government’s institution catndistribute the dividend.
Government can forward the direction to these asgdions for distribution of
dividend.

Subsection 3: In case dividends are not distribwath in time limit
maintained in subsection (1), this shall be donealdging interest at the

prescribed rate.

Subsection 4: Only the person whose name standsergyl in the register of
existing shareholders at the time of the declativegdividend shall be entitled
to it. The above rules indicate that Nepalese lavhipits repurchase of stock
which is against the theory of finance. The red®orthis kind is provision of

unknown. (www.nepalmissionjenova.grg

Likewise, commercial act 1972 (2031) section 18 fMnendment 2046) has

prohibited the distribution of dividend unless tb#owing conditions are net:
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» Before writing of preliminary expenses

» Before making provisions for previous years loses

« Before maintaining adequate (a) capital fund,i@vision for loan
losses and (c) reserve fund, 20% of the net prsfibuld be

appropriated reserve fund reaches double of pachpjtal.

2.2 Review of Major Studies

In this section an attempt has been made to rewtwhe major studies
concerning dividends and stock price and managemients on dividend
policy . The studies draws heavily from these &isdb carry it out .James E
Walter (1966) conducted a study on dividend anakstorice in 1966. He
proposed a model for share valuation. Accordingimno, the dividend policy of
the firm affects the value of the shares. So, tleleind are relevant. He argues

that the choice of dividend policy always affetts value of enterprise.

His study shows clearly the importance of relatiop$etween internal rate of
return (R) and it costs of capital (K)in determupitne dividend policy.
The assumption of the Walter's model is as follows:
* The firm finance all the investment through retdinearnings. The
external funds (i.e. debt, new equity) are not Usediew investment.
* All earning of the firm’s investment (R) and thestof capital (k) are
constant.
» All earning are either distributed as dividend @nvested internally
* The value of EPS and DPS are assumed to remainacarisrever in
determining a given value.
* The firm has perpetual or indefinite life
« Based on these above assumptions, Walters has dml&wing

formulae of valuation of equity shares

r
DPS _ Ke(EPS — DPS)
Ke Ke

P =
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or

DPS +

r
Ke(EPS — DPS)

Ke
P= market value of an equity share(market priceshare)

P =

DPS= dividend per share

EPS= earning per share

r=the the rate of return firms investment

ke=cost of capital/capitalization rate

according to the walter's model, the optimtheumidéiwd policy depends on
the relationship between the firms internal raterefurn (r) and cost of
capital(ke) . Walter's referred different dividepalicy for different types of

the firm which can be summarized as follows.

Growth firm (r>k): Growth firm are firm, which expand rapidly. Besauof
ample investment opportunities yielding returngrhigher than the opportunity
cost of capital (k). So , firm having r>k referrasgl growth firms which are able
to reinvest earnings at a rate which is higher thiae rate expected by
shareholders. they will maximize the value per shithey follows a policy of
returning all earning for internal investment. Thdse correlation between
dividend and stock price is negative, and the optmpayout ratio for a growth
firm is zero. The market value per share (p), iaseg as payout ratio decline

when r>k.

Normal firm (r=k): If the internal rate of return is equal to costcapital, the

dividend payout does not affect the value of shiagedividends are indifferent
from stock prices. In other words, there is no mfl@lividend on stock prices.
Such a firm can be called as a normal firm. Whedening are retained or
distributed as dividend, it is a matter of indi#face for a normal firm. The
market price of a share will remain constant fadiferent dividend payout

ratio from 0 to 100. Thus, there is no unique optimpayout ratio for a normal
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firm. One dividend policy is good as other andrierket value per share is not

affected by the payout ratio when r=k.

Declining firm (r<k): If the internal rate of return (R) is less thantcok

capital (k),it indicates that the shareholders @amn a higher return by
investing elsewhere. In such a case for maximizing value of shares,
dividend also should be maximized. By distributitige entire earning as
dividend, the of share will be at optimum value.dther words, the market
value per share of a declining firm with r<h wit lImaximum when it does not
retain earning at all. The relation between divadland stock price is positive.
The optimum payout ratio for a declining from a ldeng firm is 100 percent
and the market value per share increase and thkemwalue per share

increases as payout ratio increases when r<k.

Criticism of Walter's Model (1972)

No external financing: This model is based on assumption of the firm are
financed by retained earning finance the investnog@piortunities of the firm
only no external financing i.e., debt or equityused for this purpose. When
such a situation exists either the firm’s investmenits dividend policy or
both will be sub-optimum (clark, 1972:347)

Constant of return(R) and Opportunity Cost of Capital (k)

This model assumes that the rate of return(R) g@podunity cost of capital or

discount rate (k) is constant. In fact, rate otinet(R) changes with increase
and decrease of investment, i.e., R decreases Bsim@stment occurs and

cost of capital (k) change directly with the riskbe by the firms.

Modigliani & Miller (1962) developed theory for etevant of dividend which
are most comprehensive and logical. According @midividend policy does
not affect value of time and is, therefore of nlevance. They are of the view

that sum of the discounted value per share aftedeld is equal to the market
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value per share before dividend is paid. It is #sning potentially and
investment policy of the firm than its pattern astdbution of earning that

affects the value of the firm.

M-M approach is based on some assumption like entst of perfect capital
market where all investor are rational. Informatismmvailable to all at no cost;
there are no transaction costs and floatation cds$isre does not exist taxes.
Firms investor policy is well planned and is fixéat all the time to come.

There is no uncertainly as to future investments@rthe firm.

The crux of the M-M argument is that shareholdersndt necessarily depend
on dividends for obtaining cash. They can get dasllevising "home made
dividend" from arbitrage process without any diati in their wealth.

According to M-M, the effect of dividend payments shareholders wealth is
offset exactly by the other means of financing. Mshhgests that the sum of
the market value per share after financing andddivils paid is equal to the
market value per share before the payment of dndeThe stocks decline in
market price because of external financing offgedsctly by the payment of
the dividend. Thus a stockholder is said to befiednt between dividends

and the retained and subsequent capital gains.

MM view that the market price of share at the bemgig of a period as equal to
the present value of the dividend paid at the dnithed capital plus the market

price at the end of the period. Thus

1
Po= o (DL +PD) e (D)

Where

P1= Market price of share at the end of the year

D1= Dividend paid at the end of the year

Po= Price of a share at the beginning of the year

K= Cost of capital

The value of the firm (V) if no new financing extsn be written as:
24



1
=——(D1+P) e (2
P, 1+K( + P1) (2)

Where

n= number of shares outstanding

if the firm sells 'm' number of new shares at tilnat a price of P1, the value of
the firm at time O will be,

n(D1 + P1)

V'=npo = 1+k

..(3)

Thus the total value of the firm as per equatiois 8qual to the capitalized
value of dividends to be received during the penpdds the value of the
number of shares outstanding at the end of thegdess the value of the

newly issued shares.

A firm can finance its investment programme eithgr ploughing back its

earning or by issue of new shares or both. Thua) somount of new shares

that the firm will issue to finance its investmewll be :
mPp=1—-nD,..........(4)

where

mP1 = Total amount of funds raised by issued ofrtbe shares to finance

investment projects.

| = Total new investment during period 1

X= New profits

If equation (4) is substituted in equation (3), fimel the following equation:

P_(n+m)P1—1+X .
o= 1+K (3

Thus the value of firm is unaffected by dividendipo Because it is possible

to restate the value of the firm in equation (5jheut dividends. D which
shows that dividends have on value of the firm wleternal financing is used
MM concludes that the current value of firm is ipdadent of its current

dividend decisions. What are gained by stockholdernsicrease dividends is
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offsets exactly by the decline in the terminal eabf their stock (Weston &
Copland; 1992:632).

(Gordon) has developed another popular and impomadel relating the stock
valuation using the dividend capitalization apptoaGordon concludes that
dividend policy affect the value of shares even nvtiee return on investment
and required rate of return are equal. He expldired investors are not
indifferent between current dividend and retentioh earnings with the
prospect of future dividends, capital gain and bdtie conclusion of this study
Is that investors have a strong preference forgotedividends to future capital
gains under the condition of uncertainty. It isussed that current dividend is
less risky than the expected capital gain. His it stresses that an increase

in dividend payout ratio leads to increase in stpcke for the reason that

D
investors consider the dividend yieli;']al is less risky than expected capital gain.
0

(Gordon, 1962:683)

Gordon’s model is also described as “bird in hangument”. It supports the
argument which is probably known as a bird in handorth two in the bush.
What is available is preferable than what may kalable in the future. This is
to say current dividend are considered certainrakiess. So it is preferred by
rational investors as compared to deferred dividaritie future. The future is
uncertain. The investors would naturally like toomv uncertainty. So the
current dividends are given more weight than exgedtiture dividend by the
investors. So the value per share increases ifdeind payout ratio is
increasing. This means there exists positive mahip between the amount of
divided and stock prices.

Basic assumptions of this model are as follows:

a) The form uses equity capital only.

b) Internal rate of return (r) and cost of capital)(&ee constant.

c) The firm and its stream are perpetual.
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d) There is no tax on corporal incor

e) The retention ratio (b) once decided upon is canistehus the growth rat
(g=Dbr) is constant forewve

f) ‘Ke’ must be greater than g(=br) to get meaninghlue

g) The source of financing for new investment is ordiained earning. N
external financing is availab

2) Gordon's model is also known as GROWTH MODEL. Taeriula for finding
out the market value per share, Proposed by Gdsdginen below

p= E(1-b) _ E(1-b)
Ke-br Ke-g

Where
3) P= Price of share / mardet value per s
4) E= Earnings per she
5) b= Retention ratio/percentage of retained eal
6) 1-b= Dividend payout ratio (i.e., percentage of eagrdistributed as dividen
7) ke= Capitalization rate/cost of cap
8) br=g or growth rate inr, (i.e., rate if return on @ stment of an all equity firn
1% case: Growth Firms (r>.In this case of growth firm, the value of a sh
will increase as the retention ratio (b) increaared the value of share w
decrease as the retention ratio (b) decreasehigledividend corresponding
earnings leads to decrease in share prices andlilodend corresponding i
earning leads to increase in share prices. So aehdsl and stock prices ¢
negatively correl&d in growth firm i.e., r>k firm 2" case: Normal Firm:s
(r=k) Dividend payout ratio does not affect the valueslmdre in firm. In othe
words, share value remains constant regardlesisamiges in dividend policie
It means dividend and stock price free from each other in normal firm i
r=k firm. 39 case: Decline Firms: (r< In case declining firms, share pri
tends to enhance with increase in payout rat-b or decrease in retentic
ratio, b. So, dividends and stock prices are paditicorrelated with each othe

in decline firm i.e., r<K firnr
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Van Horne and Mc-Donald (1968) conducted a mostprehensive study on
dividend policy and new equity financing. The pwpof this study was to
investigate the combined effect of dividend polayd new equity financing

decision on the market value of the firm's commtotks.

Empirical tests are performed with year end 1968ssrsections for two
industries, using a well-known valuation model. FHoeir investigation, they

employed two samples of firm's viz. the 86 electiiitities in the continental

U.S. which are included on the COMPUSTAT utility talatape; and 39

companies in the electronics and electric compomehistries as listed on the
COMPUSTAT industrial data tape in 1968.

They performed empirical study by testing two regrens for the electric
utilities and one regression model for electroracsl electronic components
industry. They concluded that for electric utilityms in 1968, share value was
not adversely affected by new equity financing Ire tpresence of cash
dividends, except for those firms in the highestngsue group and it made

new equity a more costly form of financing than te&ntion of earnings.

They also indicated that the “cost” disadvantagefs new equity issues
relatives to retained earnings widens as relatilalye amounts of new equity
are raised, so that the payment of dividends thraxgessive equity financing
reduces share prices. For forms in the electroglestronic component
industry, a significant relationship between newiggfinancing and value was

not demonstrated.

Lintner (1956) in the mid-1950’s conducted a classries of interviews with
corporate managers about their dividend policies #escription of how

dividends are determined can be summarised in‘fStylized facts

The first fact is that the firms have long run &rgayout ratios. Mature

companies with stable earnings generally pay dugla proportion of earnings,
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growing companies have low payout. The secondifattat managers focus
more on dividend changes than on absolute levelsis,Tpaying Rs. 50
dividend is an important financial decision if l3&ar’'s dividend was Rs. 10,
but no big deal if last year's dividend was Rs.B@e third fact is dividend
changes follow shifts in long-run, sustainable eg&s. Managers “"smooth”
dividends. Transitory earnings changes are unlikelgffect dividend changes
that might have to be reversed. They are partiguilaorried about having to

rescind a dividend increase.

