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CHAPTER-I

INTRODUCTION
1.1 Background of the study

Financial institutions especially the banks are the lifeblood of economy.
Without these the operation of an economy can't be succeeded. Majority
people of the country are engaged in their day to day survival. Due to the
complex geographical structure, the agriculture based economy has been
weakened. Various factors like landlocked situation, lack of optimum
resources mobilization, lack of education, lack of entrepreneurship, lack of
institutional cultural, government policies, political instability and violence
etc. are responsible regarding peace and development of Nepal. There are
some positive sides as well. After the restoration of democracy in 1990, the
universal echo of economic liberalization, Nepal has implemented liberal
economic policy. As a result, many companies are established in different
sectors such as industrial, tourism, transportation, trade and mostly in the
financial sector whose contribution in economy, have great significant. Nepal
is a country trying to develop its economy through global trend and of course
with country suited economic liberalization. Development in the financial
terms is the efficient flow and generation of the funds in the most productive

sectors.

Among these circumstances, capital market and its extensions also play great
roles. Capital market generates and liquidates the security as per the
requirement. But unfortunately, Nepalese capital market has no efficient
communication network even today. It has made capital market less efficient
and effective resulting in the risk. Even though, it is hoped that Nepalese
capital market will be moving towards efficiency in the day to come. In the
capital market, all firms operate in order to generate earnings. Shareholders
make investment in equity capital with the expectation of making earnings
either directly in the form of dividend or indirectly in the form of capital gain
in future. The sole objective of each and every business is to maximize the
shareholder’s wealth; the fundamental guide line of every managerial decision
is to increase the value of shares. Contrary to the past sole trading and

partnership types of business concerned, nowadays owners of almost all the
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business entities are the numerous shareholders who hold limited obligation to
the face value of the shares they own. Financial management is the heart of the
management and the number of decisions is made by the financial decision-
maker in order to run the company smoothly. Generally, three types of
decisions namely the investment decision, financing decision and dividend
decision are pronounced as major functions of the finance executive. Among
these major financial decisions, dividend decision is the most controversial
one, which requires a lot of expertise knowledge as well as the intuition power
in such decision-making. Once a company makes a profit, it should decide;
what should be done with the profit. It could continue to retain the profit
within the company, or it could pay out the profit of owners the company in
the form of dividend. Dividends are payments made to the stockholders from a
firm’s earnings in return to their investment, whether those earnings were
generated in the current period or in previous periods and policy refers to the
decision about how much earnings, at what form should be distributed to the
shareholders and the amount to be retained or reinvested in the firm. The
objective of the dividend policy should be maximized shareholders’ wealth

position.

The price of share is highly influenced by the company’s dividend policy and
the dividend decision its self is also affected by other financial variables as
well. The expected dividend of a company paying higher dividends is higher;
eventually the share price of the company goes up. But contradictorily, a
company paying higher cash dividends can suffer from the scarcity of funds or
financing the corporate growth, as a result the share price comes down.
Dividend policy may affect the areas such as financial structure of the firm,
funds flow, stock prices, investors' satisfaction, growth of the firm etc. Like
other major decisions of the firm, i.e. investment and financing decision, the
dividend decision has major role in any organization. It remains a source of
controversy despite years of theoretical and empirical research, including one
aspect of dividend policy: the linkage between dividend policy and stock price
risk (Allen and Rachim, 1996). Paying large dividends reduces risk and thus
influenced stock price (Gordon, 1963) and is a proxy for future earning
(Baskin, 1989). A number of theoretical mechanism have been suggested that

cause dividend yield and payout ratios to vary inversely with common stock
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volatility. These are duration effect, rate of return effect, arbitrage pricing
effect and information effect. Duration effect implies that high dividend yield
provides more near term cash flow. If dividend is stable high dividend stocks
will have a shorter duration. Gordon Growth Model can be used predict that
high-dividend will be less sensitive to fluctuations in discount rates and thus

ought to display lower price volatility.

Agency cost argument, as developed by Jensen and Meckling (1976)
proposed that dividend payments reduced cost and increase cash flow, that is
payment of dividends motivates managers to discard cash rather than investing
at below the cost of capital or wasting it on organizational inefficiencies
(Rozeff,1982 and Eastebrook 1984). Some authors have stressed the
importance of information content of dividend (Asquith and Mullin, 1983;
Born, Moster and officer1983). Miller and Rock (1985) suggested that
dividend announcement provide the missing pieces of information about the
firm and allows the market to estimate the firm’s current earnings. Investor
may have greater confidence that reported earning s reflect economic profit
when announcements are accompanied by ample dividends. If investor is more
certain in their opinions, they may react less to questionable sources of
information and their expectation of value may be insulted from irrational

influence.

Rate of return effect, as discussed by Gordon (1963), is that a firm with low
payout and low dividend yield may tend to be valued more in terms of future
investment opportunities (Donaldson, 1961). Consequently, its stock price
may be more sensitive to changing estimates rates of return over distant time
period. Thus expanding firms although may have lower payout ratio and
dividend vyield, exhibit price stability. This may be because dividend yields
and payout ratio serves as proxies for the amount of projected growth
opportunities. If forecasts of profits from growth opportunities are less reliable
than forecasts of returns on assets in place, firms with low payout and low
dividend yield may have greater price volatility. According to duration effect
and arbitrage effect, the dividend yield and not the payout ratio is the relevant
measure. The rate of return effect implies that both dividend yield and payout
ratio matters. Dividend policy may serve as a proxy for growth and investment
opportunities. Both the duration effect and the rate of return effect assume

15



differentials in the timing of underlying cash flow of the business. If the
relationship between risk and dividend policy remains after controlling for
growth, this would suggest evidence of either the arbitrage or information
effect.

Most of the previous research works regarding dividend policy were
commenced on the context of well-grown stock market, so their findings may
or may not represent the Nepalese scenario because our share market is in
premature stage. The root of stock market in Nepal was the establishment of
security exchange counter in 1984, which is modernized to its new dimensions

after 1990 after its transition into Nepal Stock Exchange Limited.

In context of Nepal, most of the public enterprises are operating in loss. In
such situation it is not possible to distribute dividend. Such enterprises mainly
focus on minimizing their loss. There are few companies which pay dividend.
But after the establishment of Joint Venture companies?, there is a new trend
of distributing dividends. Dividend distribution trend has not only attracted the
investors but has also made the management conscious about the policy

regarding the payment of dividend.

The present research work attempts to analyze the dividend behavior of the
joint venture and other major commercial banks. It is intended to explore the
effect of dividend decision in stock price behavior as well as the study of
dividend behavior against various determinants. It is intended to justify the
dividend decision adopted by the bank and to relate them on the ground of

similar fiscal period.

1.2 Statement of Problem

Dividend policy, being the most controversial type of decision making, is a
taste of greater expertise. Dividend decision has its reflection on the stock
prices in stock market. A peripheral library surfing shows a few studies carried

upon the dividend issue as well as the issue of stock prices behavior.

Many empirical studies have been carried out in the developed capital market
to analyze the relationship between dividend and stock prices like Lintner
(1956), Modigliani and Miller (1961), Gordon (1964), Walter (1966), Van

' NRB (1997), Economic report 1996-97, Research and Publication Dept.
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Horne and McDonald (1971), Chawla and Shrinivasan (1987). However, no
conclusive relationship exists between the amount paid out as dividend and the
market price of share. There is still a controversy concerning the relationship

between dividend and market price of shares.

There is no controversy that when a firm got much earning, then the
shareholders would expect much dividend. But, earnings are also treated as
financing sources for the firm. If the firm retains the earnings, its repercussion
can be seen in many factors such as decreased leverage ratio, expansion of
activities and increase in profit in succeeding years where as if the firm pays
dividends, it may need to raise capital through capital market which may
dilutes the ownership control of the existing shareholders. On condition the
firm takes loan or raises debenture, it will affect on risk characteristics of the
firm. Therefore, there are many dimensions to be considered on dividend

theories, policies and practices.

The capital market is an important part of corporate development of a country.
Even though the capital market is in the early stage of development in Nepal,
Nepalese investors have heavily made investment on newly established
companies, especially in the financial sector. This trend will remain to
continue until the investors are satisfied by the decision made by the
management of these companies. Dividend is the most inspiring aspect for the
investment in the share various companies for an investor. Even if dividends
affected the firm’s value, unless management knows exactly how they affect
value, there is no much that they can do to increase the shareholders’ wealth.
So, it is necessary for the management to understand how the dividend policy
affects the market value of the firm or market price of the stock or the wealth

position of the shareholders.

The present research work is directed towards the exploration of the dividend
as well as the stock price behavior of the leading public sector commercial

banks. The research work will try to solve the following set of questions.

i.  What is the impact of dividend policy on the market price of the stock?
ii.  What is the relationship between the factors affecting dividend and

valuation of the firm?
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iii. What are the reasons behind stock price increasing after the
announcement of dividend?

iv.  Is there any consistency in earning per share (EPS), dividend per share
(DPS), market price per share (MPS) and Dividend payout ratio
(DPR)?

v. Is there any uniformity between the firms in regards to financial

indicators and variables?

1.3 Objectives of the Study

This research work attempts to accomplish the objective of analyzing the
dividend policy behavior in the context to Nepalese commercial banks. The
major accomplishment of this study will be the exploration of the fact dealing
about how far the stock prices of the leading commercial banks are affected by
the dividend policies adopted by such banks in different fiscal periods.
Furthermore, the objective of this research is to find some relationships taking
MPS and DPS as dependent variable each.

For the efficient management of any organization, examination of the
relationship between dividend and market price of share may become an
important guideline in setting suitable dividend policy. Major focus of this
study is to trace the impact of dividend policy adopted by the company of the
market price of the share as well as the overall value of the firm. This study
also provides relevant and pertinent literature for future research on the area of

dividend policy of managerial finance.

The major objective of the study to obtain in-depth knowledge about the
impact of dividend policy adopted by the firm to its market price of share as
well as the overall valuation of the firm. Some of the important objectives of

the study can be listed as follows.

i.  To highlight various aspects of dividend policies and prevailing
practices in selected firms.

ii.  To analyze the variables such as profit, dividend, retained earnings,
growth rate and other relevant variables to show relationship between

the value and other ingredients affecting it.
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iii.  To provide feedback to the policy makers and executives working in
various commercial banks chosen for the study based on findings of
analysis.

iv.  To analyze the impact of dividend on market price of stock after
announcing dividend

v.  To provide suggestions and recommendations based on major finding.

1.4 Significance of Study

As dividend is one of the factors in every organization and dividend policy
decision is one of the most important decisions. This might serve to be
important information for these respective firms taken as sample. People are
attracted to invest in shares for the purpose of getting more return as well as to
maximize their wealth. So the dividend policy has become an effective way to
attract new investors, to keep present investors happy and to maintain
goodwill of the company. When any new company floats shares through
capital market, very big congregation gathers to apply for owner's certificate.
It indicates people's expectation on higher return of investment in shares. The

major significance of the studies is as follows:

i.  The study helps to the management and policy maker in setting and
making a suitable dividend policy.

ii.  The dividend policy of the banking sector plays vital role for socio-
economy development in the nation, that is way the study of dividend
policy of these sector is needed so far as possible.

iii.  To raise public awareness about dividend policy and market price of
share relation in other to help them for rational decision of their
investment.

iv.  In the Nepalese context people are investing hit — or — miss in shares
because due to the lack of enough knowledge. Therefore, the important
part is necessary to establish clear cut conceptions about the return

resulting from investing in the stocks for the investors.
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1.5 Limitations of the Study
This study has been carried out within certain limitations, which are as

follows.

i.  The study is based specially on secondary date, like annual report of
selected banks, journals, published as well as unpublished thesis work,
economic survey published by Nepal Government, Ministry of
Finance, financial reports published by Nepal Stock Exchange,
newspapers, magazine and Internet etc.

ii.  The study covered only five commercial banks for five years period
i.e. fiscal year (2002/03 to 2006/07).

ili.  The balance sheet, profit and loss account and accompanying notes
have been basically considered as the subject matters of the study and
they are assumed to be correct and true.

iv.  Absence of any write-ups of objectives, polices and strategies
regarding dividend policy of the selected companies may limit the
study

v.  The interview while doing survey is assumed that they have not any

biasness with the researcher.

1.6 Profiles of the Selected Banks
Although, 25 commercial banks are actively working in the nation in the
sector of up liftment of financial sector, only 5 commercial banks have been

taken as sample of the study.

I. Standard Chartered Bank Nepal Ltd.

Standard Chartered Bank Nepal Ltd. Earlier named as Nepal Grind lays Bank
Ltd. was established in year 1985 A. D. (2042 B. S.) as a second joint venture
bank in Nepal and it has incorporate since 1987 A. D. On July 2000, Standard
Chartered Bank concluded the acquisition of ANZ Grind lays Bank from the
Australia and New Zealand banking group Ltd. with the acquisition, 50%
share of Nepal Grind lays bank Itd. (NGBL) previously owned by AZN Grind
lays are now owned by Standard Chartered Grind lays Bank limited leading to
the name change of the bank to Standard Chartered Banks Nepal Ltd. with the
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effective from July 20012. The equity composition of Standard Chartered
Bank Nepal Ltd. is as follows.

Standard Chartered Bank Nepal Ltd. 50%: Promoters

Nepal Bank Ltd. 33%

General Public 17%

The bank focuses mainly on corporate consumer and commercial banking,
providing service for international firm as well as embassies, aid agencies,
airlines, hotels and Government Corporation.

ii. Nabil Bank Ltd.

Nepal Arab Bank Ltd. (NABIL) is the first joint-venture commercial bank in
Nepal, which was incorporate in 1984 A. D. (2041 B. S.). It was listed in the
Nepal stock exchange in the year 1986 A. D. (2042 B.S.) Dubai bank limited,
Dubai (Later acquired by Emirates bank international Ltd., Dubai) was the
first join partner to NABIL. Currently, NB (international) Ltd., Ireland is the
foreign partner. NABIL bank Ltd. had the official name Arab bank Ltd. till
315 December 20013, The equity composition of Nepal Arab bank Ltd. is as
follows.

NB (NB International, Ireland) 50%

Nepal Industrial Development Corporation (NIDC) 10%

Rastriya Beema Sasthan 9.67%

Nepal Stock Exchange 0.33%

General Public 30%

iii. Everest Bank Ltd.

Everest Bank limited (EBL) started its operations in 1994 with a view and
objective of extending professionalized and efficient banking services to
various segments of the society. EBL joined hands with Punjab National Bank
(PNB) India as its joint venture partner in 1997. The bank is providing its
services through a wide network of 25 branches across the nation and 250
correspondents across the globe. All the major branches of the bank are
connected through anywhere branch banking system, a facility which enables
a customer to do banking truncations from any of the branches irrespective of
their having account of their having accounts in other branch. Everest Bank
Ltd. was established in 1992 A. D. (2051 B.S.) it is second Nepal-Indo joint

2 www.standardchartered.com.np
3 www.nabilbankltd.com.np
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venture bank in our country. It is joint venture commercial bank with foreign
partner Punjab National bank*. The equity composition of Everest bank Ltd. as
follows.

Nepalese promoters 50%

Punjab National bank 20%

General Public 30%

EBL is playing a pivotal role in facilitating remittance to and from across
globe. Being the first Nepalese bank to open a representative office in Delhi,
India, the Nepalese in India can open account in Nepalese in India can open
account in Nepal from the designated branches of Punjab National bank and
remit their savings economically through banking channels to Nepal.

iv. Nepal Investment Banks Ltd.

Nepal Investment Bank Ltd. previously known as Indosuez Bank Ltd. was
established in 1986 A. D. (2042 B.S.) as a join-venture between Nepalese and
French partner. The Banque Indosuez Paris is its foreign joint venture partner.
The bank is managed by its foreign in accordance with joint venture and
technical service agreement signed between its and Nepalese promoters. The
name of bank has been changer to Nepal Investment Bank Ltd. upon approval
of banks annual general meeting, Nepal Rastra Bank and company registrars’
office with following shareholders structure.

Banque Indosuez 50%

Rastriya Banijya Bank 15%

Rastriya Beema Sanathan 15%

General Public 20%

V. Himalayan Bank Ltd.

Himalayan Bank Ltd. was established in 1992 A.D. (2049 B.S.), under the
company act 2031. It is joint venture bank with foreign partner Habib Bank
Ltd. of Pakistan. This is the first joint venture bank by Nepalese Chief
executive. The equity composition of Himalayan Bank Ltd. is as follows.
Nepal promoters 50%

Habib Bank Ltd. Pakistan 20%

Employees’ public 15%

General public 15%

4 www.everestbankltd.com.np
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1.7 Organization of the study
The study contains five chapters. The introduction, literature review, research
methodology, presentation and analysis of data, summary, conclusion and

recommendation are the major chapters included under this study.

Chapter One: Introduction
The first chapter, introduction, deals with general introduction, focus of the

study, statement of the problem, objectives of the study,
importance/significance of the study, organization's under study and

limitations of the study.

Chapter Two: Review of Literature
The second chapter, literature review deals with different literatures, which are

closely related to this study. It provides information about the various aspects
of the dividend. The various practices done regarding the dividend policy in

Nepal is also reviewed under this chapter.

Chapter Three: Research Methodology
The third chapter, research methodology deals with the detail research

methods that are planned for conducting this study.

Chapter Four: Data Presentation and Analysis
The fourth chapter, presentation and analysis of data are concerned with the

application of defined research method on the collected data and information.
The generated results after the application of research method on data are

analyzed and interpreted in this chapter.

Chapter 5: Summary, Conclusion and Recommendation
The fifth chapter, summary, conclusion and recommendation part deals with

the summary and conclusion of the analysis. Brief conclusions from the
analysis are drawn and necessary recommendations are made through this

chapter.
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CHAPTER-II

Review of Literature

The present research aims to analyze the impact of dividend policy on market
price of the shares of joint venture commercial banks, which are Nepal SBI
Bank Limited, Nepal Arab Bank Limited, Nepal Bangladesh Bank Limited,
Everest Bank Ltd. and Himalayan Bank Ltd. For this purpose, it needs to
review related literatures in this concerned area which will help researcher to
get the clear cut ideas, opinions and other concepts. What other has said?
What other has done? And what other has written? These all and other related
questions are reviewed which has provided useful inputs in this research work
this chapter emphasizes about the literatures which were concerned in this
connections. Therefore, in this chapter conceptual frameworks given by
different authors and intellectuals of this area, book, journals research work
and previous thesis related to dividend, dividend policy and impact of
dividend policy are reviewed. Moreover, rules regarding to dividend policy are

reviewed and an attempts has been made to present them properly.

2.1 Conceptual Framework

Dividend is a periodic payment made to the stockholders to compensate them
for the use of and risk of their investment funds. In other words, it is that
portion of the earning which is distributed by firm. "Dividend refers to that
portion of a firm's net earning, which are paid out to the shareholders."®
Dividends are generally paid in the form of cash. So the payment of dividend
reduces the cash balance of the company as well as the amount of retained
earnings. In theory of finance, dividend decision plays a very crucial role.
Dividend decision however is still a crucial as well as controversial area of
managerial finance. It is more technical area of finance in the since that it is
complex on having numerous implications for the firm. Dividend policy may
affect the area such as financial structure of the firm flow of funds corporate
liquidity, stock prices investors' satisfaction, growth of the firm etc. Like other
major decision, the dividend decision has major role in all businesses

organization.