Linter developed a simple model which is consisteith these facts and
explains dividend payments well. If a firm alwaysick to its target payout
ratio, then the dividend payment in the coming yé€atv) would equal
proportion of earnings pre share (EPS).

DIV .= Target Dividend

Target Ratio X EPSA

The divided change would equal

DIV ,-DIV,= Target Change

=Target Ratio X EPS-DIV,

A firm that always stuck to its target payout ratwould have to change its
divided whenever earnings changed. But the managdrsiter’'s survey were

reluctant to do this. They believe that sharehalgeefer a steady progression
in dividends. Therefore, even if circumstances apge to warrant a large

increase in their payment.

Their dividend changes therefore seemed to confortine following mode:
DIV-DIV= Adjustment Rate X Target Change

= Adjustment Rate X (Target Ratio X EPS-DIV)
The more conservation the company, the more slavwyould move towards

its target and therefore, the lower would be ifsistthent rate.
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Linter's simple model suggest that the dividendedefs in part on the firm’s
current earnings and in part on the dividend ferghevious year, which in turn
depends on that year’s earnings and the dividerleryear before. Therefore,

if Linter is current and past earnings which cardbmonstrated as:

DIV, = aT(EPS)+(1-a)DI\V;

Where,

‘a’ is the adjustment rate and T is the target payatio.

The popularity of an increase in the dividend rsl®uld be greatest when
current earnings have increased, it should be stw@eVvess when only the
earnings from the previous year have increasedsandn as conformed by
Fama and Babiak (1968).

DIV=aT(EPS)+aT(1-a)(EPS, )+aT(1-af (EPS.)+............ +aT(1-dYEPS.,)

Their test of Linter's model suggests that it pd®es a fairly good explanation
of how a company on dividend rate, but it is n& thole story. It is expected
that managers take both future prospects as wepass achievement into

account when setting dividend payment.

Irwin Friend and Marshall Puckett (1958) have candd a study about the
relationship between dividend and stock prices.yTheed the regression
analysis on the data of 110 firms from five indysseamples, viz., chemicals
(n=20), electronics (n=20), electric utilities (52 foods (n=25), and steels
(n=20), in each of two years, 1956 and 1958. Tldeistries were selected to
permit a distinction to be made between the re$aitgrowth and non growth

industries and to provide a basis for comparisaim wesults by other authors
for earlier years. Both cyclical and non-cyclicatiustries were covered. The
periods covered include a boom year for the econevhgn stock prices

leveled off after a substantial rise (1956) andmewhat depressed year for

the economy when stock prices, however, rose diydhg§58).
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They used two-regression model of price functiord atividend supply
function. In price function, dividends, retainedreags and price earnings ratio
are independent variables, whereas, earningsyéssts dividends and price
earning ratio are independent variables in dividesdpply function.
Symbolically, their price function and dividend glypfunction can be written
as:

Price function; P.=a+bD;+ CR;+d(E/P)_4

Where,

P.= Per share price at time t

D.= Dividends at time t

R, = Retained earnings at time t

And, dividend supply function;

Di=e+E +gD¢y +h(E/P)—y

Where,

Et= Earnings per share at time t

P., = Last year dividend

The following were the basic assumptions of theidyg.

1. Dividends do react to year-to-year fluctuationsarnings.

2. price does not contain speculative components.

3. Earnings fluctuations may not sum zero overstimaple.

D =e+ E;+gD,_; + h(E/P),_,The regressiol®, = a + b D, + cR; presents
the usual simple linear relationships between ayemices and dividends and
retained earnings to show with the data. They fothl customary strong
dividend and relatively weak retained earningsafiie three of five industries

I.e., chemicals, foods, and steels.

By adding lagged earnings price ratio to the abegeation, they got the
following results.

P, =a+bD;+CR, + d(E/P),_,

They tested this equation and found the followiesuits.
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Dividends have a predominant influence on stockgwiin the same three out
of five industries but the differences between theidends and retained
earnings coefficient were not quite so marked ahenfirst set of regressions.
The dividends and retained earnings coefficienteevedoser to each other for
all industries in both years except for steels %@, and the correlations are
higher, again except for steels. They also caledlahe dividend supply

equation i.e.

Di=e+E +gD,; +h(E/P)..; And derived price equation for four
industry groups in 1958. The derived price equatshrow no significant

changes from those obtained from single equatioprcaeh as explained
above, reflecting the fact that stock price, or enaccurately the price earnings
ratio, does not seem to have a significant effecdividend payout. On the
other hand, they noted that, in three of the foases tested, the retained
earnings effect is increased relatively. Moreovleir result suggested that
price effects on dividend supply are probably naeaous source of bias in
customary derivation of dividend and retained eaaysieffects on stock prices,
though such a bias might be masked if the distnigueffects of short run

income movements are sufficiently great.

Further, they used lagged price as a variable adstd lagged earnings price
ratio. They found that retained earnings receivesteg relative weight then

dividends in the majority of the cases. The onlgeptions were steels and
foods in 1958. Chemicals, electronics, and utgitreere considered as growth
industries and the retained earning effect waslatttan the dividend effect for

both years covered. For the other two industriése(s and foods) there no
longer seems to be any significant systematic idiffees between the retained

earnings and dividend coefficients.

Similarly, they tested the regression ofP, =a+bD;+ cR; by using

normalized earnings again. They obtained normaliedined earning by
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subtracting dividends from normalized earnings.tTi@malization procedure
was based on the period 1950-61. Again, they agdied year's normalized
earnings price variable and they compared the tte€amparing the result,
they found that there was significant role of noireal earnings and retained
earnings but effects of normalized price earninggrwere constant. After
examining the later equation, they found that thie@nce between dividend
and retained earnings coefficients disappearediy, abey come to know a
conclusion that management might be able to inergages somewhat by

raising dividends in foods and steel industries.

At last, Friend and Puckett (1958) found a condughat, it is possible that
management might be able, at least in some medsurerease stock prices in
non-growth industries by raising dividends, andjiawth industries by greater

retention, i.e. smaller (lower) dividends.

2.3 Review of Journals and Articles

Fama and Bbiak (1968)"Dividend Policy and Empirical Analysigxamined
several other models for explaining dividend bebari Their result support
Linter's view that mangers prefer a stable dividgaticy and are reluctant to
increase dividend to level that cannot be sustaihbdrefore, these researchers
concluded that change in per share dividend iselgrg function of target

dividend payout based on earnings and the lasbgheividend payout.

Baker and Farrelly (1988) 'Dividend Achievers: A Behaviours Perspective"
reported similar result for dividend achievers, ethihey defined as companies
having an unbroken record of at least ten consexugears of dividend
increase. They also concluded a survey of institiadi investors. Their findings
showed that this sophisticated investor believé dhadend policy affect stock
prices and that in line with Linter's behaviourabdel, dividend consistency is

very important.
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Ojha (2000) published an articléFinancial Performance and Common
Stock Pricing.”His objectives of this study were to study and exeanthe

difference of financial performance and stock psicéo examine the
relationship of dividends and stock price and t@lesxe the signaling

effects in stock price and his major findings of lsitudy were Nepalese
stock market is in infancy stage. In general ivé&sy new and just started
to develop. Dominance of banking sector is previaierthe market due to
other industries including finance companies, iasige and manufacturing
is not encouraging. Corporate firm with long histévave relatively stable
profitability parameters that the firm establishadter the economic
liberalization of 1990. Older firms have been uisg bonus share more
times than the new one. Dividend per shaseelatively more stable
than the dividend payout ratio. That's why payaita and dividend yields
have been highly fluctuating. Due to lack of properestment opportunity
most of the investors have directed their savingamls the secondary
stock market. There is significant positive cortigla between the
dividends paid and stock prices of banking and rfeaturing industries.

All other have not a perfect correlation between tiet worth per share

and common stock price.

Timilsina (2009) published an articléCapital Market Development and
Stock PriceBehaviors in Nepal.”"Major Findings of the Study are the
coefficient of correlation between earning per sh@EPS) and observed
market value of share and also between the divigerdshare (DPS) and
observed market value of share were computed. Adgoessions were run
to see the influence of the explanatory variabEEBS and DPS on equity
prices. A positive correlation was found to existween EPS and the
market price of the share. The coefficient of ctatien between dividend
per share and the market price was also comput&thgaDPS as

independent variable and market price as depengiantable. A high
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degree of positive relationship (r= 0.83) was olsedr between the two
variables.Timilsina concluded that the market pradeshares depends on
EPS as well as on DPS, but DPS is more prices tpemsind it will have

direct and immediate response in the market.

Charles and Christopher (2010),in his article “Do Banks Provide
Financial Slack?”their main hypothesis is that the banks have thbtya
to accurately price financial claims thus irdihg a preference for
undervalued firms to choose bank debts as thergmal financial source.
They refer to this escapes that this informatiomdsg will be weighed
against the verity of contracting costs in a firmi8mate financing choice
since they expect that these firms are the mostyiko be undervalued,
these financing are consist dent with the presesicand information.
Benefit to bank debt finance. For identify whetltee firms weighted these
information benefits of bank finance against otlkentracting costs they
examine the variation. In the sensitivity of thenkdoan likelihood to their
variables measuring potential under valuation ttheyfind that firms with
public debt outstanding tend to exhibit a relatyvelow sensitivity of bank
loan likelihood to these variables. .since theyegdcthat the contracting
cost of bank debt information benefits of bank datpainst the contracting

costs.

The result suggest that for firms with public cgeties market for the
firms to cross the threshold where the informatnefits of bank debt
finance outweigh the relatives contracting costgriéultural projects
center has submitted in their report on where “ongoevaluation of
intensive Banking program in (October 1985)” thiudy has widely
covered the whole aspects of IBP. It says due towide net work of
commercial banks they have now 346 branches atepteasnd the huge

amount of ideal funds estimate at Rs.3226 millian1lB84/85 lying with
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them. The investment of commercial banks in theonly sectors areas
seems justified. To generate intensive for comnardianks, it has
necessary to raise the interest rate which wouféicsently cover up the
cost leading leave some profit margin as well. As indirect cost of
borrowing small loan between two to thousand rgpisesix percentages
some active measure could be taken to dower tléstoacompensate the

small borrows for the proposed rise in the ratentérest.

2.4 Review of Thesis

Nepalese capital market is in the early stage otldpment. There are only
few studies done in this field. Due to lack of imf@mtion and expertise, no
sufficient studies have been carried out in regdodshe dividend policy.
However recent developments in the field of capitarkets have shown some
says of hope for the future. Some of the studiesedn the field of dividend

policy and stock prices have been reviewed heremund

Shah (2008)carried out a research d€ash Dividend Practice and its
Impact on Share Price iNepal”. It covered 5 years period (2004-2008)
including commercial banks, manufacturing companieevelopment
banks, insurance companies, and financial insttigi and hotels
sectors.The Main objectives of the study are aeWwd.

* |Its basic objectives were to evaluate the trendca$h dividend
forecasting and payment by the Nepalese finanastitution and to
see and examine the impact of cash dividend on etgskice per
share.

* To achieve these objectives, the information areerpreted and
analyzed by using regression model and hypothesis t

The Major findings of the study are as follows.

» Commercial banks of Nepal are seen the regularddivd paying

financial institution.
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* In average 90% companies pay less than 50% castedid. The
company having good earning only have been payagylar cash
dividend.

* The lack of financial knowledge and the market flogééncy has
affected the market price of the share in all tiven$. But it is

theoretically argued.

Timsina (2009)carried out a research 6A Study on Dividend Policy and
Its Impact on Stock Price of Selected Commercial Bardasicluded that:
This study has covered the period of ten yearsgo&iom 1999 to 2008.
there are 26 commercial banks have been listedBR3E to date, however
only 5 of them have been selected for analysisavbdnducting this study
secondary data have been applied as well as socessay information
for analysis the data has been collected from sdmancial and
managerial experts.Different financial and statesti tools have been

applied for analyzing the data.

The major findings mentioned above led this stumlgdnclude that there is
notable dividend Impact on market price of the sharmost of the banks.
In another words dividend pays an important rolechmnge the market
price of the shares. Besides this the followingaosions are made:

* There is high degree positive relationship betwB&8& and EPS in
most of the bank.

* There is normal positive relationship between DR8 BPS in most
of the banks.

* While comparing the impact of EPS and lagged DP D&%, It is
found that there is normal positive role of chamgd&PS to change
the DPS but there is nominal or very less roleagfged DPS.CBL is
highest of the firms.
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* While observing the effect of dependent variable, DPS and MPS,
on its independent variable, i.e. DPS, EPS anddddgPS it is not
sufficient information and meaning that there is1@able role of

others, managerial and environmental factors.

Gautam (2010)carried out a research dbBividend Policy in Commercial
Banks" which focuses on the objectives to identify theeyof dividend
policy that is being adopted and to find out whettlee policy.The Main
objectives of the study are;
» To examine the impact of dividend on share price.
 To identify the relationship between DPS and otligrancial
indicators.
» To know if there is any uniformity among DPS, EP&daDPR
sampled commercial Banks.
The Major findings of the study are as follows.
* There is the largest fluctuation in EPS and DPS,
* The relationship between DPS and EPS is positiogdver it is not
significant. There may be various other factorside£PS to affects
MPS and the growth rate of dividend is inconsistent
e It concluded that no sampled commercial banks h&lwed

distinctly defined dividend policy.

Luitel, (2011) in his research workA comparative study of dividend policy of
NABIL bank ltd., standard chartered bank Nepal bmhd Nepal investment
bank Itd.

1. Some banks are paying high dividend and other ayag low dividend .

2. Dividend per share is not more stable then dividesngbut ratio.

3. Market price of share is attracted by dividend.

4. The banks have not clearly defined dividend policy.

He had recommended the following issue.
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The banks needs to create somehow paying reasobdt$h every year,
it's because higher DPS creates positive attitoflshare holders and
investor has psychological value of shareholdalgs valued as the assets
of banks.

Dividend payments adopted by bank are not stahléMay case a small
amount of dividend are paid without considering tiek free rate of
return.

Banks should have long term vision regarding earnamd dividend
payment that help to cope with challenging competisituation of present
world.

The policy should be determine whither the bangasg to adopt stable
dividend policy, constant payout ratio or low regyblus extra dividend.
The legal rule for the treatment of dividend is tfes the smooth growth

of any enterprises as well as growth of nationahemy.

Budhathoki (20012) carried on a research ofThe Study of Dividend

Poli

cy of the Commercial Banks in Nepalhe Main objectives of the

study are as follows.

To highlight the dividend practices of Commerciaris,

To compare the dividend policy followed by diffetecommercial
banks chosen,

To provide the sample banks with some fruitful segfgpn that can
be implemented easily and possible guideline torawae various

issues and gaps based on the findings of the amalys

The Major findings of the study are as follows.

The average earning per share (EPS) of the bandsrigtudy shows
a positive result. But the coefficient of variatiordicates that there
IS no consistency of EPS.

The average dividend per share (DPS) shows thateth® no

regularity in dividend payment.
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* The analysis of DPR shows that the Dividend Payaiio (DPR) of
the banks is not stable.
« The average market price shows that there is duigé level of

fluctuation.

Dahal (2013) carried out the research on the topitividend and stock
Price” the major objective of study was to know about thituence in
price caused by dividend policy of the Nepalese mamcial banks. The
specific objectives of his study were as follows.
* To test the relationship between dividend per slaauek stock price.
* To determine the impact of dividend policy on stqeice.
* To identify whether it is possible to increase tmarket value of
stock by changing dividend policy or payout ratio.
The main findings of his study were as follows.
* The relationship between dividend per share andkstorice is
positive in the sample companies.
» DPS affects the share price differently in differeactor.
* By changing the dividend policy or DPS might hetpincrease the
MPS.
* The relationship between stock prices and retaimathings per
share is not important.
* The relationship between stock price and laggediegrprice ratio

IS negative.

2.5 Research Gap

There have many national and international studiethe dividend policy .The
weakness and drawbacks are also mentioned thele Wit the concepts and
practices of foreign author’'s model there abouiddigt practices are not used in our
Nepalese dividend policy. There have been severaskarches done in past

regarding dividend policy and practice of variowks of various financial and
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statistical tools. In the changing environment, plast research can not address the
recent problems .1t is public concern issue .Is thiesis, only two sample banks
SCBL and HBL are considered out of total populat&ih Commercial Banks
operating presently in the market. As to researap ¢s considered, the trend of
MPS and EPS over the study period and forecastesfet financial indicators for
next three years were predicted which might beadribe difference from the other
studies thesis. It finally helps various stakehdd® be acquainted with major

financial indicators of the leading two banks ie ttountry.
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CHAPTER-III
RESEARCH METHODOLOGY

Research methodology is way to systematically stinve research problem.
Research methodology describes the method andgz@gplied in the entire
aspect of the study. The major objective of thelgts to find out ‘model of
good fit’ to explain the dividend policy on the salencommercial banks. This
chapter highlights about the methodology adoptedh& process of present
study. It also focuses about sources and limitatminthe data, which are used
in the present study. 'Research Methodology' is ay Wor systematically
solving the research problem. In other words, netemethodology indicates
the methods and processes employed in the entpectsof the study. |
"Research methodology" refers to the various seiplesteps (along with a
rationale, of each such step) to be adopted bysaareher in studying a
problem with certain object/objects in view" (Kothal994:19). So it is the
methods, steps, and guidelines, which are to bewet in analysis, and it is a

way presenting the collected data with meaninghalgsis.

3.1 Research Design

Research design refers to a series of stage iduming a study. The research
design of this study will be more descriptive cunalgtical using the various
phenomena related and influencing the dividendsiteti Descript able and

analytical research design is used in this study.

For the analytical purpose, the annual reportsigid by the relative banks
and other publications of the related banks pubtishy Nepal Rastra Bank,
Nepal Stock Exchange Ltd. & other related agen@ss.collected for the year
2007/08 to 2011/012.
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* Research Design is the plan structure and stratégwyvestigations
conceived so as to obtain answers to researchigpuesind to control
variable.

* A research design is the logical systematic plagrand direction of
piece of research.

* A research design is the arrangement of conditancbllection and
analysis of data in a manner that aims to combeievance to the
research purpose with economy in procedure.

* To maximize the variable of the dependent variabllienced by the
independent variable(s) of the substantive resdaypbthesis.

* To control the variable of extraneous or unwantedable that may
have an effect on his/her experimental outcomes ibbuivhich the

researcher is not interested.

e To minimize the error of random variable or fludtaa.

Research design refers to a series of stage iduming a study. The research
design of this study will be more descriptive cunalgtical using the various
phenomena related and influencing the dividendsiteti Descript able and

analytical research design is used in this study.

For the analytical purpose, the annual reportsigit by the relative banks
and other publications of the related banks pubtishy Nepal Rastra Bank,
Nepal Stock Exchange Ltd. & other related agenaes.collected for the year
2007/08 to 2011/012.

3.2 Sources of Data

Mainly the study is conducted on the basis of sdaondata. The data relating
to the dividend policy are obtained from Nepal &toExchange. The
supplementary data and information are obtainean f@nnual reports of

concerned commercial banks. Other information sssifave been taken from
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central library Tribhuvan University, Shanker Dear@pus library, American

library, ministry of finance and National Commissie.t.c.

3.3 Population and Sample

Due to the liberalisation Nepal has many commetzaalks. They are operating
at same rules and regulation. The population fa $shudy comprises all the
commercial banks listed in Nepal Stock ExchangeRSE). At present, there
are 31 commercial banks. Two listed commercial bam&mely Himalayan,
Standard chartered has been selected out of thiepmpulation as sample for

this study.

3.4 Method of Analysis

3.4.1 Financial Tools

Considering research objective, to analyse the anpadividend on various
key variables such as earning per share, dividexydyt ratio, price earning
ratio, dividendyield and earning yield are considered. Followimgmcial indicator

tools related to objectives are also considered.

a) Earning Per Share(EPS)

It is a type of ratio, which refers total earningsailable to common
shareholders or total number of outstanding comsiwares. It measures the
profit available to the equity shareholders on geare basis. It reflects the
earning power of a company. Higher EPS represeratgey net profit.

EPS= Total earning available to common sharehslddumber of common

shares outstanding

b) Dividend Per Share (DPS)

Financial sound companies can distribute divideondss shareholders. Higher
DPS attracts investors to invest in share of comp@and maintains goodwill in
the market. It is calculated by dividend net eaggirpaid to the common

shareholders (after payment of preference dividdndhumber of common

share outstanding
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Total Dividend

DPS =
Number of Common Outstanding

c) Dividend Payout Ratio (DPR)

It is the ratio, which measures the relationshipveen the dividend paid to
common shareholders and total earnings of the coyndter tax. It is
calculated by dividend the DPS by the EPS.

Earning per share

Dividend P t Ratio=
dend Payout Ra 01\7[arketPrice per share

d) Price Earning Ratio (PER)
This is the type of ratio, which indicates the praurrently paid by the market
for each rupee of currently reported earning pareshlt can be calculated by

using the following ratio.

) Earning Per Share
P/E Ratio =

Market Price per share

e) Dividend Yield (DY)

It is the ratio of dividend per share to marketerper share. It is the return to
shareholders in form of dividend in relation to ker price of the share.
Shareholders can get dividend as a return in oglaid market price of the
share.

Dividend per share

Dividend Yield (DY) =
ividend Yield (DY) Market Price per share

Dividend yield is dependent on market value perreshaligher the market

value leads to decrease in the ratio and vice versa

f) Earning Yield (EY)

Earning yield is the most important profitabilitgtio, which is expressed in
terms of market value of share. The earning yield loe defined as the ratio of
earning per share to the market value per ordibgyesand is calculated as

follows.
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Earning per share

Earning Yield =
armng 11e Maeket value per share

g) Liquidity Position Analysis

Commercial banks need liquidity to meet loan dedh and deposit

withdrawals. Liquidity is also needed for the pwspaf meeting cash reserve
ratio (CRR) requirements prescribed by NRB. The memtial banks should

ensure that they do not suffer form the liquiditpllem and should ensure that
it does not have excess liquidity as well. Theuialof the bank to meet this

obligation will result bad credit image and los<ogditors confidence.

Current Ratio

Current Assets

Current Ratio =
Current Laibities

h) Profitability Ratio

The ultimate objective of banks is to earn pr@itictly speaking, no bank can
survive without profit. Profit is the indicator efficient operation of bank. The
bank acquires profit by providing different sengct its customers or by
making investment of different kinds. Sufficientropt is a must to have
good liquidity, grab investment opportunitiexpand banking transaction,
finance government in need of development fund,ravmee the future

contingencies and meet fixed internal obligatiom fiee bank. Profitability

ratios measure the efficiency of a bank. The folimnprofitability ratios, were

used to evaluate the profitability of the seleaethmercial banks.

Net Profit Margin

. . Net Profit After Tax
Net Profit Margin = ! ,f
Total Operating Income

Return on Total Assets (ROTA)

Rrturn on Total Assets (ROTA) 2ot o/ it Arter Tax

Total Assets
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3.4.2 Statistical Tools

a) Mean or average

Simply mean or average is the set of observatiahrdpresents the entire data;
its value lies somewhere in between the two extseatEservation of the data.
For this reason an average is frequently refercedst a measure of central
tendency. The data related to dividend are tabdilated drawn out average
mean over different years. It is an envoy of thesnat homogeneous data. The
value of the AM is obtained by adding togetherth# items and by dividing
this total by the number of items.

Mathematically,

Arithmetic mean (AM) is given by

Where,

X = Arithmetic mean

> x =sum of all values of the variable x

N=number of observations

The measurement of the scattering of the masgyafds in a series about an
average is known as dispersion. The standard dmviateasures the absolute
dispersion. The greater the amount of dispersieatgr the standard deviation.
A small standard deviation means a high degree mfoumity of the
observation as well as homogeneity if a seriesargel standard deviation
means just opposite. In this way standard deviasocalculated for selected

dependent and independent variables specifieceimtbdels presented above.
—y)2
Satandard Deviation(c) = \/@
Where,

n= No of observation of X
= Summation of square of deviation from mean value
Or

Standard Deviations) = J% [Z X2 — _(ZX)ZJ

n
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b) Coefficient of Variation (C.V.)

C.V. is the qualitative measure of the dispersmieampare more than assets;
coefficient of frequency variation is used. It islative measurement of
dispersion based on standard deviation coeffic@nvariation is given by

following formula,
C.V.= 2% 100
. . X

Where,

(o) Standard deviation

(x)= Arithmetic mean

It represent the ratio of the standard deviationh® mean and it is a useful
static for comparing the degree of variation frone alata series to another,

even if the means are drastically different frorareather.

c) Coefficient of Correlation(r):
Correlation analysis is the statistical tools tkaa can use to describe the
degree to which one variable is linearly relatecatmther. The sufficient of
correlation measures the degree of relationshiwdmt two sets of figures. In
this study, simple coefficient of correlation iseds¢o determine the relationship
of different factors with dividend and other vated The data related to
dividend over different years are tabulated andr tredationships with each
others are drawn out. Karl Pearson’s coefficienisgsed to study the extend or
degree of correlation between the variables. Ifvkeies of the variables are
directly proportional then the correlation is sédbe positive. On the other
hand, if the values of the variables are invergpebportional, the correlation is
said to be negative, but the correlation coefficigmvays remains within the
limit of +1 to -1. The formula for the calculatiaf coefficient is given below.
B nYXY -YXYY
SR R Xny - Y)Y

Where, r= coefficient of correlation

Y'xy= sum of product of the observation is series x. &
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Y'x= sum of the observation in serious x

.Y y=sum of the observation in serious y

Y'x? = Sum of the squre s observation X

Y'y? = Sum of the squre s observation y

N = Number of observation of x & y

r' lies between +1 & -1.