>Khan, M Y & K Jain P K "Dividend Policy Decision" Financial Management Text and Problems
Second Edition, (New Delhi Tata McGraw- Hill Publishing Company Ltd 1992) P 543
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Dividend policy is the policy of any firm organization/company regarding the
division of its profit between shareholders as divided policy includes all
aspects related to the payment of dividend. There is inverse relationship
between cash dividend and the amount retained. In other words, if the
company pays more dividends to its shareholders, there will be fewer amounts
refrained for making investment and Vice-versa. "Dividend policy determines
the division of earning between payments to stockholders and reinvestment in
the firm. Retained earnings are one of the most significant sources of funds for
financing corporate growth, but dividends constitute the cash flows that accrue
to stockholder.® Thus the dividend payout reduces the amount of earning

retained in the firm and affect total amount of internal financing.

Dividend decision is one of three major decision of managerial finance. The
firm has to choose between distributing profit as dividend to the shareholders
or reinvesting the profit into the business for more profitable opportunities. It
is better to pay the dividend if the payment will lead to the wealth
maximization. If not it is better to retain them for financial investment. Thus
the relationship between divided and value of the firm is considered as the

criterion for decision making.

Shareholders of a company always aim to maximize their wealth. The
shareholders wealth includes not only the market price of the stock but also
the current dividend the company pays to them. But the dividend payout
reduces the total amount of financing. Thus the dividend policy should be
concerned with the well-being of the shareholders, which can be partially
measured, by dividend received but more accurately measured in terms of the

marked value of the stock.

Most of the shareholders want to maximize their wealth in two forms i. e.
capital gain and cash dividend. Capital gain is the profit resulting from sale of
the common stock where as dividend is the share in profit of the company.
The shareholders in one hand they also expect an increase in market price of
the share and in the other hand they also expect distribution of firms earning in
the forms of dividend. From the firm having stable image in the market the

investors expect regular dividend. Thus this priority takes over the desire to

& Weston, J Fred & Copeland Thomas E "Dividend Policy", Managerial Finance Ninth Edition
(USA The Dryen Press, 1990) P 657
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retain earning for financial expansion and growth, shareholders expectation

can be fulfilled either through capital gain or dividends.

Since dividend would be more attractive to stockholder one might think that
there would be a tendency for corporation to increase distribution dividends
but one might equally pressure that gross dividend would be reduced.
Somewhat with an increase in net after tax dividends still available to
stockholders and increase in retained earnings for the corporation.” It is thus
very important to maintain balance between the shareholders interest and
corporate growth resulting form internal financing is amount retained.
Financial Management is therefore concerned with the activities of the
corporation that affect the well being of stockholders. That well being can be
partially measured by the dividend received but more accurate measure is the
market value of stock.® Thus dividend decision is one of the central and major
decision area related to the policies seeking to maximize the value of firms

common stock as well as the wealth of shareholders.

2.1.1 Dividend:

Dividend refers to the part of earnings made by the firm that is distributed to
the shareholders as return of their investment over equity share weather those
earnings were generated in the current period or in previous periods. In other
words, it is the rewards to shareholders for bearing the risk of uncertainty
(Ghimire, 2002:8). Once a company makes a profit, it should decide on what
to do with the profit. It could continue to retain the profit within the company,
or it could pay out the profit to the owners of the company in the form of
dividend. Every firm prefers to make somewhat rational balance between
these two alternatives. The firm adopts different approaches to distribute
dividend according to their objectives. Given the objective of maximization at
shareholders wealth, the firm should use net profits for paying dividends to the
shareholders. Conversely, the firm should retain profit to finance the
investment opportunities if the objective is to expand the business ( Bhurtel,
2002:16).

" Throp Smith Dan, Relief from Double Taxation of Dividend Income. Harvard Business
Review (January-February 1977), PP 90-91
8 Dean William, H. Finance (lllinois, The Dryden Press, 1973), P 01
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At the end of each year, every publicly traded company has to decide whether
to return cash to its stockholders and, if yes, how much in the form of
dividends. The owner of a private company has to make a similar decision
about how much cash he plans to withdraw from the business, and how much
to reinvest. This is the dividend decision, and we begin this study by providing
some background on three aspects of dividend policy. One is a purely
procedural question about how dividends are set and paid out to stockholders.
The second is an examination of widely used measures of how much a firm
pays in the dividends. The third is an empirical examination of some patterns
that firms follow in dividend policy. Having laid this groundwork, we look at
three schools of thought on dividend policy. The dividend irrelevance school
believes that dividends do not really matter, because they do not affect firm
value. This argument is based upon two assumptions. The first is that there is
no tax disadvantage to an investor to receiving dividends, and the second is
that firms can raise funds in capital markets for new investments without
bearing significant issuance costs. The proponents of the second school feel
that dividends are bad for the average stockholder because of the tax
disadvantage they create, which results in lower value. Finally, there are those
in a third group who argue that dividends are clearly good because
stockholders (or at least some of them) like them. Although dividends have
traditionally been considered the primary approach for publicly traded firms to
return cash or assets to their stockholders, they comprise only one of many
ways available to the firm to accomplish this objective. In particular, firms can
return cash to stockholders through equity repurchases, where the cash is used
to buy back outstanding stock in the firm and reduce the number of shares
outstanding. In addition, firms can return some of their assets to their
stockholders in the form of spin offs and split offs.

2.1.2 The Dividend Payment Process

Firms in the United States generally pay dividends every quarter, whereas
firms in other countries typically pay dividends on a semi-annual or annual
basis. Let us look at the time line associated with dividend payment and define
different types of dividends.

The Dividend Payment Time Line

Dividends in publicly traded firms are usually set by the board of directors and
paid out to stockholders a few weeks later. There are several key dates
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between the times the board declares the dividend until the dividend is actually

paid.

a)

b)

d)

The first date of note is the dividend declaration date, the date on which
the board of directors declares the dollar dividend that will be paid for that
quarter. This date is important because by announcing its intent to
increase, decrease, or maintain dividend, the firm conveys information to
financial markets. Thus, if the firm changes its dividends, this is the date
on which the market reaction to the change is most likely to occur.

The next date of note is the ex-dividend date, at which time investors
have to have bought the stock in order to receive the dividend. Since the
dividend is not received by investors buying stock after the ex-dividend
date, the stock price will generally fall on that day to reflect that loss.

At the close of the business a few days after the ex-dividend date, the
company closes its stock transfer books and makes up a list of the
shareholders to date on the holder of-record date. These shareholders will
receive the dividends. There should be generally being no price effect on
this date.

The final step involves mailing out the dividend checks on the dividend
payment date. In most cases, the payment date is two to three weeks after

the holder of record.

2.1.3 Theory of Dividend

There are two fundamental theories of dividend:

a. Residual Theory
Under residual theory of dividends retrained earnings are determined
first then amount of dividend then amount of payment is determined
automatically. “One school of thought, the residual theory of dividend,
suggests that the dividend paid by a form should be viewed as a
residual amount left after all acceptable investment opportunities have
been undertaken”®. Thus, according to this theory, dividend policy is a
residual from investment policy. It is residue since shareholders get
dividends only when their exists balance after paying fixed obligations
and investing in profitable sector or expansion. If the firm has return

earnings left over after financing all acceptable investment

9 Gitman; 7" edition, 9.5
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opportunities, these earnings, then, will be distributed to stockholders
in the form of cash dividend. If not, there will be no dividend due to
flotation costs; it assumes that the internally generated funds are
comparatively cheaper than the funds obtained from the external
sources. The theory is based on the premise that investor prefers to
have the firm retain and reinvest earnings exceeds the rate of return the
investor could, himself, obtain on other investment of comparable risk.
The dividend under a residual dividend policy equals the amount left
over from earnings after equity investment. If equity investment equals
earnings, then no dividend are paid and new shares are sold to cover
any equal investment not covered by earnings. If there are no any
investment opportunities, then cent percent earnings are distributed to
shareholders. Dividend is therefore merely a residual remaining after
all equity investment needs are fulfilled.
Thus under this policy, dividend policy is influenced by (a) the
company’s investment opportunities and (b) the availability internally
generated capital where dividends are paid only all acceptable
investment opportunities have been financed. Hence, according to this
concept, dividend policy is totally passive in nature. “When we treat
dividend policy as strictly a financing decision, the payment of cash
dividend is a passive residual”*’.
b. Wealth maximization Theory
Under wealth maximization theory, larger dividends are announced
and distributed to shareholders in order to (or in hope with) maximize
the wealth of the stockholders. Basically, it is beneficial for those
companies which are just established and to those companies it will be
beneficial whose financial are in decreasing trends. The main purpose
of the wealth maximization theory of dividend is to make assure to the
stockholder that they are interesting in the firm, when has not better
marker value.
2.1.4 Forms of Dividend:
The usual practice is to pay dividend in cash. Other options for
distributing earnings are also available to the company, which are as

follows:

10°C. Van Horn; 1993, pp 327
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i. Cash Dividend

The portion of earning paid in form of cash to the investors in
proportion to their share of the company is known as cash dividend.
After the payment of dividend to the shareholders both the total assets
and net worth of the company decreases by the amount equal to the
cash dividend. For the payment of dividend, company should sustain
adequate balance of cash. In case of insufficiency in cash balance for
the payment of dividend, funds to be borrowed for this purpose are
difficult. Thus, a company should regularly perform cash planning for
maintaining a stable dividend policy. In context of Nepal, cash
dividend is the most popular form of dividend and is mostly adopted
by many companies/firms/financial institutions. However it can be said
that the volume of cash dividend depends on the earning of the
organization, attitude of management, situation of the market, cost of
external financing etc.
The objectives of Cash Dividends are as follows:

e To distributor the earning to shareholder, as they held the

proportion of the share.
e To build on image in the capital market as to create favorable
condition to raise the fund at the needs.
e To make distribution easy and to account easily.
ii.  Stock Dividends/Bonus Share with stock Splits

Stock dividend refers to the payment of additional stock to the
shareholders. "A stock dividend is paid in additional shares of the
stock instead of in cash and simply involves a book-keeping transfer
from retained earning to the capital stock account."*! A stock dividend
represents a distribution of shares in addition to the cash dividend to
the existing shareholders. This has the effect of increasing the number
of outstanding shares of the company. The declarations of the bonus
shares will increase to paid up shares capital and reduce the reserve
and surplus of the company. The total net worth is not affected by the

bonus issue. In fact, if represents nothing more than re-capitalization of

1 Weston, J. Fred & Copeland, Thomas E., "Dividend Policy", Managerial Finance Ninth
Edition, The Dryen Press, USA, 1990 pp. 680.
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the owner's equity portion, i.e. the reserve and surplus. It is simply and
accounting transfer from retained earnings to capital stock.
There are number of reasons why company declares stock dividend.
The following are the reasons;
= Toincrease share capital
= To provide tax benefit to the shareholders. Receipts of stock
dividend are not a taxable income but cash dividend is taxable
income.
= To conserve cash in the organization. A company having less
liquidity pay stock dividend to conserve cash.
= To provide psychological value to the shareholders
» To decrease the share price at taxable range
iii.  Scrip Divided
A Scrip dividend is issued when company has been suffering from the cash
problem and does not permit the cash dividend, but has earned profit. A
dividend paid in promissory noted is called scrip divided. Scrip is a form of
promissory notes promising to pay the holder at specified later date under this
form of dividend, company issues and distributes transferable promissory
notes to shareholders, which may be interest bearing or non-interest bearing.
The use of scrip dividend is desirable only when corporations have really
earned profit and have only to wait for the conversion of other current assets
into cash. Therefore, in order to overcome the temporary shortage of cash,
sometimes company uses scrip dividends.
iv.  Property Dividend
It is also known by the name of liquidating dividends. It involves a payment of
assets/property in any form other than cash. Such form of dividend may be
followed whenever there are assets that are no longer necessary in the
operation of the business or in extra ordinary circumstances. Companies own
products and the securities of subsidiaries are the example that has been paid
as property dividend.
v.  Optional Dividend
The optional dividend is, in fact, not a kind of dividend but simply a choice of
dividend given to the shareholders to accept either cash or stock dividend. But
the shareholders consider the comparative value of stock dividend with the
amount of optional cash. "If the two are very nearly the same, as it often the
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case, the cash option may be a convenience to selling either whole or fraction
of shares he does not wish to keep."!? If the cash dividend is subject to income
taxes over and above the limit he prefers to have stock dividend.

vi. Bond Dividend
This type of dividend is distributed to the shareholders in the form of bond. It
helps to postpone the payment of cash. In other words, company declares
dividend in the form of its own bond with a view to avoid cash outflows. They
are issued rarely. They are long-term enough to fall beyond the current
liability group. The stockholders become secured creditors if the bond carries
lien on assets.
But none of these types except cash and stock dividend have been practiced in
Nepalese corporations although they have ample scope for application. So for
in this study, the term dividend generally refers to cash dividend.
2.1.5 Dividend Policy
The policy, which decides on how much of the earnings a firm should retain
for reinvestment and how much it should pay to shareholders, as dividend is
known as dividend policy. It is the third major decision of a firm, which aims
at maximization of shareholders wealth. Dividend policy determines the
division of earnings between reinvestment in the firm and payments to
shareholders. Retained earnings are one of the significant for financing
corporate growth, but dividends refer to the cash flow that accrues to
shareholders (Weston & Copeland, 1991:657). Stability or regularity of
dividends is considered as a desirable policy by the management of
companies. Three of the more commonly used dividend policies are:
I. Constant dividend policy
Constant dividend policy is based on the payment of affixed Rupees Dividend
in each year/period. A number of companies follow the policy of paying fixed
amou7nt per share as dividend every year, without considering the fluctuation
in the earnings of the company. The policy does not imply that the dividend
per share or dividend rate will never be increased. When the company reaches
new level of earnings and expects to maintain it the annual dividend per share

may be increased.

12 W.C. Waring, Jr., "Fractional Shares Under Stock Dividend Declaration", Harvard Law
Review, Boston, Jan, 1931, pp. 404.
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ii. Constant payout ratio

The ratio of dividend to earning is known as payout ratio. When fixed
percentage of earning is paid as dividend in every year, the policy is called
constant payout ratio. Since earning fluctuates, following this policy
necessarily means that the Rs. Amount of dividends will floated. It ensures
that dividends are paid when profits are earned and avoid when it incurs
losses, Regardless of the desire of the shareholders.

iii. Low regular Dividend plus Extra

The low regular dividend plus extra policy is a compromise between the first
tow. It gives the firm flexibility, but it leaves investors somewhat uncertain
about what their dividend income will be. If a firm's earnings are quite
volatile, however, this policy may be best policy.

2.1.6 Factors Influencing Dividend Policy

While establishing a dividend policy in any organization, various factors
should be taken into consideration. Dividend is that decision, which is
influenced by many internal as well as external factors. Management has to
consider both economic and non-economic factors before establishing any
dividend policy. In practice, the financial executives consider the following
factors when approaching a dividend decision.

I. Stability of Earnings

A firm that has relatively stable earnings is often able to anticipate
approximately what its future earnings will be. Such a firm is therefore more
likely to pay out a higher percentage of its earning than a firm with fluctuating
earnings. The unstable firm is not certain that in succeeding years the
anticipated earnings will be realized, so it is likely to retain a higher proportion
of current earnings. A lower dividend will be easier to sustain if earnings fall
off in the future.

il Profit Rate

The expected rate of returns on assets determines the relative attractiveness of
paying out earnings in form of dividend to the shareholders who will use them
elsewhere or using them in the present venture.

iii. Past Dividends

A firm with record of past dividend payments strive to maintain the same in
the future. Dividends are habit forming. If the market does not receive its
expected dosage, the stock price will suffer. The majority of firms surveyed
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indicated they would maintain their current dividend payments even if they
were operating at a net loss for an interim period.'® Furthermore, Baker,
Farrelly and Edelman (1985) find that managers strongly agree with the
statement that a firm should attempt to maintain and persistent record of
dividend payments.

iv. Liquidity Position

One of the major factors to be considered in making the dividend decisions is
the availability of cash or liquidity position of a company. As dividend
symbolize a cash outflow, the greater the cash position and overall liquidity of
a company, the greater its ability to pay a dividend regularly. Even a company
that is growing and profitable may not be liquid, for its funds may go into
investment opportunities, fixed assets and permanent current assets. Thus,
even if a firm has a record of earning, it may not be able to pay cash dividends
because of its liquidity position. Indeed, a growing firm even a very profitable
one typically has a pressing need for funds. In such a situation the firm may
elect not to pay cash dividend.

V. Need to Repay Debt

When a firm has issued debt to finance expansion or to substitute for other
form of financing, it is faced with two alternatives. It can refund the debt at
maturity by replacing it with another form of security or it can make provision
of paying off debt. If the decision is to retire the debt, this will generally
require the retention of earning.'* In such case also the dividend decision will
be effected.

Vi. Restrictions in Debt Contracts

Debt contracts, especially when long-term debt is involved, often confine a
firm's ability to pay cash dividends. In other words the protective covenants in
bond indenture or loan agreement often include a restriction on payment of
dividends. The restriction is employed by the lenders to conserve the
company's ability to service debt. Generally it is articulated as maximum
percentage of earnings. Similarly preferred stock agreements generally state

that no cash dividends can be paid on the common stock until all accrued

13 Jensen, Gerald R. & Johnson, James M., "The Dynamics of Corporate Dividend
Reductions", Financial Management, Vol. 24, No. 4, Winter 1995, pp. 32

14 Weston, J. Fred & Copeland, Thomas E., "Dividend Policy", Managerial Finance Ninth
Edition, The Dryen Press, USA, 1990, pp. 659.
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preferred dividends have been paid. These types of limitations persuade the
dividend policy of the firm.
vii.  Tax of Shareholders
The tax position of the corporation's owners greatly influences the desire for
dividends. For example, a corporation closely held by a few tax payers in high
income tax brackets is likely to pay a relatively low dividend. The owners are
interested in taking their income in the form of capital gains rather than as
dividends which are subject to higher personal income tax rates. However, the
stockholders of a large widely held corporation may be interested in a high
dividend payout.®
viii.  Rate of Asset Expansion
There is need of more financing if a firm is growing rapidly. The greater the
future need of funds, the more likely the firm is to retain it's earning rather
than pay them out in form of dividends. But if earnings are paid out as
dividend and are subjected to high personal income tax rates only portion of
them will be available for reinvestment.
IX. Access to the Capital Market
A large and well-established firm with a record of profitability and stability of
earning has easy access to capital markets and other forms of external
financing. In contrast a small and new firm is riskier for potential investors. Its
ability to raise equity or debt funds from capital market is restricted. So it must
retain more earning to finance its operation. Thus a well-established firm have
higher payout ratio than that of a new or small firm.