‘r' lies always between +1 and -1

When ‘r'= +1, there is perfect positive correlation

When ‘r'=-1, there is perfect negative correlation

When ‘r'=0, there is no correlation

When ‘r’ lies between 0.7 to 0.999 (or -0.7 to 9®9there is higher degree of
positive or negative correlation.

When ‘r’ lies between 0.5 and 0.699, there is aenai degree of correlation

When ‘v’ is less than 0.5, there is low degreemtfelation

d) Coefficient of Determinations (P):

The coefficient of determination is a measure efdbgree linear association or
correlation between two variable one of which haysp® be independent and
other being dependent variable. In other wordseasures the percentage
total variation in dependent variable explainedifyependent variables. The
coefficient of determination value can have rangmogn zero to one. A value
of one can occur only if the unexplained variati®zero which simply means
that all the data points in the scatter diagrarmefghctly on the regression line.
It is more appropriate while verifying the resutian the correlation coefficient
and computed by square of the correlations coefiicas mentioned above.

r2=rxr

e) Probable Error (P.E.)
The probable error of the coefficient of correlatidenoted by P.E. is the

measure of testing the reliability of the calcutatealue of r. If be the
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calculated value of r from a sample of n pair okaations, then P.E. is
defined by,

2

Vn

It is used in interpretation whether calculatedueadf ‘r’ is significant or not.

P.E.= 0.6745X =

I If r<P.E., it is insignificant. So, perhaps ther® no evidence of
correlation.
il If r>6P.E., it is significant.
In other cases, nothing can be concluded.
The probable error of correlation coefficient mag bsed to determine the
limits within the population correlation coefficieare r= +, - P.E.
Where,
P.E.= probable error
r= Coefficient of correlation

n= number of pairs observation

f) Time Series Analysis

Time series analysis is one of the quantitativehiodt we use it to determine
the pattern in data collected over time. Time seamalysis is used to detect the
pattern of change in statistical information oviee regular interval of time.
Time series analysis helps us cope with uncertabout the future. It is a very
useful to analyse the financial performance as a®lto forecast future trend.
There are four kinds of change or variation invdlvéime series analysis they
are secular, cyclical, fluctuation, seasonal inetiseries and irregular trend.
Trend analysis is very useful too. The study ohdreallows to describe a
historical pattern and to project past patterngremds into future. Knowledge
of past can tell great about future. This methoaghdst widely used in practice.
Tend analysis describes the average relationshipelea two series where the

one series relates to time and other series thee\@l a variable. It generally
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shows that the line of best-fit or straight lineolstained or not. The line of best
fit describes the change in a given series accoympgua unit change in time.
So, researchers is going to analyse the trendwfi&d per share, Earning per
share, Dividend pay-out ratio, PE-Ratio, Dividengtld and Liquidity Ratio
with the help of this Trend value analysis usingdtesquare method. On the
basis of past five years and also future valueeat 6 year is being forecasted.
For the calculation of the “Line of the best fifdllowing equations should be

used

Yc= a+bx

Where,

Yc is used to designate the trend values to digsisigthem from the actual y
values. ‘a’ is the y intercept or the computed dréigure of the Y Variable

when x=0. ‘b’ represents the slope of the trend lim the amount Y Variable
that is associated with a change of one unit iraMable. The X variable Trend

analysis represents the time.
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CHAPTER-VI
DATA PRESENTATION AND ANALYSIS

This chapter deal with the main body of the study analysis and finding of
the collection of data. The collected data are l&tbd, analyzed and presented
to meet the objectives of the research. And allcileulation is as mentioned

in the research methodology chapter

In Nepal company act 2006 (2063) has made cergial provision for divided
payments. Nepalese residual firm must follow thengany act 2006. There
provisions play vital role are dividend practicesder the rules and regulation,
Company can be the practices any kind of policigisidend policy can be
influence the corporate firm's investment capaditpidity and profitability.
Dividend policy can be categories conservativeerblh moderate and
progressive dividend policy. We can be simply grélgm into the following
categories (i) stable dividend policy (ii) policy cegular extra dividend (iii)
policy to pay irregular dividend (iv) fixed payopblicy of no immediate
dividend.

Over the study period both sample banks paid stwuk cash dividend but
SCBNL did not provide the stock dividend at thery2@0/11. However DPS
and other financial indicator have positive co-iela all our study period, we
can not say which dividend policy adopted the sampnks. Both sample
banks cannot define their dividend policy and gowent has no provision of
particular policy. We can understand these phenanasirelative term but not

absolute term. Thus we can say that sample bardgst dkde mixed dividend

policy.

4.1 Data Presentation and Analysis.

The study is focused on the two commercial Banksm&ntioned in the

introduction chapter and their return is compuiimghis section. The data and
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result are tabulated, interpreted and presentddeifigure for more simplicity

clarity.

4.1.1 Data presentation and Analysis of major Finarial Indicators of

HBL.
Table: 4.1
Major Financial Indicators of HBL
Fiscal Closing DPS Stock Total EPS
Year MPS(Rs.) (Rs.) Dividend Dividend
(%) (Rs.)

2007/08 1980 25 20 421 62.74
2008/09 1760 12.56 31 540 61.90
2009/10 816 11.84 27 175.4 31.80
2010/11 575 16.84 20 131.84 44.66
2011/12 653 13.42 15 199 39.94

Source: HBL Annual Report (Appendix-1)

Closing MPS Moment of HBL

Figure: 4.1
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The market price of HBL is recorded highest in fgar 2007/08 while the
lowest recorded in the year 2010/11 during theyspetiod stock dividend is
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providing in the every year. The value this stock divides valued in the
respective closing price of the yeThe trend of thdMPS of the banks over ti

of study ha been presented in figure .

Figure: 4.2
Dividend Per Share of HBL

25 1

20 A

15

10 m DPS (Rs.)
5 -

2007/08 2008/09 2009/10 2010/11 2011/12

Rs.

Fiscal Years

The figure revealed 4.shows only the amount of cash dividend per shal
HBL pastfive year. However the bank I been found to adopt both ce
dividend amwl stock dividend paying pract. Hence, the casdividend policy
of the bank iglecreasinwup to three yars and increasing fourth yeand again
decreasingt last yee. The stock dividend flows decreasing treup to third
year, and constant fourth year adecreasing last yeafhe stock dividend he
been valued in the closing MF
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Figure: 4.3
Earning Per Share of HBL
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The figure portrayed 4 revealed the EPS of HBL for the immediate past
year likewise the cih dividend per share, the EPSat decreasing up to thr
years,increasing fourth year and then decreasing last y&ae bank s the
adequate amount of earning to distribute shareholder in the firm ¢

dividend. However, it s adopted policy of returning some person of prc
over the year.

4.1.2 DataPresentation anc Analysis of Major Financial Indicators of
SCBNL.

Table: 4.2
Major Financial Indicators of SCBNL.

Fiscal Closing DPS Stock Total Earning per

year MPS (Rs.) | dividend (%)| dividend (Rs. | share (EPS)
2007/08 6830 80 50 8959 131.92
2008/09 6010 50 50 6060 109.99
2009/10 3279 55 15 2350 77.65
2010/11 1800 50 0 950 69.51
2012/13 1799 45 15 944 72.60

Source:SBNL Annual Repc (Appendix-1)
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Figure: 4.4
Closing MPS Rupees
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The market price of SCBNis recorded highest in the year 2007/08 while
lowest recorded in the year 2011/12. During thelsfoeriod stock dividenis
providing every year except fourtiyear. The value this stock dividenis
valued in the respective closing price of the y@dre cash dividend for tr
bank arefound at in decreasing at secona@r and increasing in third year a
again decreasing fourth and fifth at The trend of the MPS of the banks o

the of study has been presented in fi¢4.4.

Figure: 4.5
Dividend (Cash) Per Share of SCBN
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The cash dividend per share of SCBNL seemed sjighictuating like as
HBL. The cash dividend is recorded highest in tlegibning year 2007/08,
decreasing in second year and starting to deci&4seate in every year. The
bank has found to be adopting both the policy aftiomous of cash dividend
but at the year 2010/11 stock dividend is not ptevilotal dividend highest in
the beginning year and decreasing every year. MieSakso followed the

decreasing trend all over the study period.

Figure: 4.6
Earning Pers share of SCBNL
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The figure 4.6 reveals the EPS of SCBNL for thea fase year the EPS is

rapidly decrease of to fourth year and slightlyrease in the last year during
the study period. In the year 2007/08 the bank bieen able to record the
highest EPS. In the fourth year of study, the baa& been record the lowest

EPS and recovered at the last year slightly.

4.1.3 Comparative Analysis of HBL and SCBNL
This section deals with the comparative study oSEPPS (cash dividend)

retain earning and dividend payout ratio of the sampled commercial banks
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Table: 4.3
EPS of HBL and SCBNL

Fiscal year EPS of HBL EPS of SCBNI
2007/08 62.74 131.92
2008/09 61.91 109.99
2009/10 31.80 77.65
2010/11 44.66 69.51
2011/12 39.94 72.60
Average 48.20 92.33
S.D. 12.23 24.37
C.V. 25.38 26.39
Source:Appendix-1

Figure: 4.7

EPS of Two Banks in Comparison
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The average EPs of HBL over the study peiis Rs. 48.20 where as that
SCBNL is92.33. the EPS of SCBNL s the higher standard deviation n
HBL. The coefficient of variation of EPS of HEis 25.38 % where as that
SCBNL is26.39% . this shows that HBL s and more consisteniPS over the
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study period. As seen in the figure 4.7 the consearEPs of SCBNL and HBL
are seen over the study period of five year. Theredsing rate of EPS of
SCBNL is higher than HBL.

4.1.3.2 Comparative Analysis of DPS (Cash)

Table: 4.4
DPS of HBL and SCBNL
Fiscal year DPS of HBL (Rs.) DPS of SCBNL (Rs.)

2007/08 25 80
2008/09 12 50
2009/10 11.84 55
2010/11 16.84 50
2011/12 13.42 45
Average 15.82 56

S.D. 4.9296 12.4097

C.V. 31.61 22.161

Source: Annual Report of HBL and SCBNL

The average cash DPS over the study period is R821where as that of
SCBNL is Rs. 56. The DPS of SCBNL has the high@&ndard deviation then
that of HBL. The coefficient of variation of DPS BIBL is 31.16% where as
that of SCBNL is 22.16%. This shows that HBL haghler and more
consistent DPS over the study period. In other waét8L has been following

more stable and regular cash dividend policy outsoéarnings as compare to
SCBNL.
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Figure: 4.8
DPS (Cash) of Two Banks Comparison
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As revealed in the figure 4.8can be easily notitted cash dividend per share
of SCBNL over the study period are higher than HBhe cash dividend per
share of HBL is more stable than SCBNL.

4.1.3.3 Comparative Analysis of Retained Earning peShare

Table: 4.5
Retained Earnings per Share of HBL and SCBNL
Fiscal year RPS of HBL(Rs.) RPS of SCBNL (Rs.)

2007/08 37.74 51.09
2008/09 49.90 60
2009/10 19.96 22.07
2010/11 27.82 19.5
2011/12 26.52 27.6
Average 32.36 36.30

S.D. 10.24 10.80
CV.% 32.01 29.80

Source- appendix-1
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Figure: 4.9

Retained Earnings Per Share of two Banks in @mparison
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The table4.5 indicate he retained earningsep share of HBL and SCBNI
figure 4.9 the table is presented the respected data in . The retained
earningsper share the twibanks with respectwo five year of study. Th
retained earningresented in the tabhasbeen calculated by swracting the
cash dividend per she from the respctive earning per sha In the year
2007/08 to 2009/10 the retainearningsper share HBL lower in comparis
than SCBNL. And again in the year 2010/11 the retainadhieags of HBLis

higher than SCBNI At the last year of the study period retairearnings of
SCBNL is higher than HBL SCBNL average retained earnings 3is higher
than HBL retained earning 32.. on average study of past five year. Simile
the standard deviatii and variation of coefficient of the data SCBIis lower

than HBL. Itindicated that retained per share that SCEis more consistent i

the compassion of HB
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4.1.3.4 ComparativeAnalysis of Dividend payout ratio

Table: 4.6
Dividend Payout ratio and Retention Ratio of HBL ard SCBNL.
Fiscal year D/P Ratio of D/P Ratio | Retention Ratio | Retention
HBL of SCBNL | of HBL Ratio of
SCBNL
2007/08 39.85 60.60 60.15 39.36
2008/09 19.39 45.50 80.61 54.50
2009/10 37.23 70.80 62.77 29.20
2010/11 37.71 71.9 62.29 71.10
2011/12 33.60 62 66.40 38
Average 33.56 62.2 66.45 37.8
S.D. 7.36 9.5 7.36 9.5
CV.% 21.93 15.3 11.07 25.11
Source- Appendix-1
Figure: 4.10
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80

70

60

50

40

Percentage

30

20

10

0

2007/08 2008/09

2009/10

Fiscal year

2010/11

2011/12

M HBL
bk SCBNL

62




The table 4.6 depicted about the payout ratio @&bention for the two banks
over the study period only the data regarding ahslidend payout ratios are
represented in a bar figure with respected to iwalf year as shown has the
figure 4.10. The retained earnings ratios for ttenks are calculated by
subtracting the percentage of dividend payout satiérom the total earning
100%. The dividend pay out ratio are higher in calSECBNL as compare to
HBL. In all year SCBNL has higher dividend payoatio 62.2 as compare of
to that 33.55% of HBL. The standard deviationdofidend payout ratio of
SCBNL and HBL are 9.5% and 7.36% respectivelynttigate that dividend
payout ratio of HBL are more consistent that SCBISimilarly the average
retention ratio of banks HBK and SCBNL are found38s55% and 62.2%

respectively with respective coefficient variatioin21.93% and 25.11%.

4.1.3.5 Comparative Analysis of Dividend Yield.

Table: 4.7
Dividend Yield of HBL and SCBNL.
Fiscal year HBL SCBNL
2007/08 21.26 51.2
2008/09 32.24 50.8
2009/10 26.45 16.7
2010/11 22.93 2.78
2011/12 17.06 17.50

Source-Appendix 3

The table 4.7 reveals the total dividend yield lté two banks. Here the total
dividend include the total cash dividend and vatratof stock for the
respective years.

The total dividend yield of HBL is obtained 21.28.24, 26.45, 22.93 and
17.06. The dividend yield of HBL is lowest in theay 2011/12 and highest in
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the year 2008.09. The reason behind dividend yeelae highest has due to the

valuation of stock dividend.

The total dividend yield of SCBNL are obtained 5159.8, 16.7,2.78 and
17.50. The dividend yield of SCBNL is lowest in thear 2010/11 and highest
in the year 2007/08 The reason behind dividendlyielbe lowest has due to
no stock dividend at the year 2010/11. The dividgiedd of the banks are in
the two digits because of stock dividend expectdéind yield of SCBNL in
the year 2010/11.

Figure: 4.11

Dividend Yield of Two Banks in Comparison
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On the basis figure 4.11 it is found that dividesfdSCBNL in beginning two
year of the study period are higher than the m@smedividend yield of HBL.
In the study period of the third year HBL dividepeld higher than SCBNL
dividend yield. At the fourth year dividend yietd HBL is very higher than
SCBNL due to the cause of SCBNL no stock dividemdbe provide. At last
year of the study period the dividend yield of SABKL7.5%) is slightly
higher than dividend yield of HBL (17.06%).
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4.1.3.6 Comparative Analysis of Earnings per Yield.

Table: 4.8
Earnings per Yield of HBL and SCBNL
Fiscal year HBL SCBNL
2007/08 3.16 1.93
2008/09 3.51 1.83
2009/10 3.89 2.37
2010/11 7.76 3.86
2011/12 6.11 4.04

Source- Appendix- 3

The table 4.8 reveals the earning yield of two Isaihle obtained are plotted in
the bar figure as shown figure 4.12. The earningklyf HBL is obtained as
3.16%, 3.15%, 3.89%, 7.76% and 6.11%. The earnyieys of HBL is lowest
in the year 2007/08 and highest in the year 2010rtie reason behind the
lowest in the year 2007/08 is due to excessivedriglalue of market. The
earnings yields of SCBNL are obtained as 1.93%3%.,82.37%, 3.86% and
4.04%. The earnings yield of SCBNL is lowest in ylear 2008/09 and highest
in the year 2011/12. The reason behind the lowesta year 2007/08 is due to
excessive higher value of market.
Figure: 4.12
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On the basis of comparative bar figure showingsiegrYield s of HBL and
SCBNL, the year 2007/08 to 2011/12. The earningé&dyof HBL are found
higher than that of SCBNL on the observation tH& 4evealing earnings yield
of the two samples banks till the study periodis found that the earning yield
for both banks is moving in increasing directiontadiscal year except fiscal
year 2011/112 but earning yield of HBL decreasdisoal 2011/12 in the

comparison the fiscal year 2010/11.

4.2 Liquidity Position Analysis

Commercial banks need liquidity to meet loan dedh and deposit

withdrawals. Liquidity is also needed for the pwsp®mf meeting cash reserve
ratio (CRR) requirements prescribed by NRB. The memtial banks should

ensure that they do not suffer form the liquiditpllem and should ensure that
it does not have excess liquidity as well. Theufalof the bank to meet this

obligation will result bad credit image and losogditors confidence.

4.2.1 Current Ratio

The current ratio is a measure of the firm's skemm solvency. Current ratio
of 2:1 or more is generally considered satisfagtaryich is not a strict rule.
This conventional rule is based on the assumphahdven if the current assets

are decreased by half, the firm can easily meeuitsent obligations.

Table: 4.9
Current Ratios

FY SCBNL HBL
2007/08 1.49 1.55
2008/09 1.67 1.79
2009/10 1.04 1.48
2010/11 1.24 1.60
2011/12 1.18 2.05
Mean 1.33 1.69
S.D 0.25 0.23
CV 19.03 13.58

Source: Appendix-5
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Figure: 4.13
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The table 4.9 measured the current ratio hef sampled banks. The table
showed that the current ratio of SCBNL fluctuateding the five year periods.
The ratio is highest (1.67 times) in the fiscal ry2808/09 and lowest (1.04
times) in the fiscal year 2009/010. In average, SCBnaintained 1.33 times
as the current ratio to meet the obligations. Sirty| the current ratio in HBL
is also fluctuating each year during the studyqukthe highest ratio is 2.05
times in the fiscal year 2011/012 and that of lawesl.48 times in the fiscal
year 2009/010. In average, the current ratio of HBL1.69 times and the
coefficient of variation in the ratio is 13.58%. i@paring two sampled banks,
it can be concluded that the liquidity position ldBL is better than that
SCBNL.

4.2.2 Cash Reserve Ratio

Each bank has to operate its activities as perdirextion set out by Nepal
Rastra Bank. According to the directives of NRBe tash balance at NRB
should be 5% of the total local deposit in thedlsgear 2007/08, however the
same ratio should be 4% from the fiscal year 20®&id 5.5% from October
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2012 Thus, cash reserve ratio measures, whdtierbank has effective

mobilized the local deposit to implement the NREediives

Table: 4.10
Cash Reserve Ratios
FY HBL SCBNL
2007/08 5.13 5.84
2008/09 6.76 8.16
2009/10 6.76 6.74
2010/11 5.75 6.10
2011/12 8.72 22.40
Mean 6.62 9.84
S.D 1.21 6.32
C.Vv 18.27 64.32

Source: Annual reports of sample ba

Figure: 4.14
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The table 4.10 depicted the cash reserve ratibesampled banks. The table
showed that the CRR maintained B8L is in increasing trend for the first
three years and decreased to 5.75% in the fis@al 3@10/011 compared to
that in the previous year and increase in the Ifigear 2011/012 to 8.72%. In
average HBL maintained 6.62% as the cash reserve ratio. Thie E®rve
ratio indicated that the liquidity position bfBL is quite good, since the ratio is
greater than the ratio directed by NRB in eachafigear. Similarly, the CRR
in SCBNL ranged from 5.84% in the fiscal year 20Q87to 22.40% in the fiscal
year 2011/012. In average, SCBNL maintained 9.84%ha cash reserve ratio.
The table depicted that SCBNL is better to meetstlamdard set by NRB for
CRR.

4.3 Profitability Ratio

The ultimate objective of banks is to earn pr@itictly speaking, no bank can
survive without profit. Profit is the indicator efficient operation of bank. The
bank acquires profit by providing different sengcw its customers or by
making investment of different kinds. Sufficientropt is a must to have
good liquidity, grab investment opportunitiexpand banking transaction,
finance government in need of development fund,ravee the future

contingencies and meet fixed internal obligatiom fiee bank. Profitability

ratios measure the efficiency of a bank. The follmyprofitability ratios, are

used to evaluate the profitability of the seleaethmercial banks.

4.3.1 Net Profit Margin

The ratio signifies the effectiveness of expensasagement and cost control
and gives the direction to the management for sermpricing policies. It means
how much of total revenue has been declared aprodt after all the charges
are over up. The higher ratio means the manageh@nbeen able to control

its operational costs and maintain efficiency.

. . Net P it After T
Net Profit Margin s—— roftt After Tax
Total Operating Income
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Table 4.11
Net Profit Margin Ratio(%)

FY SCBNL HBL
2007/08 46.16 39.80
2008/09 49.00 37.87
2009/10 47.26 23.58
2010/11 45.47 34.53
2011/12 44.30 32.93

Mean 46.44 33.74

S.D 1.79 6.29

CV 3.86 18.64

Source: Appendix-6
Figure: 4.15
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The table and figure shows that both the bankspnefit ratios are not in
consistency. The ratio of SCBNL is highest of 43%4he fiscal year 2008/09
and that of lowest is 44.30% in the fiscal year012. Similarly, the ratio of

HBL is highest of 39.80% in the fiscal year 2007/@&d that of lowest is
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23.58% in the fiscal year 2009/010. The average NBbbs of SCBNL &
HBL are 46.44% & 33.74% respectively it shows tiia¢ NPM ratio of
SCBNL is better than HBL.

4.3.2 Return on Total Assets (ROTA)

The ratio is a primary indicator of managerial @#ncy. It indicates how

efficiently the assets are utilized by the banke Tatio measures how far the
management has utilized all the assets of the Wankprofit generating

activities. Higher ROTA indicates higher efficienay the utilization of the

total assets and vice versa.

Net Profit After Tax

Rrturn on Total Assets (ROTA)=

Total Assets

Table: 4.12
Return on Total Assets Ratio (%)

FY SCBNL HBL
2007/08 2.46 1.76
2008/09 2.56 1.91
2009/10 2.70 1.19
2010/11 2.55 1.91
2011/12 2.80 1.76

Mean 2.61 1.71

S.D 0.13 0.30

CV 5.16 17.47

Source: Appendix-7
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Figure: 4.16

Return on Total Assets Ratio (%)
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The table 4.12 & figure 4.16 exhibits that the kadasets ratio of SCBNL

ranged between 2.46% in the fiscal year 2007/08.80% in the fiscal year

2011/012. Whereas, the ratio of HBL ranged fron¥6% in the fiscal year

2007/08 to 1.91% in the fiscal year 2010/011. Tétein on total assets ratios
of both banks are fluctuating trend each yearrmduthe study period. The
average ROTA ratios of SCBNL & HBL are 2.61% & 1941t shows that the

SCBNL has better RORA ratio than the HBL.
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4.4  Share Price Analysis

Table: 4.13
Share price Analysis of MVPS
Fiscal year HBL SCBNL
2007/08 1980 6810
2008/09 1760 6010
2009/10 816 3279
2010/11 575 1800
2011/12 653 1799
Average 1156.8 3939.60
S.D. 591.60 2103.43
C.V. 51.14 53.39
Source: Annual Reports of Sample Banks
Figure: 4.17
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The table 4.13 and figure 4.17 shows that the migkee of share of sample
banks. The MVPS of HBL is decreases each year guhe study period
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except the fiscal year 2011/012 similarly the MVIBS SCBNL is also
decreases each year than previous year duringutg period. The MVPS of
SCBNL is Rs. 6810 in the fiscal year 2007/08 and decreases to Rs. 1799 in
the fiscal year 2011/012. The average MVPS of HBE@BNL are Rs. 1156.8

& Rs. 3939.60. There is high deviation betweenNBPS of SCBNL & HBL
and the MVPS of SCNL is greater than HBL in eacldl year.