X. Legal Restrictions

Legal rules constrain dividend payment on certain conditions as follows:

a. Capital impairment rule states that dividend should not be paid out of paid-
up capital, which causes adverse effect on security of creditors and
preference shareholders.

b. The firm should not pay cash dividend greater than the current net profit
plus accumulated balance of retained earning. Accumulated loss should be
recouped out of current earnings. This rule is violated by some of Nepalese
companies due to management intention and government intervention.

c. Insolvent firms i.e. liabilities exceeding assets or unable to pay bills are

prohibited for paying cash dividend to protect creditors of the firm.

15 |bid, pp. 661
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Xi.

Xil.

If the firm has retained earning to provide opportunity to shareholders for
capital gain and thereby evade tax liability of income, under such
condition the firm may be forced to pay dividends.

Control
With a liberal dividend policy, there may be need of raising fresh capital in
future. If the current shareholders cannot or do not subscribe the new
shares, new stockholders can dilute their controlling interest in the firm.
Thus shareholders who are very sensitive to a potential loss of control
prefer a low dividend payout policy.

Inflation
Inflation also play decisive role in dividend decision. In price rise, the
company may have to retain high percentage of earning because of

inadequate funds generated from depreciation to replace equipments.

2.2 Legal Provisions Regarding Dividend Practices in Nepal

There are no clear-cut legal provisions regarding dividend policy in Nepal.

Commercial Bank Act, 2031 has made some provision for distributing

dividend. According to this section, before providing the whole expenses by

the bank for preliminary expenses, loss incurred in last year, capital reserve,

risk beard fund and reserve fund the bank shall not be declare and distribute

the dividend to shareholders.

Similarly, Company Act-1997 has made some legal provisions regarding

dividend payment. These provisions are as under:

= Section 2 (M) states that bonus shares (stock dividends) means shares
issued in the form of additional shares to shareholders by capitalizing
the surplus from the profits or the reserve fund of a company. The term
also denotes an increase in the paid up values of the shares after
capitalizing surplus or reserve funds.

= Section 47 has prohibited company from purchasing its own shares.
This section states that no company shall purchase its own shares or
supply loans against the security of its own shares.

= Section 137 Bonus Shares and Sub Section (1) states that the company
must inform the Office before issuing bonus shares, under Sub Section
(1), this may be done only according to a special resolution passed by

the general meeting.
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i)

Section 140: Dividends and Sub Sections of this Section are as

follows:

s+ Sub Section (1): Except in the following circumstances, dividends
shall be distributed among the shareholders within 45 days from the
date of decision to distribute them,

- In case any law forbids the distribution of dividends.

- In case the right to dividend is disputed.

- In case dividends cannot be distributed within the time-
limit Mentioned above owing to circumstances beyond
anyone's control and without any fault on the part of the
company.

s Sub Section (2): In case dividends are not distributed within the
time-limit mentioned in Sub Section (1), this shall be done by
adding interest at the prescribed rate.

¢+ Sub Section (3): Only the person whose name stands registered in
the register of existing shareholder at the time of declaring the
dividend shall be entitled to it.

Similarly, following are the major Government's decision regarding

dividend payment by the government corporation dated June 14, 1998.
Dividend should be paid in profitable year. Even though there are
cumulative losses, dividend is to be paid if cash flow is sufficient to
distribute dividend.

In case of unaudited accounts, interim dividend should be paid on the
basis of provisional financial statement.

Decision regarding distribution of annual net profit shall not be made
without prior acceptance of Ministry of Finance. All incentives,
except those to be paid by law, shall not be distributed unless the
amount of dividend is not paid to government.

Concerned BOD and top management will be held responsible for
implementation of these dividend policies.

Ministry of Finance will make necessary arrangements regarding
fixation of dividend percentage coordinating all concerned

corporation and ministries.
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2.3 Review of Major International Studies
Various studies have been made concerning the dividends and stock prices.
Some of the major international studies on the relating to dividends and shares
are stated as below. This study draws heavily from these studies to carry it out.
2.3.1 Gordon's Study
Myron Gordon has developed another popular and important model relating to
the stock valuation using the dividend capitalization approach®. Gordon
concludes that dividend policy does affect the value of shares even when the
return on investment and required rate of return are equal. He explains that
investors are not indifferent between current dividend and retention of
earnings with the prospect of future dividends, capital gain and both. The
conclusion of this study is that investors have a strong preference for present
dividends to future capital gains under the condition of uncertainty. It is
assumed that current dividend is less risky than the expected capital gain. His
argument stresses that an increase in dividend payout ratio leads to increase in
the stock price for the reason that investors consider the dividend yield (D 1/Po)
is less risky than the expected capital gain.’
Gordon's model is also described as "a bird in hand argument™. It supports the
arguments, which is popularly known as a bird in hand is worth two in the
bush. What is available at present is preferable than what may be available in
the future. That is to say current dividends are considered certain and risk-less.
So it is preferred by rational investors as compared to deferred dividend in
future. The future is uncertain. The investors would naturally like to avoid
uncertainty. So the current dividends are given more weight than expected
future dividend by the investors. So the value per share increases if dividend
payout ratio increases. This means there exist positive relationship between
the amount of dividend and stock prices.
Basic assumptions of this model are as follows.*8

i.  The firm uses equity capital only.

ii.  Internal rate of return (r) and cost of capital (k) are constant.

iii.  The firm and its stream of earnings are perpetual.

16 Gordon, Myron J., "The Investment Financing and Valuation of Corporation”, Homewood
Il Richard D. Irwin, 1962.

17 Pradhan, S., "Basics of Financial Management", Educational Enterprises (P.) Ltd.,
Kathmandu, 1962, pp.683.

18 Francis, Jack Clark, "Investments: Analysis and Management", McGraw Hill, 1972, pp.
352
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iv.  There is no tax on corporate income.
v.  The retention ratio (b) once decided upon is constant. Thus the growth
rate, (g = br) is constant forever.

vi. 'Ke¢'must be greater than g (br) to get meaningful value.

vii.  The source of financing for new investment is only retained earning.
No external financing is available.

2.3.2 Modigliani and Miller’s Study
In their 1961 article, Modigliani and Miller®®, for the first time in the history
of finance, advocated that dividend policy does not affect the value of the
firm, i.e., dividend policy has no effect on the share price of the firm. They
argued that the value of the firm depends on the firm's earnings which depend
on its investment policy. Therefore, as per MM Theory, a firm's value is
independent of dividend policy.
According to MM, dividend policy of a firm is irrelevant, as it does not affect
the wealth of the shareholders. They argue that the value of the firm depends
on the earning power of the firm's assets or its investment policy. Thus, when
the investment policy is given, the dividend decision - splitting the earnings
into packages of retentions and dividends does not influence the value of
equity shares. In other words, the division of earnings between dividend and
retained earning is irrelevant from shareholders viewpoint.
In general, the argument supporting the irrelevance of dividend valuation is
that dividend policy of the firm isa part of its financing decisions. As a part of
the financing decision of the firm, the dividend policy of the firm is a residual

decision and dividends are passive residual.

The MM approach of irrelevance dividend is based on the following critical

assumptions:

I. The firms operate in perfect capital market where all investors are
rational. Information is freely available to all. Securities are infinitely
divisible and no investor is large enough to influence the market price
of securities.

ii. There are no flotation costs. The securities can be purchased and sold

without payment of any commission or brokerage etc.

19 Miller, Merton H. and Modigliani, France "Dividend Policy, Growth and Valuation of
the Shares" Journal of Business, XXIV, Oct. 1961, pp. 411-433.
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iii. Taxes do not exist.

iv. The firm has a definite (fixed) investment policy, which is not subject
to change.

v. Risk of uncertainty does not exist. Investors are also able to forecast
future prices and dividends with certainty, and one discount rate is
appropriate for all securities and all time periods. Thus r = k = kt for
all time.

2.3.3 Walter's Study

James E. Walter conducted a study on dividend and stock prices in 1966%°. He
proposed a model for share valuation. According to him, the dividend policy
of the firm affects the value of the shares. So, the dividends are relevant. He
argues that the choice of dividend policies always affect the value of
enterprise.

His study shows clearly the importance of the relationship between internal
rate of return (R) and its cost of capital (K) in determining the dividend policy.
The assumptions of the Walter's model are as follows:

I.  The firm finances all investment through retained earning. The external
funds (i.e. debt, new equity) are not used for new investment.

ii. All earning on the firm's investment (R) and the cost of capital (k) are
constant.

iii. All earnings are either distributed as dividend or reinvested internally.

iv. The values of EPS and DPS are assumed to remain constant forever in
determining a given value.

v. The firm has a perpetual or infinite life.

Based on these above assumptions, Walter has given following formula of
valuation of equity share.

2.4 Review of Major Studies in Nepal

Nepalese capital market is in the early stage of development. There are only
few studies done in this field. Due to the lack of information and expertise, no
sufficient studies done in this field. Due to the lack of information and
expertise, no sufficient studies have been carried out in regards to the dividend

policy. However, recent developments in the field of capital markets have

20 \Walter, James E, "Dividend Policies and Common Stock Prices", Journal of Finance,
Volume 11, March, 1966, pp. 29-41.
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shown some rays of the future. Some of the studies done in the field of
dividend policy and stock prices have been reviewed hereunder

2.4.1 Review of Books and Journals in Nepalese Perspective

Nepalese capital market is in the early stage of development. There are only
few studies done in this field. Due to the lack of information and expertise, no
sufficient studies have been carried out in regards to the dividend policy.
However, recent developments in the field of capital markets have shown
some rays of hope for the future. Some of the studies done in the field of
dividend policy and stock prices have been reviewed hereunder.

I. Pradhan's Study:

Dr. R.S. Pradhan has conducted a study on "*Small Market Behaviour in A
Small Capital Market: A case of Nepal”? in 1993. It is pertinent to put forth
here because he has analyzed various ratios related to dividend and market
price of shares. The study was based on the pooled — cross sectional data of 17

enterprises covering the year from 1986 to 1990.
The objectives of this study were as follows:

a. To assess the stock market behavior in Nepal.

b. To examine the relationship of market equity, market value to book
value, price earning, and dividends with liquidity, profitability,
leverage, assets turnover, and interest coverage.

Some findings of his study, among others, were as follows:

a. Stocks with larger ratio of dividend per share to market price per share
have higher liquidity. Liquidity position of stocks paying lower dividends
is also more inconsistent as compared to stocks paying higher dividends.

b. Stocks with larger ratio of dividend per share to market price per share
have lower leverage ratios. So, leverage ratios of stocks paying smaller
dividends were also more variable as compared to stocks paying higher
dividends.

c. Stocks with larger ratio of dividend per share to market price per share
also have higher earnings. But these earning ratios of stocks paying larger
dividends were also more variable as compared to stocks paying smaller

dividends.

2l Pradhan, R. S., " Stock Market Behaviour in a Small Market: A case of Nepal ", The
Nepalese Management Review, Vol. IX, Summer 1993, pp. 23-43.
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Positive relationship is observed between the ratio of dividend per share to
market price per share and turnover ratios. Stocks with larger ratio of
dividend per share to market price per share also have higher turnover
ratios. Turnover ratios of stocks paying larger dividends are also more
variable than that of stocks paying smaller dividends.

There is also a positive relationship between the ratio of dividend per share
to market price per share and interest coverage. Stocks with higher ratio of
dividend per share to market price per share also have higher interest
coverage. Interest coverage of stocks paying larger dividends was also
more variable as compared to stocks paying smaller dividends.

So, in conclusion, it indicates positive relationship of dividend per share to
market price per share with liquidity, profitability, assets turnover and
interest coverage; and negative relationship with leverage.

Shrestha's Study:
Dr. M. K. Shrestha has written an article about ""Public Enterprises:
Have They Dividend Paying Ability?''??, which was published in the
book 'PRASHASAN' (30™ Issue) in March 1981. It gives short glimpse
of the dividend performance of some public enterprises of that time in

Nepal. Dr. Shrestha has focused the following issues in the article.
HMG wants two things from the public enterprises:
(i) They should be in a position to pay minimum dividend,

(if)  Public enterprises should be self-supporting in financial matters in

future years to come.
But these both objectives are not achieved by public enterprises.

One reason for this inefficiency is caused by excessive governmental
interference over daily affairs even though there is provision of
government interference only for policy matters. On the other hand, high-
ranking officials of HMG appointed as directors of board do nothing but
simply show their bureaucratic personalities, Bureaucracy has been the
enemy of efficiency and thus led corporation to face losses. Losing
corporations are, therefore, not in a position of paying dividends to

government.

22 Shrestha, M.K., "Public Enterprises: Have They Dividend Paying Ability?", PRASHASAN,
The Nepalese Journal of Public Administration (30" Issue), March, 1981.
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b. Another reason of this is the lack of self-criticism and self-consciousness.
Esman?® has pointed out that lack of favorable leadership is one of the
biggest constraints to institution building. Moreover corporate leadership
comes, as managers are not ready to have self-criticisms. In fact, all so
called managers of corporations have not been able to identify themselves
regarding what they can contribute as managers of corporations. So
Government must be in a position to develop a financial target on
corporate investment by imposing financial obligation on corporations.

c. The article points out the irony of government biasness that government
has not allowed banks to adopt an independent dividend policy and HMG
is found to have pressurized on dividend payment in case of Nepal Bank
Limited regardless of profit. But, it has allowed Rastriya Banijya Bank to
be relieved from dividend obligation despite considerable profit.

d. The improvement suggested by authors are:

i. Adopt a criteria-guided policy to drain resources from corporations
through the medium of dividend payment.

ii. Realization by managers about cost of equity capital and dividend
obligation.

If Government wants to tap resources through dividend, the following

criteria should be followed.

i. Proper evaluation of public enterprises interns of capability of paying
dividend through corporation coordination committee.

ii. Imposition of fixed rate of dividend by government on financially
sound public enterprises.

iii. Circulating the information about minimum rate of dividend to all
public enterprises.

iv. Specifying performance targets in terms of profit, priorities on timings
and plans and development of strategic plans that bridges the gap
between aspiration and reality.

v. ldentification of corporation objectives in Corporations Act, Company
Act or special charters so as to clarify public enterprise managers

regarding their financial obligation to pay dividend to HMG.

23 Esman, Milton J., "The Institution Building Concept: An Interim Appraisal”, Pittsburgh
Inter University Research Programme in Institution Building, 1967, pp. 44.
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2.4.2 Review of Previous Thesis

In last few years, prior to this thesis; some students of M.B.A. and M.B.S.
programmed have conducted research about the dividend and its relation with
stock prices in various sectors. Some of them, which are supposed to be
relevant for this study have been reviewed and presented in this section.
Bishnu Hari Bhattarai's Study

The study of dividend decision and its impact on the stock valuation was
carried out by Bishnu Hari Bhattarai, in 1996 using 10 companies of various
sectors?*. The basic objective of the study was to identify the relationship
between dividend and the stock price. The major objectives of this study can
be stated as follows: Highlight various aspects of dividend policies and
practices in Nepal.

a. Analyze the variables such as profit, dividend, retained earning,
growth rate and relevant variables to show the relationship between
the value and other ingredients affecting it.

b.  Provide feedback to the policy makers and executive working in
various companies chosen for study based on the findings of the
analysis.

Nabaraj Adhikari's Study

The study has covered the period from 1990 to 1996 with total observations of
47 in financial sector and 30 non-financial sectors?®. This study has used both
primary and secondary data. The major objective of this study was to assess
corporate dividend practices in Nepal. The specific objectives were as follows:

i. Toanalyze the properties of portfolios formed on dividends.

il. Toexamine the relationship between dividends and stock prices.

iii. To survey the opinions of financial executives on corporate dividend

practices.

The major conclusions of this research study were as follows:

24 Bhattarai, Bishnu Hari, "Dividend Decision and Its Impact on Stock Valuation",
Unpublished Master's Thesis, Tribhuvan University, Shanker Dev Campus, Kathmandu, 1996.

25 Adhikari, Nabaraj, "Corporate Dividend Practices in Nepal", Unpublished Master's

Thesis, Tribhuvan University, Central Department of Management, Kathamandu,
1999.

44



It is observed that there are differences in financial position of high dividend
paying and low dividend paying companies. Other things remaining the same,
financial position of high dividend paying companies is comparatively better
than that of low dividend paying companies.

Aparna Sharma's Study

The latest study on the topic of, "Impact of dividend policy on market price of
the share" has been carried out by Aparna Sharma in 200326, The study has
covered the period from 1997 to 2001 with total observation of 5 main
commercial banks. This study is based specially on secondary data. The major
objective of this study is to obtain broad knowledge about the impact of
dividend policy adopted by the firm to its market price of shares as well as the
overall valuation of the firm. The specific objectives of this study were as
follows:

i.  To highlight various aspects of dividend policies and practices in
Nepal.

ii.  To provide feedback to the policy maker and executives working in
various commercial banks chosen for study based on findings of
analysis.

iii. To analyze the relevant variable to show relationship between the

value and other ingredients affecting it.

%6 Sharma, Aparna, "Impact of Dividend Policy on Market Price of the Share", Unpublished
Master's Thesis, Tribhuvan University, Nepal Commerce Campus, Kathamandu, 2003.
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Chapter |11
RESARCH METHODOLOGY

3.1 Introduction

This highlights the methodology adopted in the process of present study. It
also focuses about sources and limitations of the data, which are used in the
present study. Research work requires a scientific methodology of the study.
Research methodology indicates the methods and processes employed in the
entire aspects of the study. In other words, research methodology refers to the
various sequential steps to be adopted by a researcher in studying a problem
with certain objective(s) in view (Kothari, 1978:19) 'Research Methodology' is
a way for systematically solving the research problem. In other words,
research methodology indicates the methods and processes employed in the
entire aspects of the study. "Research methodology” refers to the various
sequential steps to be adopted by a researcher in studying a problem with
certain objects in view. So, it is the methods, steps, and guidelines, which are
to be followed in analysis, and it is a way of presenting the collected data with

meaningful analysis.

3.2 Research Design

Research design is a conceptual structure within which a research is
conducted. Research design is the plan, structure and strategy of investigation
conceived so as to obtain answers to research question and to control variance
(Wolf & Pant. 2002:74). The research design refers to the conceptual structure
within which the research is conducted (Kothari, 1978:22). A research design
is the arrangement of conditions for collection and analysis of data in a
manner that aims to combine relevance to the research purpose with economy
in procedure (Selltiz, 1962,:50). Fred N. Krelinges has defined it in his book
Foundation of Behavioral Research as "Research Design is the plan. Structure
and strategy of investigation concerned so as to obtain answers to research. It
is purposeful scheme of action proposed to be carried out in a sequence during
the process of research. Research design helps researcher to enable him to
keep track of action and to know whether he was moving in the right direction

to achieve his goal.
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This study is designed so as to find out the impact on the market price of
Common Stock of a company when dividend is paid to shareholders and also
how the market price responds when dividend is not paid to the shareholders.
In other words, the study is closely related to the dividend policy and its
impact on the share - price and wealth position of the shareholders. Therefore,
the descriptive as well as the analytical approach are adopted here. To make
the analysis more effective, financial statements, Statistical tools and testing

models are also used.

3.3 Nature and Source of Data

The research is based on the secondary data which has been downloaded from
the official web site of Nepal Stock Exchange Limited

I.e.www.nepalstock.com. Besides the research may include the Annual

Reports of the banks under study, Economic Report published by Nepal Rastra
Bank, the stock price for the whole year listed in the Nepal Stock Exchange
(NEPSE), Economic Survey published from HMG Ministry of Finance. Final
Status Report published from World Bank, Financial Reports published by
Nepal Stock Exchange and Securities Exchange Board, financial and other
relevant data regarding the dividend policies and practices of the Bank.
Besides this the data are also collected from various newspapers, magazines
and journals published by the concerned agencies. Some primary data are also
used to support the analysis. So the research is based on both primary and

secondary data.

3.4 Population and Sample

There are more than hundred companies that have shares trading actively in
stock market; hence it does not seem reasonable to study all the companies
regarding the study topic. Due to the limited time and resource factors too, it is
not possible to study all of them; so sampling will be done. There should be no
confusion with parameters and size of the companies since the topic is not
related to comparison of sizes, but the dividend policy and its effect on market
price of shares or simply, the valuation of shares. The study is concerned with
banking industry. Presently altogether 25 commercial banks (including
government owned, private and joint venture) are operating in Nepal. Due to
time and resource factors, it is not possible to study all of them regarding the

list as follow.
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Table No. 1

List of Licensed Commercial Bank

S. Name Estd
No. (BS)
1 Nepal Bank Ltd. 1994
2 Rastriya Banijya Bank 2022
3 Nabil Bank Ltd. (Prey. Nepal Arab Bank Ltd.) 2041
4 Nepal Investment Bank Ltd. (Prev. Nepal Indosuez Bank Ltd.) 2042
5 Standard Chartered Bank Nepal Ltd. (Prev. Nepal Grind lays 2043

Bank Ltd.)
6 Himalayan Bank Ltd 2049
7 Nepal SBI Bank Ltd. 2050
8 Nepal Bangladesh Bank Ltd. 2050
9 Everest Bank Ltd. 2051
10 | Bank of Katmandu Ltd. 2051
11 Nepal Credit & Commercial Bank Ltd. (Previous Nepal Bank of 2053
Ceylon)
12 | Nepal Industrial & Commercial Bank Ltd. 2055
13 | Lumbini Bank Ltd. 2055
14 | Machhapuchhre Bank Ltd. 2057
15 | Kumari bank Ltd. 2056
16 | Laxmi Bank Ltd. 2053
17 | Siddhartha Bank Ltd. 2058
18 | Prime Bank Ltd. 2063
19 | Citizens' Bank Ltd. 2063
20 | Bank of Asia Ltd. 2063
21 | Global Bank Ltd. 2063
22 | Sunrise Bank Ltd. 2063
23 | Development Credit Bank Ltd. 2064
24 | Nepal Merchant Bank Ltd. 2064
25 | Agriculture Development Bank Ltd. (became Commercial Bank) | 2064

Out of above listed commercial banks that are operating their activities in

Nepal. The following major 5 commercial banks have been selected for the

study.

Standard Chartered Bank Nepal Ltd. (Previously Nepal Grindlaya Bank Ltd.)

Evere
Nabil

st Bank Ltd.
Bank Ltd.(Napal Arab Bank Ltd.

Himalayan Bank Ltd.

Nepal

Investment Bank Ltd. (Previously Nepal Indosuez Bank Ltd.)
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The samples so selected are the major leading joint venture bank in Nepal
which are actively declaring dividend in most of the fiscal years. They have
the history of dividend declaration. The trends and practices of declaration of
dividend of the bank and its impact on stock price can request overall trend of
dividend declaration of joint venture banks of a small country like Nepal.

3.5 Tools and Techniques of Analysis

Data collected from various sources have been properly organized, analyzed
and presented in appropriate tables and formats. Such tables and formats are
subjected to interpretation and explanation as necessary. Specific financial
tools and statistical tools are used to analyze variables. Mainly, the analysis
has been done using following tools and methods:

3.5.1 Financial Tools:

Financial tools are those, which help to study the financial position of the
firms. The financial tools used in this study are as follows.

3.5.1.1 Earning Per Share (EPS)

Earning per share refers the rupee amount earned per share of common stock
outstanding. It measures the profitableness of the shareholders investment.
The earning per share shows the profitability of the banks on a per share basis.
The higher earning indicates the better achievements in terms of profitability
of the banks by mobilizing their funds and vice versa. In other words, the
earning per share indicates the strength and weakness of the bank.

Earning per Share is computed to know the earning capacity and to make
comparison between concerned banks. This ratio can be computed by dividing
the earning available to common shareholders by the total number of common

stocks outstanding. Thus,

_ Earnig Available to common stockholer

EPS

" Number of common stock Outstanding

3.5.1.2 Dividend per Share (DPS)

Dividend per share indicates the rupee earnings distributed to common
stockholders per share held by them. It measures the dividend distribution to
each equity shareholders. Dividend per share shows the portion of earning
distribution to the shareholders on per share basis. Generally, the portion of
earning distribution to the shareholders is on per share basis. Generally, the
higher DPS creates positive attitude of the shareholders toward the bank is

common stock, which consequently helps to increase the market value of the
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shares. And it also works as the indicator of better performance of the bank
management.
It is calculated by dividing the total dividend distributed to equity shareholders

by the total number of equity shares outstanding. Thus,

DPS = Total Amount of Dividend Paid to Ordinary Shareholder

Number of Ordinary Share Outstanding

3.5.1.3 Dividend Percent (DP)
Dividend percent is the ratio of dividend per share to the paid - up price per

ordinary share. It can be calculated as:

Dividend per Share
DP =

Paid—up Price per Share
3.5.1.4. Dividend Payout Ratio (DPR)

It is the proportion of earning paid in the form of dividend. This ration shows
what percentage profit is distributed as dividend and what percentage is
retained as reserve and surplus for the growth of the banks. The dividend
payout ratio of bank depends upon the earnings made by the bank. Higher
earning enhances the ability to pay more dividends and vice versa.

There is an inverse relationship between dividends and retained earnings. The
higher the dividend payout ratio, the lower will be the proportion of retained
earnings and vice versa. The capacity of internal financing of the firm is
checked by the retention ratio.

It is calculated as the percentage of the profit that is distributed as dividend.
This ratio is calculated by dividing dividend per share by the earning per share

by the earning per share. Thus,

_ Dividend per Share

DPR

Earning per Share
And, Retention Ratio = (1- Dividend payout ratio)
= (1-DPR)

3.5.1.5 Price Earning Ratio (P/E Ratio) / Earning Multiplier

Price earning ratio is also called the earnings multiplier. Price-earning ratio is
the ratio between market price per share and earning per share. In other
words, this represents the between market price per share and earning per
share. In other words, this represents the amount which investors are willing to

pay for each rupee of the firm's earnings
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The P/E ratio measures investor's expectation and market appraisal of the
performance of the firm. The higher P/E ratio implies the market share price of
a stock given the earning per share and the greater confidence of investor in
the firm's future. This ratio is computed by dividing earning per share to

market price per share. Thus,

_ Market Price per Share

P/E Ratio =

Earning per Share
3.5.1.6 Earning Yield
The Ratio shows the relationship between dividend per share and market value
per share. It is calculating by dividing dividend per share by Market value per
share. It gives some idea of how much an investor is earning for his money.

The share with higher earnings yield is worth buying. It is calculated as:

Earning per Share

Earning Yield = _
Market Price per Share

3.5.1.7 Dividend Yield (DY)

Dividend yield is a percentage of dividends per share on market price per
share. It measures the dividend in relation to market value of share. So
dividend yield is the dividend received by the investors as a percentage of

market prices in the stock market.

This ratio highly influences the market price per share because a small change
in dividend per share can bring effective change in the market value of the
share. The share with higher dividend yields is worth buying. Thus the price of
higher dividend yields increase sharply in the market. Dividend has important
guidance to commit funds for the buying of shares in the secondary market.
This ratio is calculated by dividing dividend per share by market price of the
stock. Thus,

Dividend per Share
DY = P

"~ Market price per Share

3.5.1.8 Mark Price per Share (MPS) to Book Value per Share (BVPS)

This Ratio measures the market the market situation per share in the
competitive open market with respect to book value per share of joint venture
banks. This ratio indicates the price that the market is paying for the share that

is reported from the net worth of the banks.
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This is important to compare the market share prices of different stocks on the
basis of the book value per share. It shows the market share price of a stock as
a percentage of book value per share and effect of later on the former. The
higher ratios represent to conclude that the better performance of joint venture
banks in terms of market price per share to book value per share. This ratio
can be derived by dividing market price per share by book value per share.
Thus,

_ Market Price per Share

MPS to BVPS Ratio

Book Value per Share

3.5.1.9 Net Worth Per Share
It is rupee value per share. It is calculated by dividing book value of net worth

by total number of share outstanding.

Net Worth
No.of Share Outstanding

NWPS =

3.5.2 Statistical Tools

Besides the financial tools, various statistical tools have been used to conduct
this stud. The result of analysis has been properly tabulated, compared,
analyzed and interpreted. In this study, the following statistical tools are used

to analyze the relationship between dividend and other variables.

3.5.2.1 Arithmetic Mean or Average (X)

An average is the value, which represents a group of values. It depicts the
characteristic of the whole group. It is an envoy of the entire mass of
homogeneous data. Generally the average value lies somewhere in between
the two extremes, i.e. the largest and the smallest items. It is calculated as

follows.

X1+ Xo+ X3+ .. + Xp
N

Arithmetic Mean X =

Arithmetic Mean X = %

Where, > X = Sum of the size of the items

N = Number of items

3.5.2.2 Standard Deviation
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Karl Pearson first introduced the concept of standard deviation in 1983.
Standard deviation is the positive square roots of the arithmetic average of the
squares of all the deviations measured form the arithmetic average of the
series. The standard deviation measures the absolute dispersion. The greater
the amount of dispersion the greater the standard derivation, i.e. greater will be
the magnitude of the deviations of the values form their mean.

Z(x— i)z
N

Standard Deviation (3) =
Where, N = Number of items in the series, X = Mean and X = Veriables
3.5.2.3 Coefficient of Variation (C.V.)

It is the measurement of the relative dispersion developed by Karl Pearson. It
is used to compare the variability of two or more series. The series with higher
coefficient of variation is said to be more variable, less consistent, less
coefficient of variation is said homogenous. On the contrary the series with
less coefficient of variation is said to be less variable, more consistent, more
uniform, more stable and more homogenous. It is denoted by C.V. and is

obtained by dividing the standard deviation by arithmetic mean.

SDx100
CV=——
X

3.5.2.4 Coefficient of Correlation (r)

The correlation analysis is the technique used to measure the closeness of the
relationship between the variables. It helps us in determining the degree of
relations between two or more variables. It describes not only the magnitude
of correlation but also its direction. The coefficient of correlation is a number,
which indicates to what extent two variables are related with each other and to

what extent variations in one leads to the variations in the other.

(= Cov (X,Y)
- 8x8y

The value of coefficient of correlation always lies between H. A. value of -1

indicates a perfect negative relationship between the variables and a value of +
lindicates a perfect positive relationship. A value of zero Indicates that there
is no relation among the variables. The zero correlation coefficient means the
variables are uncorrelated. The closer r is to +1, the close relationship between
the variables and closer r is to zero (0), the less close relationship. The
algebraic sign of the correlation coefficient indicates the direction of the

relationship between two variables, whether direct or inverse, while the
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numerical value of the coefficient is concerned with the strength, or closeness
of the relationship between two variables.
Thus, in this study, the degree of relationship between market price and other
relevant financial indicators such as dividend per share, dividend payout ratio
etc is measured by the correlation coefficient.
Under this study .the correlation between the following variables are analyzed.
a) Dividend per Share and Earning Per Share
b) Dividend per Share and Market Price per Share
C) Earning per Share and Market Price per Share
d) Market Price per Share and Dividend Payout Ratio
e) Dividend per Share and Net Worth Per Share
3.5.2.5 Probable Error [PE (r)]
Probable error of correlation coefficient, usually denoted by PE(r) is an old
measure of testing the reliability of an observed value of correlation

coefficient in so far as it depends upon the condition of random sampling.

1-r?
VN
Where, r = Correlation coefficient between x and y

PE(r) = 0.6745

N = the number of piers of observations

If the value of r is less than the probable error [i.e. r<PE(r)]; there is no
significant relation between X and Y.

If the value of r is greater than 6 times of the probable error [i.e. r>6PE(r)];
there is most significant relation between X and Y.

If PE(r) < r<6PE(r); there is moderate relation between X and Y.

In this study; probable error has been calculated to determine the reliability of
the value of coefficient of DPS and MPS, DPS and EPS, DPS and NWPS and
EPS and MPS.

3.5.2.6 Coefficient of Determination (r?)

The coefficient of determination is the primary way to measure the extent. or
strength, of the association that exists between two variables, x and y. It refers
to a measure of the total variance in a dependent variable that is explained by
its liner relationship to an independent variable. The coefficient of
determination is denoted by R? and the value lays between zero and unity, the
closer to unity and the greater the explanatory power. A value of one can

occur only if the unexplained variation is zero which simply means that all the
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data points in the scatter diagram fall exactly on the regression line. The R? is
always a positive number. It can't tell whether the relationship between the
two variables is positive or negative. The R? is defined as the ratio of

explained variance to the total variance. Thus,

Explained Variance

Coefficient of determination (r?) = _
Total Variance

Or

Unexplained Variance
r’=1-

Total Variance

3.5.2.7 Regression Analysis
Francis Galton was the first person to introduce the concept of regression.

Regression refers to an analysis, which involves the fitting of an equation to a
set of data points, generally by the method of least square. In other words the
regression is a statistical method for determining relationships between the
variables by the establishment of an approximate functional; relationship
between them. It is used to determine that whether the dependent variable is
influenced by the given independent variable or not. It is considered as a
useful tool for determining the strength of relationship between two (Simple
Regression) or more (Multiple Regression) variable. It is also used to predict
value of one variable given the value of other variables.
Simple linear regression analysis is used to find the relationship between two
variables. In this study, the following simple regressions have been analyzed.
a. Dividend Per Share on Earning Per Share

Y=a+bX

Where,

Y= Dividend Price per Share
a= Regression Constant
b= Regression Coefficient

x= Earning Per Share

The relationship between dividend Per Share (dependent variable) and earning

per share (independent variable) can be explained through this model.

b. Market Price Per Share on Dividend Per Share
Y =a+bX

Where,
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Y = Market Price per Share
a = Regression Constant
b = Regression Coefficient

X = Dividend per Share
C. Market Price Per Share on Earning Per Share
Y = a+bX

Where,

Y = Market Price per Share
a = Regression Constant

b = Regression Coefficient

X = Earning Per Share
d. Market Price Per Share on Dividend payout Ratio
Y=a+bX

Where,

Y = Market Price per Share
a = Regression Constant

b = Regression Coefficient

X = Dividend payout Ratio
e. Dividend Per Share on Net worth per Share
Y = a+bX

Where,

Y = Dividend per Share

a = Regression Constant

b = Regression Coefficient

X = Net worth per Share

Multiple Regression analysis, two or more independent variables are
used to estimate the values of dependent variable. It is the extension if
simple regression technique. In this study, the following multiple

regression analysis have been analyzed.

a. Market price Per Share on Earning per Share and Dividend per Share
Y=a+tbi X1 + bas X
Where,

56



Y= Market Price per Share
a= Regression Constant

b1, b, = Regression coefficient of 1t and 2" variables
respectively.

x1= Earning Per Share

xo= Dividend per Share
It helps to predict the Market Price per Share on Earning per Share and
Dividend Payout Ratio.
b. Market price Per Share on Price earning ratio and Divided payout
ratio

Y=a+bhi1 X1 + boX>
Where,

Y= Market Price per Share
a= Regression Constant
b1, = Regression coefficient of 1t variables
b, = Regression coefficient of 2" variables
X1= Price Earning Ratio
x2= Dividend payout ratio
This model helps to predict the intercept of Price per Share on Price

Earning Ratio and Dividend Per Share.

a. Regression Constant (a)

The value of constant is the intercept of the model, when the independent
variable(s) is zero: it is indicates the average level of dependent variable.
In other word, it is better it understand that 'a' (constant) indicates the mean
or average effect on dependent variable of all the variables omitted from

the model.

b. Regression Coefficients (b1, bz, ba........ )

The regression coefficient of each independent variable shows the
relationship between that variable and value of dependent variable, holding
the effects of all other independent variables of the regression model
constant. In other words, these coefficients explain how changes in

independent variables affect the values of dependent variable estimate.

c. Standard Error of Estimate (S.E.E.)
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Practically, the perfect prediction is not possible with the help of
regression equation. Standard Error of Estimate is used to measure the
reliability of the estimating equation. It measures the variability, or scatter
of the observed values around the regression line. It also measures the
reliability of the estimating equation, indicating the variability of the

observed values differ from their predicated values on the regression line.

The larger the value of S.E.E., the greater the scattering or dispersion of
points around the regression line, conversely, if S.E.E. is equals to zero,
then, there is no variation about the line and the correlation will be perfect.
So, we expect the Estimating equation to be a 'perfect’ estimator of the
dependent variable. In that case, all the data points would lie directly on
the regression ling and no points would be scattered around it. Similarly,
the smaller the S.E.E., the closer will be the dots to the regression line and
the better the estimates based on the equation for this line. Thus, with the
help of standard error of estimate, it is possible for ascertaining how well
and representative the regression line is as a description of the average

relationship between two series.

3.5.2.8 Test of Hypothesis
Two way ANOVA

In two way classification, the statistical data are classified on the basis of
two factors i.e. the effects of two factors are simultaneously taken in to

consideration in two way ANOVA.
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CHAPTER-IV
PRESENTATION AND ANALYSIS OF DATA

Presentation and analysis of data is the major part of this research study. Using
various financial variables and statistical tools discussed in 'Research
Methodology’, the data are analyzed to achieve the specified objective of the
study. This study is highly supported the dividend distribution practice of joint

venture commercial banks.

4.1 Analysis of Financial Indicators:

4.1.1 Earning Per Share

Earning per share refers the rupee amount earned per share of common stock
outstanding. It measures the profitableness of the shareholders investment.
The earning per share shows the profitability of the banks on a per share basis.
The higher earning indicates the better achievements of the profitability of the
banks by mobilizing their funds and vice versa. The earning per share of the

banks under study is tabulated as follows:

Table No. 2

Earning Per Share of Concern Banks

Year SCBNL HBL NABIL EBL NIBL
2002-03 149.30 49.45 84.66 29.90 39.56
2003-04 143.55 49.05 92.61 45.58 51.70
2004-05 143.14 47.91 105.49 54.22 39.50
2005-06 175.84 59.24 129.21 62.80 59.35
2006-07 167.37 60.66 137.08 78.40 62.57

Mean 155.84 53.26 109.81 54.18 50.54

SD 14.90 6.15 22.73 18.20 10.80

Cv 9.56 11.55 20.70 33.60 21.37

Source: Annual Reports of SEBON
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Figure No. 1

Earning Per Share of Concern Banks
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The EPS of SCBNL range between Rs. 175.84 to Rs. 143.14 during the period
of study. During this period, the average EPS is Rs. 155.84. The standard
deviation of the EPS under the period of study is 14.90. The C. V. of 9.56
indicates that there is a moderate fluctuation of 9.56% in the EPS of SCBNL,
during the period of study.