Table: 4.14
Correlation between Variation Financial indicators
S/n | Correlation between | Correlation coefficient | Result
a) DPS and EPS of HBL r= +.5376 Positive  moderate
degree relationship
b) DPS and EPS qfr=+.7871 Higher degree of
SCBNL positive relationship
C) DPS and MPS ofr=+.69 Positive  moderate
HBL degree relationship
d) DPS and MPS ofr=+.71 Higher positive
SCBNL degree of
relationship
e) D/P ratios of HBL and r=+.85 Higher positive
SCBNL degree of relationshig
f) Liquidity (CA) & | r=+0.7856 Higher positive
MVPS of SCBNL degree of relationshig
0) Liquidity (CA) & |r=-0.1848 Low degree of
MVPS of HBL negative correlation
h) Profitability (NPM) & | r=+0.6300 Moderate degree |of
MVPS of SCBNL positive correlation
i) Profitability (NPM) & | r=+0.6544 Moderate degree |of

MVPS of HBL

positive correlation

Source- Appendix- 2
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a)

b)

d)

f)

9)

The correlation coefficient of DPS (cash dividerasid EPS of HBL is
obtained as +.5376 indicates that the is moderatgtipe relationship
between cash dividend payment per share for thiesban other words, it
can be said that EPS could be impact cash divigetidy partially but not
fully.

The correlation coefficient of DPS (cash divideadd EPS of SCBNL is
obtained as +.7871 indicates that the is highettipeselationship between
cash dividend payment per share for the banksthHarownords, it can be
said that EPS could be impact fully cash dividend.

The correlation coefficient of DPS (cash divideraa)dd MPS of HBL is
obtained as +.69 indicates that the is moderatiiymselationship between
cash dividend payment per share for the bankstHerowords, it can be
said that MPS could be impact cash dividend pgastially but not fully.
The correlation coefficient of DPS (cash dividead)d EPS of SCBNL is
obtained as +.71 indicates that the is moderatgiymmselationship between
cash dividend payment per share for the bankstHarowords, it can be
said that EPS could be impact cash dividend pgamally but not fully.
The calculated correlation coefficient dividend gaty ratio of HBL and
SCBNL is obtained as +.85 which indicate that thedeénd policy of two
banks are related to each other. The policy ofquayof earning for the two
banks match to each other.

The correlation between liquidity and MVPS of SCBML0.7856, which
indicate that there is positive relationship betwbguidity & MVPS and if
liquidity increase the MVPS also increase. Howeviie relationship
between liquidity and MVPS is negative of 0.1814intlicates that if
liquidity increase MVPS will be decrease.

The relationship between profitability and MVPShafth banks is positive
the value of correlation of SCBNL & HBL are 0.63&6544 it indicates
that if profitability increases the MVPS of bothnka also increases and

vice-versa.
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4.4.1 Analysis of EPS and DPS cash with respecttime series

This section study try to analysis a relationshgpween EPS and DPS (Cash
dividend ) with respect to time individually , bging least square method in
this since the number of year is odd, 2010 (Enamg July) as the mid year
deducted from years (X).

4.4.1.1 Calculation of Trend Line of HBL.

Table: 4.15
Actual values and Trend values of EPS
Fiscal year(x) Actual EPS (Rs) Estimated trend Vala
YC=48.20+(-6.29)X
2008 62.74 60.78
2009 61.90 54.49
2010 31.8 48.20
2011 44.66 41.91
2012 39.94 35.62
2013 - 29.33
2014 - 23.04
2015 - 16.75

Source — Appendix 4

The table 4.15 depicted the earning per share df By is calculated trend
values with respect to fiscal years, Both the ER&Gaalculated trend values of
banks are found at decreasing trends. The trendtieq of the EPS with

respect to the years is obtained as, Yc=48.2@{}B. The predicted value of
the EPS for the year 2013, 2014 and 2015 are @mntam 29.33, 23.04 and
16.75. The EPs of the banks is found at decreasiegof EPS with respect to

the year is calculated as 6.29.
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Figure: 4.18
Trend Line of Estimated Value of EPS of HBL.
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The 4.13 figure shows the actual EPS and the toétide data for the past five
years the estimated trend values showed highly d@ndahtrend as compare to

the actual data.

Table: 4.16
Actual values and Trend values of DPS (cash)
Fiscal year(x) Actual DPS cash (Rs)| Estimated trendalue
YC=15.82+(-1.83)X

2008 25 19.48

2009 12 17.65

2010 11.84 15.82

2011 16.84 13.98

2012 13.42 12.15

2013 - 10.32

2014 - 8.49

2015 - 6.66

Source — Appendix 4
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The table 4.16 depicted above portrays the totah alividend per share of
HBL with respect to the fiscal year mid July and ttalculated trend value of
the cash dividend per share. The cash dividendspare of HBL remained

highest in year 2008. The cash dividend per shhtheobanks are found at a
decreasing trend the calculated trend value o #isk per share the HBL are
found at highly decreasing rate over the year. fféed equation of the cash
DPS with respect to the years are obtained as Y&82%(-1.832)X. The

predicted value of the cash dividend for the ye@t3 2014, and 2015 are
obtained is 10.32, 8.49 and 6.66. The cash DP®&eofist found at decreasing
rate of cash DPS with respect to the year is caledlas -1.83.

Figure: 4.19
Trend line Estimated Values of DPS of HBL.
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The 4.14 figure reveals the actual values and tigredof cash dividend per
share of HBL for the past five year the estimatesd values showed highly

downward trend as compare to the actual data.
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4.4.1.2 Calculation of Trend line of SCBNL.

Table: 4.17

Actual values and Trend values of EPS

Fiscal year(x) Actual EPS (Rs) Estimated trend Vala
YC=92.33+(-15.90)X

2008 131.90 124.13

2009 109.99 108.23

2010 77.65 92.33

2011 69.51 76.43

2012 72.66 60.53

2013 - 44.60

2014 - 28.69

2015 - 12.79

Source- Appendix 4

The table 4.17 depicted the earning per share 8MN\&Cand is calculated trend
values with respect to fiscal years, Both the ER&Gaalculated trend values of

banks are found at decreasing trends. The trendtieq of the EPS with

respect to the years was obtained as, Yc=92.335.90)X. The predicted

value of the EPS for the year 2013, 2014 and 20&5oatained was 44.6,
28.69 and 12.79. The EPS of the SCBNL remaineddsigbn the year 2008

likewise HBL, the EPS of SCBNL was found at decreg$rend
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Figure: 4.20
Trend estimated values of EPS of SCBNL.
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The figure 4.20 shows the actual EPS and the tieadf the data of SCBNL
for the past five years. Actual data and estimatexd values both showed and

downward trend.

Table: 4.12
Actual values and Trend values of DPS (cash)
Fiscal year(x) Actual DPS cash Estimated trend
(Rs) Value YC=56+(-7)X
2008 80 70
2009 50 63
2010 55 56
2011 50 49
2012 45 42
2013 - 35
2014 - 28
2015 - 21

Source- Appendix 4
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The table depicted 4.12 portrays the total casidend per share of SCBNL
with respect to the fiscal year mid July and thiewated trend value of the
cash dividend per share. The cash dividend peresbBiSCBNL remained

highest in year 2008. The cash dividend per shhtheobanks are found at a
decreasing trend the calculated trend value odkh per share the SCBNL are
found at highly decreasing. However it increasdr#55 in the 2010 ending
July. The trend equation of the cash DPS with refsfzethe years are obtained
as Yc= 56+(-7)X. The predicted value of the caswidéind for the year

2013,2014,2015 are obtained is 35, 28 and 21. &kle DPS of the is found at

decreasing rate of cash DPS with respect to theigealculated as -7.

Figure: 4.21
Trend estimated values of DPS (cash) of SCBNL.
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The figure 4.21 reveals the actual data and trereddash DPS of SCBNL with
respect to past five year, on the observation effidjure it is inherent that the

data shown fluctuating trend with declination otrex year.
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4.5 Major Findings

Based on the analysis of data and their interpoetathe major finding of the

study in relation to the objectives set could basarized as follows.

The market price of both banks is found at a destngatrend all over
the study period. The market price of SCBNL is rfduhigher than
HBL.
The average cash dividend of SCBNL Rs. 56 is higfteem average cash
dividend of HBL 15.84. The cash dividend of the HBaRnks shows
decreasing trend 2007/08 to 2009/10, in increa®b0/11 and lastly
captured the decreasing trend again. Like as SCBiNlws decreasing
trend up to second year of the study period, irsgda third year and
lastly went to decreasing trend.
HBL provided stock dividend every year of the stpdyiod but SCBNL
provided stock dividend every year except 2010/i&rothe study
period. Due to the cause of no provide of the stticidend in the year
2010/11, SCBNL total dividend showed very little thhe comparison of
the other years of the study period.
The EPS of SCBNL is found to be higher as compaoethe EPS of
HBL on an average study period of the EPS of the banks over the
past five year. The earning per share of HBE (22 ) are found to be
more consistent in the comparison to the earningshare of SCBNL
(6= 24.37).
SCBNL has average cash dividend per share DPS@&Rs. ligher than
HBL cash dividend per share Rs. 15.82. It shows SCBNL has been
paying higher amount of cash dividend to the stoalder than HBL.
likewise coefficient of variation of SCBNL is low#nan that of HBL. It
indicate that cash dividend payment of SCBNL wHhagher and more
consistent than HBL.
Both the banks has adopted the policy of retaismge amount earning
every year. The average retained earning per slié8€BNL and HBL
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are 37.83 and 66.44 respectively. However, theinedaearning per
share of HBL are more consistent than that of SCB&dl the coefficient
of variation of retained earning per share of SCB8lkound more than
that of HBL. (as 11.07<25.11%).

The average dividend payout ratio of SCBNL and HBler the past
five years found as 62.2and 33.56 respectivelyndicate that dividend
pay out of SCBNL is higher than that of HBL on arerage study of
past five year but the dividend payout ratio of HBL found more
consistent than SCBNL. Hence, the average D/B ocdtHBL is higher
than that of SCBNL

There is high degree of positive correlation betw&®S and DPS of
SCBNL but HBL is more moderate positive relatiopsHt shows that
the dividend payment of SCBNL is more consisteithwegard to the
total earning as compare to HBL.

The correlation coefficient between cash dividerd ghare and market
price per share of HBL is obtained as +0.69 wlerthe same for
SCBNL is obtained +.71 it indicate that there lHgh degree of positive
relationship between cash dividend and market sbfdoeth banks.

The correlation coefficient between dividend pay@itos of HBL and
SCBNL whereas obtained as +0.85 which indicate dhatiend policy
of the banks are related to each other. The p@lagys dividend payout
of two banks matched each other.

From the year 2007/08, the earnings yield of HBLhigher than
SCBNL all over the study period.

The dividend yield of the SCBNL has been found bkigthan HBL
beginning study period 2007/08 to 2008/09. Tha®9200 to 2011/12 ,
HBL has been found higher than SCBNL.

The data of EPS of HBL showed a decreasing trerd the year. The
yearly decreasing rate of EPS of HBL with respesaryis obtained as -
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6.29 times likewise SCBNL, the yearly decreasingl.90 time which
is higher than that of HBL.

The data of cash DPS of HBL showed a decreasimgl.tr€éhe yearly
decreasing rate of cash DPS of HBL is found as3-1irf@es. Similarly
the cash DPS of SCBNL showed a also decreasingl.tiEme yearly
decreasing rate of cash of DPS of SCBNL is founietgust -7 time.
The average current ratio of HBL has 1.69 times &@@8NL has 1.33
times comparing two sampled banks, it can be faiad the liquidity
position of HBL is better than that SCBNL.

During the five year study period, HBL maintaine®2% & SCBNL
maintained 9.84% cash reserve ratio.

The average NPM ratios of SCBNL & HBL are 46.44%3&.74%
respectively the NPM ratio of SCBNL is better th4iAL.

The average ROTA ratios of SCBNL & HBL are 2.61%1&'1% the
SCBNL has better ROTA ratio than the HBL.
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CHAPTER-V
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Summary

This chapter focuses on summarizing the study ket the researcher’s
conclusion. The next attempt in this chapter wilk bnade for the

recommendations on the basis of findings. For whsle purpose the chapter

Is sub divide in to summery conclusion and reconaaéon as followings.

Dividend policy decision is undoubtedly one of tifveee major decisions of
financial management. It is right to say that dand policy decision affect on
the operation and prosperity of a financial comparecause it has the power
to influence other to decision namely capital e decision and investment
decision. Basically every investor except hands@ameing on his/her share
capital investment. The firm that is not able tstlbute fair dividend, will not
be able to raise further equity capital market. Tl earning that a
shareholder can gain from share investment mayldssified into dividend
yield and capital gain yield. The company therefoeeds to device poorer
balance between retention and dividend distributi®m is it justified to whole
that a clearly defined and effectively manage diwidl policy is required in all
financial companies to fulfil the shareholders’ egtion with that of
corporate growth from internally generated funds, e funds couldn't be
used due to lack of investment opportunities wdaddoetter as dividend, since
shareholders have investment opportunities elsewHher this research two
banks SCBNL and HBL are taken for sample.

Standard Chartered Bank Nepal Limited has beerparation in Nepal since
1987(2043 BS) as Nepal Grind lays bank in collatinawith Grindlays Bank
London. After Standard Chartered group acquire avavide operation of
Grindlays, it change its name on July 16th, 2001 bank is an integral part of

Standard Chartered Group having an ownership of @b&cthe balance owned
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by the Nepalese public. The bank is the largedrmational bank currently
operating in Nepal. This bank is a second foreagntjventure bank under the
company act 1964, the head office of Standard €redtBank is situated at

New baneswor.

Himalayan Bank is established in 1993 in joint weatwith Habib Bank
Limited of Pakistan. Despite the cut-throat comtpeti in the Nepalese
Banking sector, Himalayan Bank has been able tontamai a lead in the

primary banking activities- Loans and Deposits.

Legacy of Himalayan lives on in an institution tednown throughout Nepal
for its innovative approaches to merchandising @mtomer service. Products
such as Premium Savings Account, HBL ProprietarydCand Millionaire
Deposit Scheme besides services such as ATMs aledb@eking are first
introduced by HBL.

Is is found out during the study period that bo#imks has been adopting two
kinds of dividend practices: cash dividend and lstalividend. There is
regularity in cash dividend payment of the banksthe dividend paid is not
stable. The amount of cash dividend payment of SICBNigher than that of
HBL. Both the companies are retaining some portibearnings the earnings
also higher than that of HBL the stock dividend begin given frequently by
HBL as compare to the SCBNL over the study period .

Both the banks MPS are at a decreasing trend Igeewotal dividend cash

dividend and earning per share of two banks asedaicreasing trend.

The dividend payout ratio of the two banks is fowode positively correlated
indicating exact relationship or similarity in pagi cash dividend per share out
of the earning per share. In terms of value ofl tdkddend total dividend per
share of the banks is found to be highly correlalét total dividend yield of
SCBNL are higher as compare to total dividend yiegidHBL. The dividend
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yield of both banks are founds at a decreasinglttiee earnings of the yield of
the both banks are found to be increasing oveydlae due to declination MPS
of the banks.

5.2 Conclusions

On the basis of the study and major finding it banconclude that both banks
has not followed any particular dividend policy grdctise the banks has been
adopting regular cash dividend and stock dividenacices over the study
period but SCBNL was not provided stock dividendhia year 2010/011. Both
banks has been using retained earnings as inteouate of financing. The
earning per share, dividend per share and market pf both banks where
decreasing over the years and where predictedttiedrease in the future also.
There are dissimilarity in cash dividend payoute Ttvidend payout ratio of
the SCBNL where higher than that of HBL the dividgmayout ratios of the
both banks where less than 100%. The amount of dasthend per share of
the SCBNL is higher than HBL. But the amount offcdsvidend per share of
HBL is higher and more consistent as compare tbodh&CBNL. The average
dividend yield of SCBNL are found higher than tleétHBL but in the year
2010/11 the dividend yield of SCBNL is very low bese of no providing
stock dividend. The dividend yield of both banksatsa decreasing rate. The
earnings of the both banks are at increasing tr@nlrief it can be concludes

that SCBNL has been performing well in comparisohiBL.

5.3 Recommendations
On the basis of findings the following recommenaiatis made for the further

application of dividend policy to have the strong$1in the capital market.

= Bank is paying dividend without adopting any appiage policy
Companies should have their clearly defined diviblgoolicy. Clearly
defined dividend policy helps to determine speciclicy i.e. stables

dividend or constant pays out or low regular plegtras. What should be
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the long run dividend payout ratio either are resaldpolicies. Fixed

dividend payout policies or smooth dividend pokci&his helps to investor
in deciding whether to buy or not the share ofipaldr company and to
build image stock market.

Government should act in favor of investors legaldvisions or distinct

rules so that the profit earning companies shotgdttidute certain percent
of their earnings as dividend.

Each and every company should provide regarding #heivities and

performance, so that investor can analyze the tgtuand invest their
money in the best company.

The banks should study about the strategy to atinacordinary people and
shareholders so that their interest and expectatiah not be killed even

the bank cannot pay the dividend pay in same years.

Government should be operation awareness programsvestor. In the

contest of the Nepal dividend should not drive rireaket price of the share
it should be corrected .

In the lack of dividend distribution, investor wdulknow about the

companies internal investing policies.
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1. Major Financial indicator of HBL

Appendix-1

Fiscal Closing Cash Stock Total Earning
Year MPS dividend dividend dividend= Per share
(%) (%) cash (EPS)
dividend+
stock
dividend
2007/08 | 1980 25 20 421 62.74
2008/09 | 1760 12 31.56 567.45 61.90
2009/10 | 1816 11.84 25 215.84 31.80
2010/11 | 575 16.84 20 131.84 44.66
2011/12 | 653 13.42 15 111.37 39.94
Source: Annual Report of HBL
*Value of stock dividend is calculated on that yeatosing MPS.
2. Major Financial indicator of SCBNL
Fiscal | Closing| Cash Stock Total Earning
Year MPS dividend | dividend | dividend= | Per
(%) (%) cash share
dividend+ | (EPS)
stock
dividend
2007/08| 6830 80 50 3495 131.92
2008/09| 6010 50 50 3055 109.99
2009/10| 3279 55 15 546.85 77.65
2010/11| 1800 50 0 50.00 69.51
2011/12| 1799 45 15 314.85 72.60

Source: Annual Report of SCBNL

*Value of stock dividend is calculated on that yeatosing MPS.
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2. Calculation of Dividend payout ratios (D/P Ratio) aad Retention ratios

of HBL
Fiscal Cash EPS D/P Ratio=| Retention
Year dividend (Rs.) (cash DPS/ EPS ratio
(%) )*100% =100%-
D/p ratio
2007/08 | 25 62.74 39.85 60.15
2008/09 | 12 61.90 19.39 80.51
2009/10 | 11.84 31.80 37.23 62.77
2010/11 | 16.84 44.66 37.71 62.29
2011/12 | 13.42 39.94 33.60 66.4
Average | 15.84 48.2 33.56 66.44
S.D. 4.92 12.2 7.36 7.36
C.V. 31.16 25.4 21.93 11.07

Source: Annual Report of HBL

3. Calculation of Dividend payout ratios (D/P Ratio) aad Retention ratios

of SCBNL
Fiscal Cash EPS D/P Ratio=| Retention
Year dividend (Rs.) (cash DPS/ EPS ratio
(%) )*100% =100%-
D/p ratio
2007/08 | 80 131.92 60.64 39.36
2008/09 | 50 109.99 45.46 54.54
2009/10 | 55 77.65 70.8 29.2
2010/11 | 50 69.51 71.9 28.1
2011/12 | 45 72.60 62 38
Average | 56 92.3 62.2 37.8
S.D. 12.4 24.4 9.5 9.5
C.V. 22.16 26.4 15.3 25.11

Source: Annual Report of SCBNL
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Retention Earnings per share OF HBL.

4. Competition Retained Earnings per share.

Fiscal Cash EPS (Rs.)| RPS=EPS- Cash DPS (Rs
Year dividend
(%)

2007/08 | 25 62.74 37.74
2008/09 | 12 61.90 49.90
2009/10 | 11.84 31.80 19.96
2010/11 | 16.84 44.66 27.82
2011/12 | 13.42 39.94 26.52
Average | 15.84 48.2 32.36
S.D. 4.92 12.2 10.24
C.V. 31.16 25.4 32.01

Source: Annual Report of HBL

5. Competition Retained Earnings per share.

Retention Earnings per share OF SCBNL.

Fiscal Cash EPS (Rs.)| RPS=EPS- Cash DPS (Rs
Year dividend
(%)

2007/08 | 80 131.92 51.90
2008/09 | 50 109.99 60
2009/10 | 55 77.65 22.70
2010/11 | 50 69.51 19.50
2011/12 | 45 72.60 27.60
Average | 56 92.3 36.30
S.D. 12.4 24.4 10.80
C.V. 22.16 26.4 29.80

Source: Annual Report of SCBNL
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Appendix- 2

Calculation of Correlation Coefficient
1. DPS and EPS of HBL

Fiscal | DPS(Rs.)(X)| EPS(Rs.)(Y) XY X2 Y2
Year
2007/08 | 25 62.74 1568.50 625 3936.30
2008/09 | 12 61.90 742.80 144 3831.61
2009/10 | 11.84 31.80 376.51 140.18 1011.42
2010/11 | 16.84 44.66 792.07 283.58 1994.51
2011/12 | 13.42 39.94 535.99 180.09 1595.p0
Total >X=79.1 2Y=241.04 | £XY=3975.88| X XY=
n=5 X2=1372.87| 12368.87
Source: Annual Report of HBL
Correlation t,,) = \/nzxzilé);)txi);zyj—(zy)z = 0.5376
2. DPS and EPS of SCBNL
Fiscal | DPS(Rs.)(X)| EPS(Rs.)(Y)] XY X2 Y2
Year
2007/08| 80 131.92 10553.60 6400 17402.88
2008/09| 50 109.99 5499.5 2500 12057.80
2009/10| 55 77.65 4270.75 3025 6029.5p
2010/11| 50 69.51 3475.50 2500 4831.64
2011/12| 45 72.6 3267 2025 5270.76
Total ¥X=280 YY=461.67 | XXY=27066.35 = Y Y=
n=5 X2=16450| 45632.60

Source: Annual Report of SCBNL

Correlation )

nyXy-YxYv

T NI X - X)Xy Y’ —(3Y)?
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3. DPS and MPS of HBL

Fiscal [ DPS(Rs.)(X)] MPS(Rs.)(Y)] XY X2 Y2
Year
2007/08 | 25 1980 158400 6400 3920400
2008/09 | 12 1760 88000 2500 3097600
2009/10| 11.84 816 44880 3025 665856
2010/11| 16.84 575 28750 2500 330625
2011/12 | 13.42 653 29385 2025 426409
Total >X=79.1 2Y=5784 >XY=349415| X > Y=
n=>5 X?=16450 | 8440890
Source: Annual Report of HBL
Correlation ) = \/nZXzil(Zzgzi)gf_@ —=
4. DPS and MPS of SCBNL
Fiscal | DPS(Rs.)(X)] MPS(Rs.)(Y)] XY X2 Y2
Year
2007/08 | 80 6810 544800 6400 46376100
2008/09 | 50 6010 300500 2500 36120100
2009/10 | 55 3279 180345 3025 10751841
2010/11 | 50 1800 90000 2500 3240000
2011/12 | 45 1799 80955 2025 3236401
Total >X=280 2Y=19698 | XXY=1996600| X XY=
n=5 X?=16450| 99724442

Source: Annual Report of SCBNL

Correlation ) = e

nyXY-YXYvY

9

LX)’xnyy*-(XY)*
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5. Dividend Payout Ratio of HBL & SCBNL

Fiscal | D/Pratio |D/Pratio | XY X2 Y?2
Year |of of SCBNL
HBL(X%)
2007/08| 39.85 60.6 2414.91 1588.02 3632.36
2008/09| 19.39 45.5 882.24 375.97 2070.25
2009/10| 37.23 70.08 2635.88 1386.07 5012.64
2010/11| 37.71 71.9 2711.34 1422.04 5169.61
2011/12| 33.6 62 2083.20 1128.96 3844
Total ¥X=167.78| XY=310.80| 2XY=10727.69| Y Y=
n=5 X2=5901.07| 19768.86
Source: Annual Report of HBL and SCBNL
Correlation t,,) = \/nzxzilé)gzxi);zyj—(zy)z = 0.85
6. Retention Ratios of HBL &SCBNL.
Fiscal | Retention | Retention XY X2 Y2
Year ratio of ratio of
HBL(X%) | SCBNL(X%)
2007/08 | 60.15 39.36 2367.50 3618.02 1549.21
2008/09 | 80.61 54.54 4396.46 6457.57 2974.61
2009/10 | 62.77 29.17 3831 3940.073 850.88
2010/11 | 62.29 28.07 1748.48 3880.04 787.92
2011/12 | 66.4 38 2523.20 4408.96 1444
Total ¥X=332.22| XY=189.14 | XXY=12866.65| = Y Y2=
n=5 X2=22345.07| 706.63
Source: Annual Report of HBL and SCBNL
Correlation t,,) = nAXY 2 X%Y =0.85