During the period of study, Himalayan Bank Limited (HBL) has an average
EPS of Rs. 53.26 with standard deviation of 6.15. The EPS range between Rs.
60.66 to Rs. 49.05. The coefficient of variation shows that there is a
fluctuation of 11.55% in EPS of HBL.

The average EPS of NABIL Bank Ltd, during this period of study is Rs.
109.81. It stayed within the range of Rs. 137.08 to Rs. 84.66. The Standard
deviation of EPS is 22.73 whereas the coefficient of variation is 20.70. The C.

V. indicates a moderate fluctuation in the EPS of the bank

Everest Bank Ltd. has the EPS range between Rs. 78.40 to 29.90 during the
period of study. An average of Rs. 54.18 is noted during this period. The
standard deviation of the EPS is 18.20. The C.V. of 33.60 indicates that there
is a fluctuation of 33.60% in the EPS during the period of study.

Nepal Investment Bank Ltd (NIBL), within the period of study, has an average
EPS of Rs. 50.54, ranging between Rs. 62.57 to Rs. 39.50. The standard
deviation is 10.80 and the fluctuation of 21.37 in the EPS is seen during this

period, which is shown by the coefficient of variation of the bank.
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From the above analysis, it can be seen that the average EPS of SCBNL is the
highest and that of NIBL is lowest. The EPS range of the bank under study
during this period is between Rs. 175.84 and Rs. 29.90. Similarly the standard
deviation of NABIL is highest and HBL is the lowest. The coefficient of
variation of these banks shows that there is fluctuation in the EPS. If

compared, SCBINL has the most consistent EPS among all sample banks.

4.1.2 Dividend Per Share (DPS)

Dividend per share is the rupee earnings distributed per share to common
stockholders. Dividend per Share shows the portion of earning distributed to
the shareholders on per share basis. Generally, the higher DPS creates positive
attitude among the shareholders toward the bank, which accordingly helps to
increase the market value of shares. It also works as the indicator of better
performance of the bank management. The dividend per share of the banks

under study is stated in the table below:

Table No. 3

Dividend per Share of Concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 110.00 1.32 50.00 20.00 20.00
2003-04 110.00 0.00 65.00 20.00 15.00
2004-05 120.00 11.58 70.00 0.00 12.50
2005-06 130.00 30.00 85.00 25.00 20.00
2006-07 80.00 15.00 100.00 10.00 5.00
Mean 110.00 11.58 74.00 15.00 14.50
SD 18.71 12.15 19.17 10.00 6.22
Cv 17.01 104.91 25.91 66.67 42.93

Source: Annual Reports of SEBON
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DPS (Rs.)

Figure No. 2

Dividend per share of Concerned Banks
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The average DPS of SCBNL is Rs. 110 with the standard deviation of 18.71.
The highest and lowest DPS are Rs 130 and Rs 80 respectively. The
coefficient of variation is 17.01% which indicates that there is low fluctuation
in the DPS of SCBNL during the period of study.

Himalayan Bank Ltd. (HBL) has an average DPS of Rs 11.58. The highest
DPS is Rs 30 whereas it has not paid dividend in the years 2003/04. The
standard deviation is 12.15 and coefficient of variation is 104.91%. The CV
indicates that the DPS of HBL is highly fluctuating.

The average DPS of NABIL Bank Ltd, during the period of study is Rs 74. It
is within the range of Rs 100 and Rs 50. The standard deviation of DPS is
19.17 whereas the coefficient of variation of 25.91% indicates the moderate
fluctuating nature of DPS in NABIL Ltd.

Everest Bank Ltd. (EBL) paid the highest DPS of Rs. 25 whereas it has not
paid dividend in the years 2004/05. An average DPS of Rs. 15 has been noted
during the study period. The standard deviation of the DPS is 10. The CV of
66.67% indicates that there is a high fluctuation in the DPS of EBL.

Nepal Investment Bank Ltd. has an average DPS of RS 14.50, ranging
between Rs. 20 and Rs 5 during the period of study. The standard deviation is
6.22 and the fluctuation of 42.93% in the DPS is seen during this period.
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From the above calculation, SCBNL has the highest average DPS and HBL
has the lowest. The CV indicates that among the banks under study during the
period, SCBNL has the highest consistency in paying dividend whereas the
DPS of HBL is highly fluctuating.

4.1.3 Dividend Payout Ratio (DPR)

The proportion of earning paid in the form of dividend is called Dividend
Payout Ratio (DPR). This ratio shows what percentage of the profit is
distributed as dividend and it is measured in percentage. The dividend payout
ratio of a bank depends upon the earnings made by the bank. The DPR of the
banks under study are stated in the table and graph is as follows:

Table No. 4

Dividend payout ratio of Concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 73.68 2.67 59.06 66.89 50.56
2003-04 76.63 0.00 70.19 43.88 29.01
2004-05 83.83 24.17 66.36 0.00 31.65
2005-06 73.93 50.64 65.78 39.81 33.70
2006-07 47.80 24.73 72.95 12.75 7.99
Mean 71.11 20.44 66.87 32.67 30.58
SD 13.69 20.48 5.25 26.51 15.19
Ccv 19.26 100.20 7.86 81.15 49.67

Source: Annual Reports of SEBON
Figure No. 3
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The average DPR of SCBNL is 71.17%. It means that SCBNL generally pays
71.17% of its net earning as dividend to its shareholders. The standard
deviation of DPR is 13.69. The coefficient of variation is 19.26%. This value
elucidate that there is only about 19.26% fluctuations in the DPR of the bank
over the years.
An average DPR of 20.44% of Himalayan Bank Ltd. indicates that HBL
generally pays out 20.44% of its earning as dividend. The standard deviation is
20.48 and CV is 100.20 which indicate that the DPS of HBL widely varies
during the period of study.
Nabil Bank Ltd has an average 66.87% during the period of study. It means
that it generally pays 66.87% of its earning to its shareholders in form of
dividend. The standard deviation of DPR is 5.25 whereas the coefficient of
variation of 7.86% indicates the nominal fluctuating nature of DPR in NABIL Bank
Ltd.
An average DPR of 32.67% is noted during the study period for Everest Bank
Ltd. The standard deviation of the DPR is 26.51. The CV of 81.15% shows a
high fluctuation behavior of dividend payment by Everest Bank Ltd.
Nepal Investment Bank Ltd. has an average DPR of 30.58% which indicate
that NIBL is generally paying 30.58% of its earning as dividend to its
shareholders. The standard deviation of DPR is 15.19. The CV of 49.67%
indicates a moderate fluctuation behavior of dividend payment by Nepal
Investment Bank Ltd.
The above calculation shows that SCBNL has a high DPR where as HBL has
lowest DPR among all banks under study. HBL has highest CV whereas
NABIL has the lowest CV among all banks under study. It shows that NABIL
has the uniform dividend payment. Generally there are three categories of
Dividend payout Ratio as conservative (0-20%), moderate (21-50%) and
Aggressive (51-100%). If we analysis the above data using this criteria,
SCBNL has adopted most aggressive dividend policy in 2002/03, 2003/04/,
2004/05 and 2005/06 but moderate dividend policy in 2066/07. HBL has
adopted conservative dividend policy in first two years of study period and
moderate dividend policy in remaining three years of study period. NABIL has
aggressive dividend policy throughout the study of period. EBL has adopted
aggressive dividend policy in 2002/03, moderate dividend policy in 2003/04
and 2005/06 and conservative dividend policy in 2004/05 and 2006/07. Nepal
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investment Bank has adopted moderate dividend policy in first four years and

conservative dividend policy in last year of study period.

4.1.4 Dividend Percent (DP)
Dividend percentage (DP) is the ratio of DPS to the paid of price (face value)
per share. It is measured in percentage. The dividend percent during the period

of study are presented in the following table.

Table No. 5
Dividend Percent of Concerned Banks

Year SCBNL HBL NABIL EBL NIBL
2002-03 110.00 1.32 50.00 20.00 20.00
2003-04 110.00 0.00 65.00 20.00 15.00
2004-05 120.00 11.58 70.00 0.00 12.50
2005-06 130.00 30.00 85.00 25.00 20.00
2006-07 80.00 15.00 100.00 10.00 5.00
Mean 110.00 11.58 74.00 15.00 14.50
SD 18.71 12.15 19.17 10.00 6.22
Cv 17.01 104.91 2591 66.67 42.93

Source: Annual Reports of SEBON
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All the banks under study have same paid up price of Rs. 100 per share but the
DPS is different. From the above data SCBNL pays the highest percent
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dividend of the face value of share and NIBL is the lowest. The C. V. indicates
that amount the banks under study during the period. SCBNL has the highest
consistency in dividend percent whereas the dividend percent of HBL is

highly fluctuating.

4.1.5 Market Price per Share (MPS)
MPS is the price of share on which shares are traded in the secondary market.
The average market price per share of the banks under study is presented in
table and in graphical form are as follows:

Table No. 6

Market price per share of Concerned Banks

Year SCBNL HBL NABIL EBL NIBL
2002-03 1640.00 836.00 740.00 445.00 795.00
2003-04 1745.00 840.00 1000.00 680.00 940.00
2004-05 2345.00 920.00 1505.00 870.00 800.00
2005-06 3775.00 1100.00 2240.00 1379.00 1260.00
2006-07 5900.00 1740.00 5050.00 2430.00 1729.00
Mean 3081.00 1087.20 2107.00 1160.80 1104.80
SD 1791.05 380.29 1741.80 788.45 396.78
CvVv 58.13 34.98 82.67 67.92 35.91

Source: Annual Reports of SEBON

Figure No. 5
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The average of closing MPS of Standard Chartered Bank Nepal Ltd (SCBNL)
during the period of study is Rs 3081 with standard deviation of 1791.05 and a

coefficient of variation of 58.13%.
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During the period of study, Himalayan Bank Ltd has an average closing MPS
of Rs 1087.20 with standard deviation of 380.29. The coefficient of variation
shows that there is a fluctuation of 34.98% in closing MPS of HBL.
The average of closing MPS of NABIL Bank Ltd during this period of study is
Rs 2107. It stayed within the range of Rs 5050 and Rs 740. The standard
deviation of closing MPS is 1741.80 whereas the coefficient of variation is
82.67%. The CV indicates a huge fluctuation in the closing MPS if the bank.
Everest Bank Ltd has the closing MPS range between Rs 2430 and Rs 445
during the period of study. An average closing MPS of Rs 1160.80 is noted
during this period of study. The standard deviation of the closing MPS is
788.45. The CV of 67.92% indicates that there is a moderate fluctuation of
67.92% in the closing MPS of EBL during the period of study.
Nepal Investment Bank Ltd. (NIBL), within the period of studying, has an
average closing MPS of 1104.80 ranging between Rs 1729 and Rs 795. The
standard deviation is 396.78 and the fluctuation of 35.91 in the closing MPS is
seen during this period of study.
From the above calculation and data, it can be seen that the average closing
MPS of SCBNL is the highest and that of HBL is the lowest. Similarly the
standard deviation of SCBNL is the highest whereas HBL is lowest. The
coefficient of variation of these banks shows that there is an above moderate
level of fluctuation in the MPS.
4.1.6 Price Earning Ratio (P/E Ratio)
Price-earning ratio is the ratio between market price per share and earning per
share. It is also called earning multiplier. The price-earning ratio of the banks
under study is presented in table as follows.

Table No. 7

Price Earning Ratio of Concerned Banks

Year SCBNL HBL NABIL EBL NIBL
2002-03 10.98 16.91 8.74 14.90 20.10
2003-04 12.16 17.12 10.80 14.90 18.18
2004-05 16.38 19.20 14.27 16.00 20.25
2005-06 21.47 18.57 17.34 22.00 21.23
2006-07 35.25 28.69 36.84 31.00 27.63
Mean 19.25 20.10 17.60 19.76 21.48
SD 9.85 4.90 11.25 6.94 3.61

Cv 51.17 24.38 63.92 35.12 16.81

Source: Annual Reports of SEBON
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Figure No. 6

Price Earning Ratio of Concerned Banks
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The average P/E Ratio during this period of study is 19.25. It is within the
range of 35.25 and 10.98. The standard deviation of P/E Ratio is 9.85 whereas
the coefficient of 51.17% indicates the moderate fluctuation nature of P/E
Ratio in SCBNL.

Himalayan Bank Ltd (HBL) has an average P/E Ratio of 20.10, ranging
between 28.69 and 16.91, during the period of study. The standard deviation is
4.90 and the fluctuation of 24.38% in the P/E Ratio is seen during this period.
NABIL Bank Ltd has an average P/E Ratio of 17.60. The standard deviation is
11.25 and CV is 63.92%. The CV indicates that the P/E Ratio of NABIL Bank
Ltd is quite fluctuating.

The average P/E Ratio of EBL is 19.76 with standard deviation of 6.94. The
coefficient of variation is 35.12%, which indicates that the bank has the
moderate fluctuation in P/E Ratio during the period of study.

Nepal Investment Bank Ltd. has the highest P/E Ratio of in 27.63 in Fiscal
Year 2006/07. An average P/E Ratio of 21.48 has been noted during the study
period. The standard deviation of the P/E Ratio is 3.61. The CV of 16.81%
indicates that there is low fluctuation in the P/E Ratio of NIBL.

From the above calculation, NIBL has the highest average P/E Ratio and
NABIL has the lowest. The CV indicates that among the banks under study
period, NIBL has the highest consistency in P/E Ratio whereas the P/E Ratio
of NABIL is highly fluctuating.

4.1.7 Earning Yield (EY)
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Earning yield is the percentage of earning per share to market price per share

in the secondary market. It gives an idea of how much an investor might get

for his money. The share with higher earnings yield is worth buying. Earning

yield of the banks under study is presented in the table and graph is as follows:
Table No. 8

Earning Yield of Concerned Banks

Year SCBNL HBL NABIL EBL NIBL
2002-03 9.10 5.92 11.44 6.72 498
2003-04 8.23 5.84 9.26 6.70 5.50
2004-05 6.10 5.21 7.01 6.23 494
2005-06 4.66 5.39 5.77 4.55 471
2006-07 2.84 3.49 2.71 3.23 3.62
Mean 6.19 5.17 7.24 5.49 4.75
SD 2.56 0.98 3.33 1.54 0.69
CcVv 41.36 19.06 45.99 28.05 14.62

Source: Annual Reports of SEBON
Figure No. 7
Earning Yield of Concerned Banks

160.00

140.00 X

120.00 —i—

100.00 NIBL

. 80.00 EBL
@ 60.00
o« 20,00 == NABIL
> | 2000 HBL
0.00 .
3 5 8 8 5 § 8 3 oW
8 3 3 &8 g =
R & & & R§
FY

The average EY of 6.19% with the standard deviation of 2.56 is seen for
Standard Chartered Bank Nepal Ltd. (SCBNL). The highest and lowest EY are
9.10% and 2.84% respectively. The coefficient of variation is 41.36%, during
the period of study.

Himalayan Bank Ltd (HBL) has an average EY of 5.17%. The standard
deviation is 0.98 and the coefficient of variation is 19.06%. The CV indicates

that the EY of HBL is less fluctuating.
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The average EY of NABIL Bank Ltd, during this period of study is 7.24%
within the range of 11.44% and 2.71%. The standard deviation of EY is 3.33
whereas the coefficient of variation of 45.99% which indicates that there is a
quite fluctuation in the EY of NABIL.

For Everest Bank Ltd. (EBL) has an average EY of 5.49% was noted during
the period of study. The standard deviation of the EY is 1.54. The coefficient
of variation of 28.05 indicates that there is a moderate fluctuation in the EY of
EBL.

Nepal Investment Bank Ltd has an average EY of 4.75%, ranging between
5.50% and 3.62%, during the period of study. The standard deviation is 0.69
and the fluctuation of 14.62% in the EY is seen during this period.

From the above calculations, NABIL has the highest average EY and NIBL
has the lowest. The CV indicates that among the banks under study during the
period, HBL has the highest consistency in its earning yield whereas the
earning yield of NABIL is highly fluctuating.

4.1.8 Dividend Yield (DY)

Dividend vyield is the percentage of DPS on MPS. It measures the dividend in
relation to market value of share. It is the dividend received by the investors as
a percentage of market prices per share in the stock market. This ratio highly
influences the market price per share because a small change in dividend per
share can bring effective change in the market value of the share. The dividend

yield of the banks under study is presented in the table and graph is as follows:

Table No. 9
Dividend Yield of Concerned Banks
Year SCBNL HBL NABIL EBL NIBL
2002-03 6.71 0.16 6.76 4.49 2.52
2003-04 6.30 0.00 6.50 2.94 1.60
2004-05 5.12 1.26 4.65 0.00 1.56
2005-06 3.44 2.73 3.79 181 1.59
2006-07 1.36 0.86 1.98 0.41 0.29
Mean 4.59 1.00 4.74 1.93 151
SD 2.20 1.09 1.98 1.84 0.79
CVv 47.93 109.00 41.77 95.34 52.62
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Source: Annual Reports of SEBON

Figure No. 8
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The DY of Standard Chartered Bank Nepal Ltd ranges between 6.71% and
1.36% during the period of study. During this period, the average DY is
4.59%. The standard deviation of the DY under the period of study is 2.20.
The CV of 47.93 indicates that the fluctuation of in DY of SCBNL is
moderate.

During the period of study, Himalayan Bank Ltd. has an average DY of 1.00%
with a standard deviation of 1.09. The DY ranges between 2.73% and 0%. The
coefficient of variation shows that there is a fluctuation of 109.00% in DY of
HBL which indicates that the fluctuation of DY of HBL is huge.

The average DY of NABIL Bank Ltd, during this period of study is 4.74%. It
stayed within the range of 6.76% and 1.98%. The standard deviation of DY is
1.98 whereas the coefficient of variation is 41.77%. The CV indicates a
moderate fluctuation in the DY of the NABIL Bank.

Everest Bank Ltd. (EBL) has the DY ranges between 4.49% and 0% during
the period of study. An average DY of 1.93% is noted during this period. The
standard deviation of the DY is 1.84. The CV of 95.34% indicates that there is
a fluctuation of 95.34% in the DY of EBL during the period of study, which is
significantly high.

Nepal Investment Bank Ltd., within the period of study, has an average DY of
1.51% ranging between 2.52% and 0.29%. The standard deviation is 0.79 and

71



the fluctuation of 52.62% in the DY, shown by coefficient of variation of the
bank is moderate.

From the above data and calculations, it can be seen that the average DY of
NABIL is the highest and that of HBL is the lowest. The DY range of the
blanks under study during the period is between 6.76% and 0.00%. Similarly
the standard deviation of SCBNL is the highest and NIBL is the lowest. The
coefficient of variation of these banks shows a high level of fluctuation in the
DY.