T NI X - X)Xy Y’ —(3Y)?
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7. Total dividend of HBL & SCBNL

Fiscal | Total Total dividend| XY X2 Y?2
Year |dividend of | SCBNL(X%)
HBL(X%)

2007/08 | 421 3495 1471395 173241 1221505
2008/09 | 566.45 3055 1733560 321999.5 9333025
2009/10 | 215.84 546.85 118032.1 46586.91 299044.90
2010/11 | 131.84 50 6592 17381.79 2500
2011/12 | 111.37 314.85 35064.84 12403.28 99130.52
Total YX=1447.50 | XY=7461.70 | XXY=3364644.85 | X Y Y=

n=5 X2=575612.50 | 21948725

Source: Annual Report of HBL and SCBNL

Correlation t,,) = T

nyYXY-YLXYvY

—EX)?*xnELY*-(XY)*

0.92

8. Calculation for Mean Value, Standard Deviation Coefficient of
Variation & Correlation between liquidity & MVPS of SCBNL

Year CR(X) | MVPS(Y) X2 Y2 XY
2008/09 1.49 6810.00 2.22 46376100.00 10146.90
2009/10 1.67 6010 2.79 36120100.00 10036.70
2010/11 1.04 3279.00 1.08 10751841.00 3410.16
2011/12 1.24 1800.00 1.54 3240000.0D 2232.00
2012/13 1.18 1799.00 1.39 3236401.0D 2122.82

Sy = Yy = YXY =

N=5 | ¥X=6.62 ¥ X* =9.09

19698 99724442.00| 27948.58

Source: Annual Report of SCBNL
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Current Ratio,

Mean &) =2* = 1.32

Standard Deviations) = \/% [Z X? — (ZTX)Z] =0.25

Coefficient of Variation (CV) :; =19.10

MVPS,

Mean §) =2 = 3939.60

Standard Deviationsy) = J% [Byz - €2 = 235171

Coefficient of Variation (CV) % = 59.69

Correlation ,,

nyXy-yxXyyvy

)= N X = (T X)Pxny Y2~ (T Y)?

=0.7856

9. Calculation for Mean Value, Standard Deviation Coefficient of

Variation & Correlation between liquidity & MVPS of HBL

Year CR(X) | MVPS (Y) X2 Y2 XY
2008/09 1.55 1980.00 2.40 3920400.00 3069.00
2009/10 1.79 1760 3.20 3097600.00 3150.40
2010/11 1.48 816.00 2.19 665856.00 1207.68
2011/12 1.60 575.00 2.56 330625.00 920.00
2012/13 2.05 653.00 4.20 426409.00 1338.65

Sy = Yy = YXY =

N=5 |YX=847 Y X2 =14.56

5784 8440890 9685.73

Source: Annual Report of HBL
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Current Ratio,

Mean &) =2 = 1.69

Standard Deviations) = \/% [Z X? — (ZTX)Z] =0.23

Coefficient of Variation (CV) :; =13.57
MVPS,

Mean §) =2 = 1156.80

Standard Deviationsy) = \/% [pyz - €2 = 661.43

Coefficient of Variation (CV) % =57.18

)= nYXY-Y2 XYY
nZ X3 - X)*xnY Y*= (T Y)?

Correlation ,, =-0.1848

10. Calculation for Mean Value, Standard DeviationCoefficient of
Variation & Correlation between NPM & MVPS of SCBNL

Year | CR(X) | MVPS X2 Y2 XY
(Y)

2008/09 46.16 6810.00 2130.75 4637610000  314349.60

2009/10 49.00 6010 2401.00 36120100/00 29449000

2010/11 47.26 3279.00 2233.51 1075184100  154965.54

2011/12 45.47 1800.00 2067.52 3240000.00 81846.00

2012/13 44.30 1799.00 1962.49 3236401.00 79695.70

YX = Y= ¥ X2 Yy = XY=
23219 | 19698 | =10795.26 | gg7o4442 | 925346.84

Source: Annual Report of SCBNL
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Net Profit Margin,

Mean §) =2 = 46.44

Standard Deviations) = \/% [Z X? — (ZTX)Z] =1.79

Coefficient of Variation (CV) :; = 3.86

MVPS,

Mean §) =2 = 3939.60

Standard Deviationsy) = J% [Byz - €2 =23171

Coefficient of Variation (CV) % = 59.69

Correlation ,,

nyXy-yxXyyvy

)= N X = (T X)Pxny Y2~ (T Y)?

=0.63

11. Calculation for Mean Value, Standard DeviationCoefficient of
Variation & Correlation between NPM & MVPS of HBL

Year | CR(X) | MVPS X2 Y2 XY
(Y)

2008/09 39.80 1980.00 1584.04 392040000 78804(00
2009/10 37.87 1760 1434.14 3097600.00 6665120
2010/11 23.58 816.00 556.02 665856.00 19241.28
2011/12 34.53 575.00 1192.32 330625.00 1985475
2012/13 32.93 653.00 1084.38 426409.00 2150329

Nog | IX= | XY= X LY:= | XY=

168.71 5784 =5850.90 8440890 206054.52

Source: Annual Report of HBL
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Net Profit Margin,

Mean §) =2 = 33.74

Standard Deviations) = \/% [Z X? — (ZTX)Z] =6.29

Coefficient of Variation (CV) :; =18.64
MVPS,

Mean §) =2 = 1156.80

Standard Deviationsy) = J% [pyz - €2 = 661.43

Coefficient of Variation (CV) % =57.18

nyXy-yxXyyvy

Correlation ¢,,) = TR 0.6544
Appendix-3
Calculation of dividend yield and Earning Yield

HBL

Fiscal | Closing | Total Dividend Earnings | Earnings

Year MPS dividend | Yeild=Total per share | Yeild

(Rs.) dividend/MPS | (EPS) (EPS/MPS)

2007/08 | 1980 421 21.26 62.74 3.16
2008/09 | 1760 567.45 32.24 61.90 3.51
2009/10 | 816 215.84 26.45 31.80 3.89
2010/11 | 575 131.84 22.93 44.66 7.76
2011/12 | 653 111.37 17.06 39.94 511

Source: Annual Report of HBL
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Calculation of dividend yield and Earning Yield

SCBNL

Fiscal | Closing | Total Dividend Earnings | Earnings

Year MPS dividend | Yeild=Total per share | Yeild

(Rs.) dividend/MPS | (EPS) (EPS/MPS)

2007/08 | 6830 3495 51.2 131.92 1.93
2008/09 | 6010 3055 50.8 109.99 1.83
2009/10 | 3279 546.85 16.7 77.65 2.37
2010/11 | 1800 50 2.78 69.51 3.86
2011/12 | 1799 31.85 17.5 72.60 4.04

Source: Annual Report of SCBNL
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Appendix-4

Computed of Trend Values

1. EPS of HBL
Fiscal year | EPS (Y) | X=X- X? XY Trend Values
2010 Yc= 48.20+(-
6.29)X
2007/08 62.74 -2 4 -125.48 60.78
2008/09 61.90 -1 1 -61.90 54.49
2009/10 31.80 0 0 0 48.20
2010/11 44.66 1 1 44.66 41.91
2011/12 39.94 2 4 79.88 35.62
Total,n=5 241.04 0 10 -62.84

Source: Annual Report of HBL

:Z_y — 241.04_ 4q 5
n 5
b=27 ==2%= 629
X 10

Estimation of Trend Value:

For Year Ending mid July2010, X=2013-2010=3

Yc= 48.20-6.29%x3=29.33

For middle of the mid July 2014, X=2014-2010=4

Yc= 48.20-6.29x4=23.04

For year ending mid July 2015, 2015-2010=5

Yc= 48.20-6.29x5=16.75
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2. EPS of SCBNL

Fiscal year | EPS (Y) X=X-2010 X? XY Trend Values

Yc= 92.33+(-

1590)X
2007/08 131.9 -2 4 -263.8 124.13
2008/09 109.99 -1 1 --109.99| 108.23
2009/10 77.65 0 0 0 92.33
2010/11 69.51 1 1 69.51 76.43
2011/12 72.60 2 4 145.2 60.53
Total,n=5 461.65 0 10 -159.08

Source: Annual Report of SCBNL

Xy 461.65

a=— =

b =

X2

YXY _—159.08_
10

=92.33

=-15.90

Estimation of Trend Value:

For Year Ending mid July2010, X=2013-2010=3

Yc=92.33-15.90x3=44.60
For middle of the mid July 2014, X=2014-2010=4
Yc=92.33-15.90x4=28.69

For year ending mid July 2015, 2015-2010=5

Yc= 92.33-15.90x5=12.79
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1. DPS of HBL

Fiscal year | EPS (Y) | X=X- X? XY Trend Values

2010 Yc= 15.82+(-

1.83)X

2007/08 25 -2 4 --50 19.48
2008/09 12 -1 1 -12 17.65
2009/10 11.84 0 0 0 15.82
2010/11 16.84 1 1 16.84 13.98
2011/12 13.42 2 4 26.84 12.15
Total,n=5 79.1 0 10 -18.32

Source: Annual Report of HBL

=221-1582
n 5

_YXYy _-1832_

s = -1.83
X 10

Estimation of Trend Value:

For Year Ending mid July 2010, X=2013-2010=3
Yc=15.82-1.83%x3=10.32

For middle of the mid July 2014, X=2014-2010=4
Yc=15.82-1.83x4=8.49

b

For year ending mid July 2015, 2015-2010=5
Yc= 15.82-1.83%5=6.66
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2. DPS of SCBNL

Fiscal year | EPS (Y) | X=X-2010 X2 XY Trend Values
Yc=56+(-7)X

2007/08 80 -2 4 -160 70

2008/09 50 -1 1 -50 63

2009/10 55 0 0 0 56

2010/11 50 1 1 50 49

2011/12 45 2 4 90 42

Total,n=5 280 0 10 -70

Source: Annual Report of SCBNL

a= = 280 _gg
n 5

_¥XY 70 _

b=% =10/

Estimation of Trend Value:

For Year Ending mid July2010, X=2013-2010=3

Yc= 56-7x3=35

For middle of the mid July 2014, X=2014-2010=4

Yc= 56-7x4=28

For year ending mid July 2015, 2015-2010=5

Yc=56-7x5=21
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Appendix-5

Calculation of Current Ratios

Fiscal Year SCONL i
CA CL CR CA CL CR
2007/08 | 11572.95 7743.84 1.49 9767.99 6305.96 1.55
2008/09 | 13008.82 7793.32 1.67 8758.73 4882,3 1.74
2009/10 | 12168.8911675.27] 1.04 8684.74| 5859.2 1.48
2010/11 | 17327.6113970.79 1.24 9937.37| 6223.71 1.60
2011/12 16287.8 13773.75 1.18 | 14464.99 7056.95| 2.05
Mean 1.33 Mean 1.69
S.D 0.25 S.D 0.23
CVv 19.03 Cc.v 13.58
Source: Annual Report of SCBNL and HBL
Appendix-6
Calculation of Net Profit Margin Ratio(%)
Fiscal Year SCONL i
NPAT Ol NPM  |NPAT Ol NPM
2007/08 818.920 1774.15 46.160 635/81597.49| 39.80
2008/09 1025.11 2092.13 49.00 | 752.831988.05| 37.87
2009/10 1085.87 2297.71 47.26 | 508.792157.96] 23.58
2010/11 1119.17 2461.26 45.47 893.122586.74| 34.53
2011/12 1168.96 2638.45 44.30 | 958.642911.21| 32.93
Mean 46.44 Mean 33.74
S.D 1.79 S.D 6.29
CVv 3.86 C.Vv 18.64

Source: Annual Report of SCBNL and HBL
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Appendix-7
Calculation of Return on Total Assets Ratio (%)

Fiscal Year SCBNL HBL

NPAT TA ROTA |NPAT TA ROTA

2007/08 818.920 33335.79 2.46 635.87 36175.53 1.76

2008/09 1025.11 40066.57| 2.56 752.83 39330.13 1.91

2009/10 1085.8740213.32) 2.70 508.7942717.120 1.19

2010/11 1119.1743810.52| 2.55 893.17 46736.2 191

2011/12 1168.9641677.05 2.80 958.64 54364.43 1.76

Mean 2.61 1.71
S.D 0.13 0.30
CV 5.16 17.47

Source: Annual Report of SCBNL and HBL
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