4.1.8 Market Price Per Share (MPS) to Book Value Per Share (BVPS)
This ratio measures the market situation per share in the open market with
respect to book value per share. In other words it is the ratio between MPS and
BVPS. It compares the price that the market is paying for the share with the
value of shares based on net worth of the banks. The higher ratios indicate the
better performance in terms of MPS to BVPS. The ratio is presented in the

table and graph is as follows:

Table No. 10
Market price per share to book value per share of Concerned Banks
Year SCBNL HBL NABIL EBL NIBL
2002-03 4.07 3.37 2.77 2.96 3.68
2003-04 4.37 3.40 3.32 3.96 3.81
2004-05 5.55 3.84 4.46 5.14 4.00
2005-06 8.06 4.81 5.87 7.42 5.26
2006-07 11.52 6.57 12.07 10.48 7.38
Mean 6.71 4.40 5.70 6.00 4.83
SD 3.11 1.35 3.75 3.01 1.56
CcVv 46.35 30.68 65.79 50.17 32.30
Source: Annual Reports of SEBON
Figure No. 9
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The average ratio of MPS to BVPS of SCBNL is 6.71. The standard deviation
of the ratio is 3.11. The coefficient of variation is 46.35%. This value elucidate
that there is only about 46.35% fluctuations in the ratio of MPS of BVPS of
the bank over the years.

An average MPS to BVPS ratio of 4.40 of Himalayan Bank Ltd. is noted
during the period of study. The standard deviation is 1.35 and coefficient of
variation is 30.68%. The CV indicates that the ratio of MPS to BVPS of HBL
is moderately fluctuating during the period of study.

NABIL Bank Ltd. has an average MPS to BVPS ratio of 5.70 during this
period of study. The standard deviation of the ratio is 3.75 whereas the
coefficient of variation of 65.79% indicates the high fluctuation nature of MPS
to BVPS ratio in NABIL Bank Ltd.

An average MPS to BVPS ratio of 6.00 is noted during the study period for
Everest Bank Ltd. The standard deviation of the ratio of MPS to BVPS is 3.01.
The C. V. 50.17% shows a moderate fluctuation in the ratio between MPS and
BVPS during the study period.

Nepal Investment Bank Ltd. (NIBL) has an average MPS to BVPS ratio of
4.83. The standard deviation of this ratio is 1.56. The CV of 32.30% indicates
moderate level of variation in ratio of MPS to BVPS to the bank.

The above calculation shows that, the average ratio of MPS to BVPS of SCBL
is the highest among the banks under study, while this ratio is lowest for HBL.
Further the CV of the ratio of MPS to BVPS shows consistency in the ratio of
HBL and wide fluctuation in the ratio of NABIL.

4.1.9 Net Worth Per Share (NWPS)

The net worth per share is the value per share of total net worth. It is

calculated dividing total net worth by total numbers of shares outstanding. The
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net worth per share of the bank under study is stated in the table and figure is

as follows:
Table No. 11
Net worth per share of Concerned Banks
Year SCBNL HBL NABIL EBL NIBL
2002-03 403.16 247.82 267.30 150.10 216.23
2003-04 399.24 246.93 301.37 171.53 246.88
2004-05 422.37 239.59 337.16 169.15 199.83
2005-06 468.22 228.72 381.36 185.87 239.67
2006-07 512.12 264.73 418.39 231.95 234.37
Mean 441.02 245.56 341.12 181.72 227.40
SD 48.27 13.17 60.49 30.83 19.13
CVv 10.95 5.36 17.73 16.96 8.41
Source: Annual Reports of SEBON
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The Net worth per share of SCBNL rages between RS 403.16 and Rs. 399.24
during the period of study. The average NWPS of SCBNL is Rs 441.02 and
the standard deviation of NWPS under the period of study is 48.27. The
coefficient of variation 10.95% shows the lower fluctuation of NWPS of
SCBNL.

During the period of study, Himalayan Bank Ltd has average NWPS is Rs
245.56. It is stayed with the range of Rs 264.73 and Rs 228.72. The standard
deviation of NWPS of HBL is 13.17 and coefficient of variation of 5.36%

indicates the lowest fluctuation of NWPS of HBL during the period of study.
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The NABIL bank Itd. has an average NWPS is Rs 341.12 and its range between Rs

418.39 and Rs 267.30. The standard deviation of NWPS of NABIL is 60.49. The

coefficient of variation of 17.73% shows that is pure consistency of NWPS of
NABIL bank Itd.
Similarly the average NWPS of EBL is Rs 181.72. The range of NWPS of
EBL has RS 231.95 and Rs 150.10. The standard deviation of NWPS of EBL
is 30.83 and its CV of 16.96% indicates the fluctuation of NWPS of EBL is

under moderate level during the period of study.

In the same way, the average NWPS of NIBL is 227.40 within the range of Rs
246.88 and Rs 199.83. The standard deviation of NWPS is 19.13 and
coefficient of variation of NWPS of NIBL is 8.41% which indicates that there

is very low fluctuation in NWPS of NIBL during the period of study.

The above data analysis and chart shows the average Net worth per share
(NWPS) of the bank under study range between Rs 441.02 (SCBNL) and Rs
341.12 (NABIL), HBL, NIBL, and EBL have the average NWPS of Rs
245.56, Rs 227.40 and Rs 181.72 respectively. Similarly, the CV shows the
highest consistency in NWPS of HBL (5.36%) and NIBL (8.41%) whereas the
NWPS of NABIL has the highest fluctuating tendency (17.73%) where EBL

has CV of 16.96% shows moderate level of fluctuation.

4.2 Company wise Analysis of Commercial Banks

4.2.1 Financial Situation of SCBNL
Table No. 12

Financial Situation of SCBNL

Variables | Minimum | Maximum | Mean S.D. C.V.

EPS 143.14 175.84 155.84 14.9 9.56
DPS 80 130 110 18.71 17.01
DP Ratio 47.8 83.83 71.11 13.69 19.26
MPS 1640 59 3081 1791.05 58.13
PE Ratio 10.98 35.25 19.25 9.85 51.17
EY 2.84 9.1 6.19 2.56 41.36
DY 1.36 6.71 4.59 2.2 47.93
NWPS 399.24 512.12 441.02 48.27 10.95
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Source: Annual Reports of SCBNL

SCBNL has average EPS of Rs 155.84. Its standard deviation is 14.90 and
coefficient of variation of 9.56% indicates the consistency in EPS of this bank.
The range of EPS of this bank is between Rs 143.14 and Rs. 175.84. DPS of
this bank is range between Rs 80 and Rs 130 and average DPS is 110. Its
standard deviation is 18.71 and coefficient of variation of this bank is 17.01%
which is very low fluctuation. The DP Ratio of this bank ranged between
47.87% and 83.83% and its average DP ratio is 71.17%. The standard
deviation is 13.69 and C.V. of DP ratio is 19.26%. This also shows
consistency of DP ratio. The MPS of this bank ranged between Rs 1640 and
Rs 5900 and average MPS of Rs 3081. The standard deviation and C.V. is
1791.05 and 58.13% respectively. The price earning ratio is range between
10.98 and 35.25 and its average PE ratio is 19.25. The standard deviation is
9.85 and coefficient of variation of 51.17% is indicating the under moderate
fluctuation. Similarly the average earning Yield (EY) is 6.19% which is range
between 2.84% and 9.10%. The standard deviation of EY is 2.56 and CV is
41.36%. The dividend Yield (DY) is ranged between 1.36% and 6.71% and
average DY under the studying period is 4.59%. The standard deviation is
2.20 with its CV of 47.93%. In the same way the average of net worth per
share of SCBNL is range between 441.02 and standard deviation of NWPS is
48.27 with CV of 10.95%.

In the above table we show the consistency in the all financial indicators. The
bank paid dividend continues in the period of study. There is positive
relationship between DPS and MPS.

4.2.2 Financial Situation of HBL

Table No. 13

Financial Situation of HBL

Variables | Minimum | Maximum Mean S.D. C.v.

EPS 4791 60.66 53.26 6.15 11.55
DPS 0 30 11.58 12.15 104.91
DP Ratio 0 50.64 20.44 20.48 100.2
MPS 836 1740 1087.2 380.29 34.98
PE Ratio 16.91 28.69 20.1 4.9 24.38
EY 3.49 5.92 5.17 0.9854 19.06
DY 0 2.73 1 1.09 109
NWPS 228.72 264.73 245.56 13.17 5.36
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Source: Annual Reports of HBL
HBL has an average EPS is Rs 53.26 and it is the range between Rs 47.91 and
Rs 60.60. The standard deviation of EPS is 6.15 and its CV shows low
fluctuation of EPS of HBL which is only 11.55% during the period of study.
The DPS is range between Rs 0.00 and Rs 30.00 and average of DPS is Rs
11.58. The standard deviation of DPS is 12.15 with CV 104.91%. The CV is
indicating that there is over fluctuation in DPS during the period of study. The
average DP is 20.44 with standard deviation of 20.48 and the CV of DPR is
100.20% shows that there is also over fluctuation of DPR.
The MPS is range between Rs 836 and Rs 1740 and average of MPS is Rs
1087.20. The standard deviation of MPS is 380.29 and CV 34.98%. The CV
indicates that there is moderate fluctuation in MPS of HBL. The P/E ratio is
ranged between 16.91% and 28.69% and its average is 20.10%. The standard
deviation and coefficient of variation is 4.90 and 24.38% respectively.
Similarly, the average of earning Yield (EY) is 5.17%. Which range between
3.49% and 5.92%. The standard deviation is 0.98 with the CV of 19.06%. The
banks dividend Yield is ranged between 0% and 2.73% with the average of
1%. The standard deviation of DY is 1.09 and its coefficient of variation of
109% is indicating the high fluctuating of DY under the period of study. The
NWPS of this bank is ranged between Rs 228.72 and Rs 264.73 and the
average of NWPS is Rs 245.56. The standard deviation and C is 13.17 and
5.36% respectively of NWPS of HBL.
By studying above table, we can found that the bank is paying dividend
continue but there is high fluctuation in paying dividend. In this table we can

see the increase is DPS as well as increasing in MPS during the period of

study.
4.2.3 Financial Situation of NABIL Bank Ltd.
Table No. 14
Financial Situation of NABIL Bank Ltd
Variables | Minimum Maximum Mean S.D. C.V.

EPS 84.66 137.08 109.81 22.73 20.7
DPS 50 100 74 19.17 25.91
DP Ratio 59.06 72.95 66.87 5.25 7.86
MPS 740 5050 2107 1741.8 82.67
PE Ratio 8.74 36.84 17.6 11.25 63.92
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EY 2.71 11.44 7.24 3.33 45.99
DY 1.98 6.76 4.74 1.98 41.77
NWPS 267.3 418.39 341.12 60.49 17.73

Source: Annual Reports of NABIL

The average EPS of NABIL has Rs 109.81 and it is ranged between Rs 84.66
and Rs 137.08. The standard deviation of EPS is 22.73 and CV is 20.70%. The
CV indicates the under moderate fluctuation of EPS. The DPS of NABIL is
ranged between Rs 50 and Rs 100 with the average of Rs 74 and its standard
deviation is 19.17. The CV of 25.91% is say that it is also under moderate
fluctuation. The DP ratio of this bank is ranged between 59.06% and 72.954%
and its average DP ratio is 66.87%. The standard deviation of DP ratio is 5.25
with the CV of 7.86%. The CV shows the consistency in the DP ratio of the
NABIL bank Ltd.

The average MPS of the NABIL is Rs 2107 ranging between Rs 740 to Rs
5050. The standard deviation of MPS is 1741.80 and CV of 82.67% indicate
the over fluctuation if MPS of NABIL bank. The average PE ratio is 17.60 and
the standard deviation and CV of PE ratio of NABIL bank is 11.25 and
63.92% respectively.

Similarly, the average of earning of earning yield (EY) of NABIL is 7.24%
ranged between 2.71% and 11.44%. The standard deviation is 3.33. The CV of
EY 45.99% shows that there is moderate fluctuation EY of NABIL bank. The
dividend Yield (DY) of NANIL ranged between 1.98% and 6.76% with the
average of 4.74%.The standard deviation of DY of this bank is1.98 and its
coefficient of variation of 41.77% is also net worth per share is Rs 341.12 and
it is ranged between Rs 267.30 and Rs 418.39.The standard deviation of
NWPS of NABIL bank Ltd.

In the above table we can see that the relationship of dividend per share (DPS)
and MPS is positive. Increasing DPS as well as increasing MPS are vice-versa.
But the increasing ratio MPS is greater than the increasing ratio of DPS and

same condition is seen in the NWPS.
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4.2 .4 Financial Situation of EBL

Table No. 15

Financial Situation of EBL

Variables | Minimum Maximum Mean S.D. CV.
EPS 29.9 78.4 54.18 18.2 33.6
DPS 0 25 15 10| 66.67

DP Ratio 0 66.89 32.67 2651 | 81.15
MPS 445 2430 116.8 788.45 67.92
PE Ratio 14.9 31 19.76 6.94| 35.12
EY 3.23 6.72 5.49 154 | 28.05
DY 0 4.49 1.93 184 95.34
NWPS 150.1 231.95 181.72 30.83 16.96

Source: Annual Reports of EBL

The earning per share (EPS) of the Everest Bank Ltd. is ranged between Rs
29.90 and Rs 78.40. Its average is Rs54.18. The standard deviation of EPS is
18.20 and the CV of 33.60% is indicating the under moderate fluctuation of
MPS of this bank. The DPS of this bank id ranged between Rs 0 and Rs 25
but its average is Rs 15. The standard deviation of DPS is 10and CV of
66.67% shows the high fluctuation in DPS of EBL. Therefore it is seen in DP
ratio and dividend yield also highly fluctuates.

The market price per share (MPS) is stayed within the range of Rs 445 and Rs
2430 and its average of MPS is Rs 788.45 and the CV of 67.92% shows that
there is high fluctuation in MPS of EBL during the period of study.

Similarly the PE ratio of EBL is ranged between 14.90 and 31.00. The
average of PE ratio is 19.76. The standard deviation of PE ratio is 6.94 and
CV is 35.12% which indicates there is moderate fluctuation in PE ratio of
EBL. The average earning yield (EY) is 5.49% and its CV of 28.05% shows
that the moderate fluctuation in PE ratio of EY. The average DY is 1.93% and
standard deviation is 1.84. The CV of 95.34% shows highest fluctuation in
DY. The net worth per share (NWPS) is ranged between Rs 150.10 and Rs
231.95. The average of NWPS is Rs 181.72 and the standard deviation of

NWPS is Rs 30.83 CV of NWPS is 16.96%.
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The Everest Bank Ltd. has not paid the dividend in the year of 2004/05 during
the five years period of study, so we find that the banks DPS, DPR and DY
very high fluctuate. But the fluctuation of MPS is not directly affected by the
dividend payment in the FY 2004/05 the EBL did not paid dividend but there

is high market price per share in this year, during the period of study.

4.2 .5 Financial Situation of NIBL

Table No. 16

Financial Situation of NIBL

Variables | Minimum | Maximum Mean S.D. C.V.
EPS 39.5 62.57 50.54 10.8 21.37
DPS 5 20 145 6.22 42.93

DP Ratio 7.99 50.56 30.58 15.19 49.67
MPS 795 1729 1104.8 396.78 35.91
PE Ratio 18.18 27.63 21.48 3.61 16.81
EY 3.62 9.5 4.75 0.6946 14.62
DY 0.29 2.52 151 0.7946 52.62
NWPS 199.83 246.88 227.4 19.13 8.41

Source: Annual Reports of NIBL

The average EPS of NIBL Bank has Rs 50.54 and it is ranged between Rs
39.50 and Rs 62.57. The standard deviation of EPS is 10.80 and CV is
21.37% which indicates under moderate fluctuation of EPS.. The DPS of
NIBL is ranged between Rs 5 and Rs 20 with average of Rs 14.50 and its
standard deviation is 6.22. The CV of 42.93% shows that it is under moderate
fluctuation. The DP ratio of this bank is ranged between 7.99% and 50.56%
and its average DP ratio is 30.58 with the CV of 42.92%. The CV shows that
that there is moderate fluctuation in DP ratio of NIBL.

The average MPS of the NIBL is Rs 1104.8 and its ranged between Rs 795
and Rs 1729. The standard deviation of MPS is 396.78 and coefficient of
variation is 35.91% which indicates that the moderate fluctuation of MPS of
the NIBL Bank. The average of PE ratio is 21.48 and the standard deviation
and CV of PE ratio of NIBL Bank is 3.61 and 16.81% respectively.
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Similarly the average of earning yield (EY) of NIBL is 4.75% ranged between
3.62% and 5.5.0%. The standard deviation is 0.69. The CV of EY 14.62%
shows that there is under of low fluctuation in EY of NIBL. The dividend
yield (DY) of NIBL ranged between 0.29% and 2.52% with the average of
1.51%.The standard deviation of DY of this bank is 0.79 and its coefficient of
variation of 52.62% is indicating over moderate fluctuation. The average of
net worth per share is Rs 227.40 and it is ranged between Rs 199.83 and Rs
246.88. The standard deviation of NWPS is 19.13 and the CV of NWPS of
8.41% is indicating the consistency of NWPS of NIBL.

By the studying above table we can found that the bank is paying dividend
continue but there is moderate fluctuation on paying of dividend. In this table
we can see the increase in DPS as well as increasing in MPS during the period
of study. So we can conclude that there is positive relationship between
dividend per share (DPS) and Market price per share (MPS).

4.3 Statistical Analysis

4.3.1 Correlation Analysis

The correlation coefficient measures the relation between two or more
variables. It also measures the extent to which one variable affects the other
one. The correlation coefficient lies between +1 and —1. The +1 coefficient
indicates that the variables are perfectly positively correlated and -1
coefficient indicates that the variables are perfectly negatively correlated. And
if the correlation coefficient is 0, it means that the variables are not related to
each other. The negative correlation indicates that increase in value of one
variable leads to decrease in the value of the other and positive correlation
indicates that increase in value of one variable leads to increase in the value of
the other variable also. The numbers indicate the degree of correlation

between the variables.
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4.3.1.1 Correlation between DPS and EPS of Concerned Banks
Table No. 17

Correlation between DPS and EPS of Concerned Banks

Coefficient
Banks of Relationship r’ P?ﬁiele Significant/Insignificant
correlation
SCBNL -0.065 | Negative 0.004 0.300 | Insignificant
.. Not significant /
HBL 0.747 | Positive 0.558 0.133 Moderate
NABIL 0.974 | Positive 0.949 0.015 | Significant
EBL -0.275 | Negative 0.075 0.279 | Insignificant
NIBL 0385 | Negative | 0.148 |  0.257 | Notsignificant/
Moderate

Source: Appendix 111

In the above table we can see the relationship between EPS and DPS of five
concerned joint venture banks. It can be observed that the coefficient of
correlation (r) is highest and positive for NABIL (0.974), which indicates
higher degree of correlation between EPS and DPS. The correlation
coefficient of HBL is 0.747 in positive degree but SCBNL, EBL and NIBL
has negative degree of correlation coefficient, which is — 0.065, — 0.275 and

—0.385 respectively.

The coefficient of determination (r?) for SCBNL is 0.004, which means that
the variation in EPS explains 0.4% variation in DPS, which is considerably
low. In case of HBL, EPS explains 55.80% variation in DPS, which is quite
considerable. The coefficient of determination of NABIL is 0.949, which
indicates that the variation in EPS explain 94.90% variation in DPS which is
considerable high than others. But the coefficient of determinant being 0.075
in case of EBL, which indicates that, EPS explains 7.5% variation in DPS
which is not considerable. In case of NIBL, EPS explains 14.8% variation in

DPS, which is low considerable.

The significance of the relationship between DPS and EPS is measured by
calculating probable error of coefficient from the above table; we can calculate
that the relationship between DPS and EPS of SCBNL & EBL is insignificant.
Since the coefficient of correlation (r) is smaller than the probable error. In
case of HBL & NIBL the relationship between DPS and EPS is moderate

significant (or neither significance nor insignificance). Since the coefficient of
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correlation though greater than PE, is still less than 6PE. But in case of
NABIL, there is significant relationship between DPS and EPS as the
coefficient of correlation (r) is greater than 6PE.

4.3.1.2 Correlation between MPS and DPS

Table No. 18

Correlation between MPS and DPS of Concerned Banks

Coefficien
Banks t of - Relationshi P Probabl | Significant/Insignifican
correlatio | p e Error |t
n
SCBN . 0.33 Not significant
L -0.582 | Negative 9 0.199 Moderate
. 0.18 Not significant /
HBL 0.428 | Positive 3 0.246 Moderate
NABIL 0.922 | Positive 0'88 0.045 | Significant
EBL -0.183 | Negative O'Oi 0.291 | Insignificant
. 0.40 Not significant /
NIBL -0.633 | Negative 1 0.181 Moderate

Source: Appendix 111

The above table shows the relationship between DPS and MPS of five joint
venture banks. The coefficient of correlation between DPS and MPS of
SCBNL, HBL, NABIL, EBL & NIBL are -0.582, 0.428, 0.922, -0.183 and -
0.633 respectively. The correlation of HBL & NABIL shows positive
relationship between DPS and MPS but SCBNL, EBL and NIBL shows
negative relationship between DPS and MPS. The above figure indicates the
higher degree of negative correlation between DPS and MPS in case of
SCBNL (-0.582 & NIBL (-0.633) where as strongly higher degree of positive
correlation in case of NABIL (0.922). Thus this implies that MPS is not
affected only by DPS but other factors also determine the MPS of the joint
venture banks. However, the DPS also plays the role to determine the MPS,
we can't reject this matter.

The coefficient of determination (r?) is a measure of the degree of linear
association or correlation between two variables, one of which is the
independent variables and the other is dependent variable. The coefficient of
determination between DPS and MPS of the SCBNL is 0.339, which means
that the independent variables (DPS) explain 33.90% of the variables in the
MPS. Thus, this shows that the variable of DPS has little effect on the
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variations of MPS in the case of SCBNL. In the same way, in case of HBL,
the variation in DPS determines the 18.30% of the variations of MPS.
Similarly in case of NABIL, the variation in DPS determines the 85% of the
variation in MPS, which is considerably high. The coefficient of determination
of EBL has 0.034, which indicate that the variation in DPS determines the
3.4% of the variation in MPS in case of EBL. Finally, the figure 0.401
indicates that the variation in DPS determines 40.10% variation in MPS in
case of NIBL.

The significance of the relationship between DPS and MPS is measured by
calculating probable error of coefficient from the above table; we can
conclude that the relationship between DPS and MPS of EBL is insignificant.
Since the coefficient of correlation(r) is smaller than the probable error. In
case of ENL the MPS depends heavily on other variables except the DPS. But
the relationship between DPS and MPS of SCBNL, HBL & NIBL is moderate
significant (or neither significance nor insignificance). Since the coefficient of
correlation though greater than PE, is still less than 6PE. But in case of
NABIL, there is significant relationship between DPS and EPS as coefficient
of correlation(r) is greater than 6PE.

4.3.1.3 Correlation between MPS and EPS

Table No. 19

Correlation between MPS & EPS of Concerned Banks

Banks OCfoefflmt-ent Relationship | r? E:(;g?ble Significant/Insignificant
correlation

SCBNL 0.764 | Positive 0.584 0.125 | Significant

HBL 0.833 | Positive 0.695 0.092 | Significant

NABIL 0.877 | Positive 0.769 0.069 | Significant

EBL 0.943 | Positive 0.890 0.033 | Significant

NIBL 0.902 | Positive 0.813 0.056 | Significant

Source: Appendix 111

The above table shows the relationship between EPS & MPS of concerned
banks. The correlation coefficients(r) of all banks (SCBNL, HBL, NABIL, and
EBL& NIBL) are positive. The correlation between EPS & MPS of EBL is
nearly perfect (0.943) whereas correlation between EPS and MPS in case of
SCBNL, HBL, NABIL & NIBL are 0.764, 0.833, 0.877 and 0.902
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respectively. The positive correlation coefficient of all banks shows that if the
EPS increases the MPS also increases and vice-versa.

The coefficient of determination (r?) for SCBNL is 0.584 which means that the
variation in EPS explains 58.4% variation in MPS which is considerable. In
case of HBL, the coefficient of determination id 0.695, which is indicates that
the variation in EPS explains 69.5% variation in MPS which is considerable to
an extent. Similarly, in case of NABIL the EPS explains 76.9% variation in
MPS, which is high considerable. The coefficient of determination of EBL is
0.890, which means that the variation in EPS explains 89% variation in MPS
which is very high considerable. Finally, the coefficient of determination
being 0.813 in case of NIBL indicates that EPS explains 81.3% variation in
MPS, which is high considerable.

In the above table the relationship of all banks (SCBNL, HBL, NABIL, EBL
&NIBL) is said to be significant relationship between MPS and EPS as
coefficient of correlation (r) is greater than 6PE which indicates that the EPS
is major factor to determining the MPS.

4.3.1.4 Correlation Coefficient between MPS and DPR

Table No. 20

Correlation Coefficient between MPS and DPR of Concerned Banks

Coefficient Probable

Banks of Relationship | r? E Significant/Insignificant
. rror

correlation
SCBNL -0.858 | Negative 0.736 0.079 | Significant
HBL 0.388 | Positive 0.150 0.256 | Not significant / Moderate
NABIL 0.684 | Positive 0.468 0.160 | Not significant / Moderate
EBL -0.528 | Negative 0.278 0.218 | Not significant / Moderate
NIBL -0.824 | Negative 0.680 0.096 | Significant

Source: Appendix 111

The above table shows the relationship between MPS and DPR of five joint
venture banks (SCBNL, HBL, NABIL, EBL & NIBL) respectively. The above
figure clearly shows positive correlation between MPS and DPR for HBL &
NABIL but shows the negative correlation between MPS & DPR for SCBNL,
EBL & NIBL. There is high degree of positive correlation (0.684) in case of
NABIL and higher degree of negative correlation (-0.858) in case of SCBNL
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and correlation of HBL, EBL, & NIBL are 0.388, -0.528 and -0.824
respectively.

The coefficients of determination (r2) for SCBNL, HBL, NABIL, EBL &
NIBL are 0.736, 0.150, 0.468, 0.278 & 0.680 respectively. The coefficient of
determination for SCBNL is 0.736 which indicates that the variation in DPR
explains 73.6% variation in MPS, which is high considerable. In case of HBL
DPR explains 15% variation in MPS, which is not considerable and in NABIL
DPR explains 46.8% variation in MPS, which is considerable. In case of EBL
the coefficient of determination is 0.278, which indicates that the variation in
DPR explains 27.8% variation in MPS, which is low considerable. Similarly
the coefficient or determination for NIBL is 0.680 which indicates that the
variation in DPR explains 68% variation in MPS, which is considerable.

As far as significance of relationship is concerned, the relationship between
MPS and DPR of SCBNL & NIBL is significant because coefficient of
correlation (r) is greater than 6PE. But it is hard to define the relationship
being significant or insignificant in case of HBL, NABIL & EBL, since
coefficient of correlation (r) though greater than PE is still less than 6PE. So,
we can say that there is moderate relationship between MPS and DPR.

4.3.1.5 Correlation between DPS and NWPS

Table No. 21

Correlation between DPS and NWPS of Concerned Banks

Coefficient Probable

Banks of Relationship | r? E Significant/Insignificant
. rror

correlation
SCBNL -0.491 Negative 0.242 0.229 Moderate
HBL -0.443 Negative 0.197 0.242 Moderate
NABIL 0.991 Positive 0.982 0.005 Significant
EBL -0.187 Negative 0.035 0.291 Insignificant
NIBL 0.010 Positive | 0.0001 0.302 Insignificant

Source: Appendix 111

The above table shows the relationship between DPS and NWPS of the five
concerned banks. The coefficient of correlation between DPS and NWPS of
NABIL & NIBL are 0.991 & 0.010 respectively which indicates positive
relationship. The above figure indicates the lower degree of correlation
between DPS & NWPS in case of NIBL, whereas the strong & higher degree
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of positive correlation shows in case of NABIL. The correlation coefficient of
SCBNL, HBL & EBL are -0.491, -0.443 & -0.187, which indicates negative
relationship.

The coefficient of determination (r?) between DPS and NWPS of SCBNL
shows that the variation in DPS explains 24.2% variation in NWPS, which is
low considerable. Similarly, the DPS of HBL explains 19.7% variation in
NWPS, which is also low considerable. In case of NABIL DPS explains
98.2% variation in NWPS, which is considerable high. The figure 0.035
indicates that the variation in DPS determine 3.5% variation in NWPS in case
of EBL. In the same way, the coefficient of determination (r?) of NIBL is
0.0001, which indicates that variation in DPS determine 0.01% variation in
NWPS which is very low considerable.

The Significant of relationship between DPS & NWPS is measured by
calculating probable error of correlation from the above table. We can
conclude the relationship between DPS and NWPS of SCBNL & HBL is
moderate (or neither significant nor insignificant) because the correlation
coefficient (r) though greater than PE is still less than 6PE. But in case of EBL
& NIBL the relationship between DPS & NWPS is insignificant because the
correlation coefficient (r) is less than probable error (PE). In the case of
NABIL, the relationship between DPS & NWPS is significant. Since, the
correlation coefficient (r) is greater than 6PE, which indicates that the
dividend per share is major factor of determining the net worth per share.

4.3.2 Regression Analysis

The regression analysis is used to determine the statistical relationship
between two or more variables and to make prediction of one variable on the
basic of the others. The regression analysis can either be simple regression or
multiple regressions. The table given below shows the regression coefficient

between the financial variable.

4.3.2.1 Simple Regression Analysis
I. Dependent variable dividend per share (DPS) or Y on independent
variable earning per share (EPS) or X: R
Regression Equation, Y = a + bx.
Table No. 22

Simple regression analysis of DPS on EPS of Concerned banks
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Banks Constant Reg. Standard R? 't" (Value

‘a’ Coeff.'b" | Error (S.E)) Calculated)
SCBNL 122.793 -0.082 0.723 0.004 -0.113
HBL -62.986 1.475 0.758 0.558 1.946
NABIL -16.210 0.822 0.110 0.949 7.471
EBL 23.178 -0.151 0.305 0.075 -0.495
NIBL 25.728 -0.222 0.307 0.148 -0.723

Source: Appendix 11

The above table 22 describes the output of simple analysis between dividends
per share Y and earning per share X of the concerned banks.
The regression coefficient (b) of SCBNL, EBL and NIBL is negative i.e. -
0.082, -0.151 and -0.222 respectively which indicates that negative relation
exists between DPS and EPS i.e. one a rupee increase in EPS leads to an
average about Rs. 0.082 decrease in DPS of SCBNL, an average about Rs.
0.151 decrease in DPS of EBL and average about Rs. 0.222 decrease in DPS
of NIBL holding other variable constant. The decrease in DPS due to increase
in EPS sounds very awkward and ridiculous which means that the DPS of
SCBNL, EBL & NIBL doesn't depend on EPS but dividend per share has
random walk.
In the case of HBL & NABIL, the regression coefficient (b) is positive i.e.
1.475 and 0.822 respectively. This implies that the one rupee increase in EPS
leads to an average increase of Rs. 1.475 in DPS in case of HBL, an average
of about Rs.0.822 increase of NABIL. The value of constant (a) is relatively
high i.e. 122.793 of SCBNL means that DPS is affected by or depends on
several other factors besides EPS.
The coefficient of determination (R?) of SCBNL, HBL, NABIL, EBL & NIBL
is 0.004, 0.558, 0.949, 0.075 & 0.148 respectively, which means that 0.4%,
55.80%, 94.90%, 7.5% and 14.80% of DPS variation is explained by variation
in EPS of SCBNL, HBL, NABIL, EBL & NIBL respectively.
The result would be insignificant when the calculated value of 't' is less or
equal to the tabulated value of 't'. Otherwise it is significant. Here, our
tabulated value of 't' for two tailed test at 5% level. Significance (where the
degree of freedom is 4, is n-1=5-1) is 2.776. The calculated value of SCBNL,
HBL, NABIL, EBL & NIBL is -0.113, 1.946, 7.471, -0.495 & 0.723
respectively. In case of NABIL the calculated value of 't' is greater than
tabulated value. So, the relationship of DPS & EPS of NABIL is significant.
But in the case of SCBNL, HBL, EBL & NABIL the calculated value of 't' is
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less than tabulated value. So, the results of regression of these banks are
Statistically Insignificant. Since, we can conclude that the value of DPS is not

dependent in the value of DPS.

I1. Dependent variable Market Price per Share (MPS) Y on independent
variable Dividend per Share (DPS) X

Regression Equation, Y = a + bx
Table No. 23
Simple Regression Analysis for MPS on DPS of Concerned Banks

Banks | UM | Sy E?:?)rr]d(grlg) R® 't Value
SCBNL | 9213500| -55.750 44934 | 0339 1241
HBL 932078 |  13.396 16334  0.183 0.820
NABIL | -4092.801|  83.782 20297 | 0.850 4.128
EBL 1377.738 | -14.463 44749 | 0.034 0.323
NIBL 1689.758 | -40.342 28492 0.401 1.416

Source: Appendix 11
The above figure in table 23 is the output of simple regression analysis
between MPS and DPS of the concerned banks. As a regression equation,
equation of Y on X is concerned, the regression coefficient or the beta
coefficient (b) is positive in case of HBL (13.396), NABIL (83.782) which
indicates that one Rupee increase in dividend leads to Rs. 13.396 increase in
MPS of HBL, one rupee increase in dividend leads to increase in MPS of
NABIL by Rs. 83.782. But as far as SCBNL, EBL & NIBL are concerned the
relationship between MPS & DPS is negative as beta coefficient (b) of -
55.780, -14.463 & -40.342. This implies that one rupee increase in DPS leads
to decrease in MPS by 55.750 of SCBNL, by 14.463 of EBL & by Rs. 40.343
of NIBL.
The coefficient of determination (R?) in case of EBL is 0.034 which is very
small. It implies that DPS explain only 3.4% variation in MPS of EBL. In case
of NABIL coefficient of determination is 0.850 which is very high among all,
which indicates that DPS explain 85% variation in MPS.
The value of constant (a) is relatively high 9213.50 of SCBNL, 932.078 of
HBL, 1377.738 of EBL & 1689.758 of NIBL which means that the MPS is

affected depends on several other factors besides DPS. In case of SCBNL,
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HBL & NIBL, Coefficient of determination (R?) is 0.399, 0.183 & 0.401
respectively; which indicates that variation in DPS explain 33.9% variation on
MPS of SCBNL,18.3% variation of MPS of HBL and 40.1% variation on
MPS of NIBL.

The standard errors of estimate of SCBNL, HBL, NABIL, EBL & NIBL are
44,934, 16.334, 20.297, 44.749 and 28.492 respectively. These values indicate
the probable error in the predicated value for the respective banks.

The tabulated value of 't' at 5% level of significant and 5 degree of freedom is
2.776. The calculated value of SCBNL, HBL, NABIL, EBL and NIBL is -
1.241, 0.820, 4.128, -0.323& -1.416 respectively. The calculated value (t) is
less than tabulated ' t' value in case of SCBNL, HBL, EBL & NIBL. So, the
regression relation between MPS & DPS of these banks is insignificant. Since,
we can conclude that the value of MPS is not dependent in the value of DPS of
these banks. But in case of NABIL the calculated 't' value is greater than
tabulated 't' value. So, the regression relation between MPS & DPS is
significant, which indicates that the MPS depends upon the value of DPS.

I11. Dependent variable Market Price per Share (MPS) Y on Independent
variables Earning Per Share (EPS) X:

Regression Equation, Y = a + bx
Table No. 24

Simple Regression Analysis of MPS on EPS of Concerned Banks

Constant

Reg.

Standard

Banks 'a’ Coeff.'b" | Error (S.E.) R’ 't Value
SCBNL -11234.092 91.858 44,763 0.584 2.052
HBL -1656.968 51.522 19.721 0.695 2.613
NABIL -5269.680 67.177 21.278 0.769 3.157
EBL -1053.367 40.867 8.315 0.890 4.915
NIBL -570.451 33.150 9.168 0.813 3.616

Source: Appendix 11

The above table 24 depicts the output of simple regression analysis between
Market Price Per Share (MPS) on Earning Price per Share (EPS) of five joint
venture banks i.e. SCBNL, HBL, NABIL, EBL & NIBL.

As the above figure helps us to imply that earning per share (EPS) of
concerned banks has direct impact on their stock price (MPS) as the regression
co-efficient (b) of SCBNL, HBL, NABIL, EBL & NIBL is 91.858, 51.522,

67.177, 40.867 & 33.150 respectively, which implies that one rupee increase
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in EPS leads to an average of Rs. 91.858, Rs. 51.522, Rs. 67.177, Rs. 40.867
& 33.150 increase in MPS respectively. The value of the constant (a) is
negative in case of all banks which indicate that the MPS is not affected by or
depend upon EPS.
Coefficients of determination (R2) of SCBNL, HBL, NABIL, EBL and NIBL
are 0.584, 0.695, 0.769, 0.890 & 0.813 respectively. This means that 58.40%
variation in MPS is explained by variation in EPS in case of SCBNL, 69.50%
variation in MPS is explained by variation in EPS in case of HBL, 76.90%
variation in MPS is explained by variation in case NABIL, 89% or larger
variation in MPS is explained by variation in EPS in case of EBL & 81.3%
variation in MPS is explained by variation in EPS in case of NIBL.
The standard error of estimated of SCBNL, HBL, NABIL, EBL and NIBL are
44,763, 19.721, 21.278, 8.315 & 9.168 respectively. There values indicate the
probable error in the predicated value for the respective banks.
The tabulated value of 't' at 5% level of significant and at 5 degree of freedom
Is 2.766. The calculated value of 't' of SCBNL, HBL, NABIL, EBL and NIBL
is 2.052, 2.613, 3.157, 4.915 and 3.616 respectively. The calculated 't' value is
less than tabulated value in case of SCBNL & HBL. So, the relationship of
MPS & EPS of these banks is insignificant. But In case of NABIL, EBL &
NIBL, the calculated 't' value is greater than tabulated 't' value. So, the
relationship between MPS and EPS of these banks is significant. It means that
the value of Market Price Per Share is related or depends upon Earning Per
Share.
IV. Dependent Variable Market Price per Share (MPS) Y on Independent
Variable Dividend Payout Ratio (DPR) X
Regression Equation, Y =a + bx

Table No. 25

Simple regression Analysis of MPS on DPR of Concerned Banks

Reg. Coeff. | Standard Error )
Banks Constant 'a’ R 't' Value
‘b’ (S.E)
SCBNL 11069.159 -112.234 38.766 | 0.736 -2.895
HBL 940.030 7.199 9.881 | 0.150 0.729
NABIL -13064.898 226.893 139.534 | 0.468 1.626
EBL 1673.232 -15.687 14586 | 0.278 -1.075
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NIBL 1763.384 -21.535 8.537 | 0.680 -2.523

Source: Appendix 111
The above table 25 shows the regression analysis of MPS on DPR among the
bank under study. The HBL & NABIL has positive regression relation
between MPS & DPR of the bank where as SCBNL, EBL and NIBL has
negative relation between MPS & DPR. The regression relations between
MPS on DPR of HBL & NABIL indicate that with an increase of Rs. 1 in
DPR, the MPS will increase by Rs. 7.199 and Rs. 226.893 respectively, other
variable remain constant. In constant SCBNL,EBL & NIBL there will be
decrease in MPS of by Rs. 112.234, Rs. 15.687 & Rs. 21.535 respectively with
increase in DPR by 1% assuming that the other variable constant.
The standard errors of estimate of SCBNL, HBL, NABIL, EBL & NIBL are
38.766, 9.881, 139.534, 14.586 & 8.537 respectively. These values indicate
the probable error in the predicated value for the respectively banks.
The tabulated value of 't' at 5% level of significant and at 5 degree of freedom
Is 2.776. The calculated values of 't' of SCBNL, HBL, NABIL, EBL & NIBL
are -2.895, 0.729, 1.626, -1.075 & -2.523 respectively. The calculated 't' value
is less than tabulated 't' value in case of all banks. So, the regression relation
between MPS & DPS is insignificant. Since we can conclude that the value of
MPS is not dependent in the value of DPR.
V. Dependent Variable Dividend Per Share (DPS) on Independent
Variable Net Worth Per Share (NWPS) X
Regression Equation, Y = a + bx

Table No. 26

Simple Regression Analysis of DPS on NWPS of Concerned Banks

Constant | Reg. Standard )
Banks R 't' Value
‘a’ Coeff. 'b" | Error (S.E.)
SCBNL 194.000 -0.190 0.195 0.242 -0.0977
HBL 111.999 -0.409 0.477 0.197 -0.857
NABIL -33.146 0.314 0.024 0.982 12.887
EBL 26.000 -0.061 0.184 0.035 -0.329
NIBL 13.767 0.003 0.188 0.0001 0.017

Source: Appendix Il
The table 26 shows the regression analysis of DPS on NWPs among the bank

under study. The NABIL & NIBL has positive regression relation between
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DPS & NWPS of the bank whereas SCBNL, HBL & EBL has negative
relation between DPS & NWPS. The regression relation between DPS on
NWPs of NABIL & NIBL indicate that with an increase of Rs. 1 in NWPS,
the DPS will increase by Rs. 0.314, Rs. 0.003 respectively, other variable
remain constant. In contrast of SCBNL, HBL & EBL there will be decrease in
DPS of by Rs. 0.19, 0.409 & 0.061 respectively with an increase in NWPS by
Rs. 1 assuming that the other variable are constant.The value of the constant
(@) is relatively high (194.000) of SCBNL, which indicates that the DPS is
affected by or depends on several other factor besides NWPS.

The standard errors of estimate of SCBNL, HBL, NABIL, and EBL & NIBL
are 0.195, 0.477, 0.024, 0.184 & 0.188 respectively. These values indicate the
probable error in the predicated value for the respective banks.

The Coefficient of determination (R?) is lowest for NIBL (0.0001) which
indicates that 0.01% in DPS is explained by NWPS is variation in DPS of the
bank is explained due to the change in value of NWPS of the bank. The values
of (R2) of SCBNL, HBL, NABIL & EBL are explained due to change in
NWPS of respective banks.

The tabulated value ’t’ at 5% level of significant & at 5 degree of freedom is
2.776. The calculated value of ’t” of SCBNL, HBL, NABIL, EBL & NIBL is -
0.977, -0.857, 12.877, -0.329 and 0.017 respectively. The calculated ’t’ value
is less than tabulated ’t’ value in case of all banks except NABIL. So, the
regression relation between DPS $ NWPS is insignificant. Since, we can
conclude that the value of DPS is not dependent in the value of NWPS. But in
case of NABIL, the calculated ’t’ value is greater than tabulated ’t’ value. So,
the regression relation between DPS & NWPS of NABIL is significant. Since,
we can conclude that the value of DPS depends upon the value of NWPS.
4.3.2.2 Multiple Regression Analysis.

4.3.2.2 (I) Dependent Variable Market Price of Share (MPS) or (X1) on
Independent Variable Earning Per Share (EPS or X2 and Dividend per

Share (DPS) or (X3)
Regression Equation, X1=a; + by Xo+ b2 X3
Table No. 27
Multiple Regression Analysis of MPS on EPS & DPS of Concerned Banks
Reg. Reg. Reg. Multiple
Banks | Constant | Coefficient | Coefficient S.E. Correlati R2
@) (by) (b2) on
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S1 Sz
SCBNL | -4948.856 87.656 -51.186 | 30.876 | 24.591 0.932 0.869
HBL -2580.182 71.852 -13.782 | 30.811 | 15.602 0.883 -0.780
NABIL -3305.265 -32.376 121.182 | 89.951 | 106.66 0.927 0.859
5
EBL -1202.794 41.840 6.447 | 10.291 | 18.725 0.946 0.896
NIBL -20.775 28.403 -21.365 | 8.494 | 14.730 0.953 0.909

Source: Appendix 1V

The table 27 presented above shows the relationship between MPS , EPS &
DPS of Concerned banks.

The regression coefficient (b1) is 87.656 for SCBNL, 71.852 for HBL, -32.376
for NABIL, 41.840 for EBL & 28.403 for NIBL. This implies that one rupee
increase in EPS leads to Rs. 87.656 increase in MPS in case of SCBNL, if
holding the DPS constant. On other hands, the same amount of increase in
EPS leads to increase in MPS of HBL by Rs. 71.852. Similarly, the same
amount of increase in EPS leads to decrease in MPS of NABIL by Rs. 32.376
when the DPS is constant. Again, in case of EBL, the same amount of increase
in EPS leads increase in MPS by Rs. 41.840, when the DPS is remain constant
and finally in same amount of increase in EPS, leads increase in MPS by Rs.
28.403 assuming that DPS held constant. From the above data we can say that

EPS effects on MPS. Generally, increase in EPS MPS also increase.

The Regression coefficient (b2) of SCBNL, HBL, NABIL, EBL & NIBL are
—51.186, -13.782, 121.182, 6.447 & —21.365 respectively. It implies that one
rupee increase in DPS leads to a rupees 51.186 decrease in MPS of SCBNL
Rs. 13.782 decrease in MPS in case of HBL, Rs. 122.182 increase in MPS of
NABIL, Rs. 6.447 increase in MPS of EBL & Rs. 21.365 decrease in MPS of

NIBL when the EPS is remain constant.

The multiple correlations of SCBNL, HBL, NABIL, EBL & NIBL are 0.932,
0.883, 0.927, 0.946 & 0.953 respectively. These all are imply positive
correlation exists. The coefficient of multiple determinations of SCBNL, HBL,
NABIL, EBL & NIBL is 0.869, 0.780, 0.859, 0.896 & 0.909 respectively.
Since HBL has the lowest R?and NIBL has the highest, it means that the MPS
of NIBL are highly affected by joint of EPS & DPS. The R? indicates that
86.90%, 78%, 85.90%, 89.6% & 90.90% variation in MPS is due to the joint
effect of change in MPS and DPS.
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4.3.2.2 (I1) Dependent Variable Market Price of Share (MPS) or (X1) on
Independent Variable Price Earnings Ratio (PER) or X2 and Dividend
Payout Ratio (DPR) or (X3)

Regression Equation, X1=aj; + by Xo+ b2 X3
Table No. 28

Multiple Regression Analysis of MPS on P/E Ration and DPR of
concerned Banks

Reg. Reg. Reg. S.E. Multiple
Banks | Constant | Coefficient | Coefficient Correlation r2
(@) (b) ) |5 |®%
SCBNL | -235.570 178.778 -1.750 | 26.608 | 19.132 0.944 | 0.989
HBL -432.215 72.913 2642 | 9.462 | 2.263 0.986 | 0.972
NABIL -26.525 157.730 -9.604 | 8.415 | 18.014 0.998 | 0.997
EBL -792.500 105.756 -4.182 | 5840 | 1529 0.998 | 0.996
NIBL -118.314 69.969 -9.145 | 43.479 | 10.340 0.928 | 0.860

Source: Appendix IV

The table 28 presented above shows the relationship between MPS, PER &
DPR of concerned banks.

The regression coefficient (b1) is 178.77 for SCBNL, 72.913 for HBL,
157.730 for NABIL, 105.756 and 69.969 for EBL & NIBL. This implies that
one rupee increase in PER leads to Rs. 178.778 increase in MPS in case of the
SCBNL if holding the DPR constant. On other hands, the same amount of
increase in PER leads to increase in MPS of HBL by 72.913. Similarly, the
same amounts of increase in PER leads to Rs. 157.730 increase in MPS of
NABIL when the DPR is remain constant. In the same way, the same amount
of increase in PER leads to Rs. 105.765 increase in MPS of EBL when DPR is
zero. Finally, in same amount of increase in PER leads increase in MPS by Rs.
69.969 assuming that DPR hold constant. From the above data we can say that
PER effects on MPS. Generally, increase in PER the MPS also increase.

The regression coefficients (b2) of SCBNL, HBL, NABIL, EBL & NIBL are -
1.750, 2.642, -9.604, -4.182, -9.145 respectively. It implies that one rupee
increase in DPR leads to Rs. 1.750 decrease in MPS of SCBNL. The same
amount of increase in DPR leads to Rs. 2.642 increase in MPS of HBL.
Similarly, the same amount of increase in DPR leads to Rs. 9.604 decrease in

MPS of NABIL when PER remain constant. In the same way, the same
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amount of increase in DPR leads to Rs. 4.182 decrease in MPS of EBL if PER
held constant and finally, in same amount of increase in DPR leads to Rs.
9.145 in case of NIBL, when PER remain constant.

The multiple correlations of SCBNL, HBL, NABIL, EBL & NIBL are 0.994,
0.986, 0.998, 0.998 respectively. These all are imply positive correlation
exists. It indicates that higher degree of correlation between MPS, PER &
DPR of all banks which are nearly perfect positively correlated. Thus the
perfect positive correlation coefficient of all banks show that if the PER &
DPR increases the MPS also increase and vice-versa. The coefficient of
multiple determinations of SCBNL, HBL, NABIL, EBL & NIBL, are 0.989,
0.972, 0.997, 0.996 and 0.860 respectively. Since NABIL has the highest
coefficient of multiple determinations and NIBL has the lowest among all, it
indicates that the MPS of NABIL is highly affected by joint effect of PER &
DPR and the MPS of NIBL is normally affected by joint effect of PER &
DPR. The coefficient multiple determination (r?) indicates that 98.9%,
97.20%, 99.70%, 99.60% & 86% variation in MPS is due to the joint effect of
change in PER & DPR.

4.4 Test of Hypothesis
F - Test

The following test has been done under two way ANOVA analyses:
1. Fist ANOVA Test on Dividend per share (DPS) of 5 banks over the 5

years.

Table No. 29
DPS of Five banks over five years
Banks
Years SCBNL HBL NABIL EBL NIBL

(A) (B) (®) (D) (E)
2002-03 (1) 110 1.32 50 20 20
2003-04 (2) 110 0.00 65 20 15
2004-05 (3) 120 11.58 70 0 12.50
2005-06 (4) 130 30 85 25 20
2006-07 (5) 80 15 100 10 5

Source: Appendix |
Null Hypothesis:
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Ho: Ma = UB = Hc = Wb = Mg, There is no significant difference between DPS of
SCBNL, HBL, NABIL, EBL and NIBL.

Ho: M1 = M2 = M3 = W4 = M5, There is no significant difference between DPS of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.

Alternative hypothesis:

Hi: pa #uB # uc # Up # Ue, There is significant difference between DPS of
SCBNL, HBL, NABIL, EBL and NIBL.

Hi M1 # p2 # pus # wa # us, There is significant difference between DPS of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.

Test of Statistic

Under Ho,

F = Z—zg Where, MSC = Mean sum of squares of variation between different

banks
F = % MSR = Mean sum of squares of variations between different years

MSE = Mean sum of squares of variations due to error

In order to find MSC, MSR and MSE, we need to find SSC, SSR, SST and
SSE.

For Banks: Calculated value (Fc) =54.43  (Source: Appendix V)

For Years: Calculated value (Fy) = 1.45 (Source: Appendix V)

For Banks: Tabulated value Foos (4, 16) = 3.01

For Years: Tabulated value Foos5 (4, 16) = 3.01

Conclusion

For Bank wise: Since calculated value F. is greater than tabulated value F (4,
16) [i.e.54.43>3.01], it is significant and Ho (null hypothesis) is rejected and

hence Hi (Alternative hypothesis) is accepted, which means that there is
significant difference between DPS of SCBNL, HBL, NABIL, EBL and
NIBL.

For Year wise: Since calculated value F; is less than tabulated value F (4, 16)

[i.e. 1.45<3.01], it is not significant and Ho (null hypothesis) is accepted and
hence Hi (Alternative hypothesis) is rejected, which means that there is no
significant difference between DPS of year 2002/03, 2003/04, 2004/05,
2005/06 and 2006/07 of the concerned 5 banks.
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2. Second ANOVA test on Market Price per Share (MPS) of 5 banks over
5 years.
Table No. 30

MPS of five banks over Five Years

Banks
Years SCBNL HBL NABIL EBL NIBL
(A) (B) © (D) (E)
2002-03 (1) 1640 836 740 445 795
2003-04 (2) 1745 840 1000 680 940
2004-05 (3) 2345 920 1505 870 800
2005-06 (4) 3775 1100 2240 1379 1260
2006-07 (5) 5900 1740 5050 2430 1729

Source: Appendix |
Null hypothesis
Ho: Ha = MB = Hc = Up = Mg, There is no significant difference between MPS of
SCBNL, HBL, NABIL,EBL and NIBL
Ho: M1 = M2= M3 = W4 = Ms, There is no significant difference between MPS of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.
Alternative hypothesis:
Hi: Pa #uB # Uc # Up # U, There is significant between MPS of SCBNL,
HBL, NABIL, EBL and NIBL
Hi: p1 #u2 # us # ua # us, There is significant difference between MPS of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.
Test of Statistic:
Under Ho,

F= Z—‘;iwhere, MSC = Mean Sum of squares of variations between different

banks.
F= x—:;{ MSR = Mean Sum of squares of variations between different years.

MSE = Mean Sum of squares of variations due to error
In order to find MSC, MSR and MSE we need to find SSC, SSR, SST and
SSE.
For Banks: Calculated value (Fc) = 7.62 (Source: Appendix V)
For Year: Calculated value (F;) = 10.12 (Source: Appendix V)
For Banks: Tabulated value Fo.05 (4, 16) = 3.01
For Years: Tabulated value Fo.05 (4, 16) = 3.01
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Conclusion:
For Bank wise: Since Calculated value Fcis greater than tabulated value F (4,
16) (i.e. 7.62> 3.01), it is significant and Ho is rejected and hence Hj

(alternative hypothesis) is accepted, which means that there is significant
difference between MPS of SCBNL, HBL, NABIL, EBL and NIBL or MPS of
different five concerned banks is not same.

For Year wise: Since calculated value F; is greater than tabulated value F (4,
16) [i.e. 10.12>3.01], it is significant and Ho (null hypothesis) is rejected and

hence Hi (alternative hypothesis) is accepted, which means that there is
significant difference between MPS of year 2002/03, 2003/04, 2004/05,
2005/06 and 2006/07, or the MPS of is not same in the five years during the
study period.

3. Third ANOVA Test on Earning per Share (EPS) of 5 banks over the 5
years

Table No. 31
EPS of five banks over five years
Banks
Years SCBNL HBL NABIL EBL NIBL
(A) (B) (©) (D) (E)
2002-03 (1) 149.30 49.45 84.66 29.90 39.56
2003-04 (2) 143.55 49.05 92.61 45.58 51.70
2004-05 (3) 143.14 47.91 105.49 54.22 39.50
2005-06 (4) 175.84 59.24 129.21 62.80 59.35
2006-07 (5) 167.37 60.66 137.08 78.40 62.57

Source: Appendix |
Null hypothesis
Ho: Ha= B = HUc = Kb = Mg, There is no significant difference between EPS of
SCBNL, HBL, NABIL,EBL and NIBL
Ho: M1 = M2 = M3 = Wa = Us, There is no significant difference between EPS of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.
Alternative hypothesis:
Hi: Ma #uB # e # WD # UE, There is significant between EPS of SCBNL, HBL,
NABIL, EBL and NIBL
Hi: J1 #u2 # us # wa # s, There is significant difference between EPS of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.

99



Test of Statistic:

Under Ho,

F= Z—ig where, MSC = Mean Sum of squares of variations between different

banks

F= % MSR = Mean Sum of squares of variations between different years

MSE = Mean Sum of squares of variations due to error

In order to find MSC, MSR and MSE we need to find SSC, SSR, SST and
SSE.

For Banks: Calculated value (Fc) = 148.06 (Source: Appendix V)

For Years: Calculated value (Fy) = 12.52 (Source: Appendix V)

For Banks: Tabulated value Fo.05 (4, 16) = 3.01

For Years: Tabulated value Fo.05 (4, 16) = 3.01

Conclusion:

For Bank wise: Since calculated value F¢ is greater than tabulated value F (4,
16) [i.e. 148.06> 3.01], it is significant and Ho (null hypothesis) is rejected and

hence Hi (alternative hypothesis) is accepted by, which means that is
significant difference between EPS of SCBNL, HBL, NABIL, EBL and NIBL,
or Earning Per Share of different five concerned banks is not same during the
study period.

For Year wise: Since calculated value F; is greater than tabulated value F (4,
16) [i.e. 12.52>3.01], it is significant and Ho (null hypothesis) is rejected and

hence Hi (alternative hypothesis) is accepted by, which means that is
significant difference between EPS of 2002/03, 2003/04, 2004/05, 2005/06,
and 2006/07, or the Earning Per Share is not same in the five years during the
period of study.

4. Fourth ANOVA Test on Dividend Payout Ratio (DPR) of banks over

the 5 year
Table No. 32

DPR of five banks over five years

Banks
Years SCBNL HBL NABIL EBL NIBL
(A) (B) © (D) (E)
2002-03 (1) 73.68 2.67 59.06 66.89 50.56
2003-04 (2) 76.63 0.00 70.19 43.88 29.01
2004-05 (3) 83.83 24.17 66.36 0.00 31.65
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2005-06 (4) 73.93 50.64 65.78 39.81 33.70

2006-07 (5) 47.80 24.73 72.95 12.75 7.99
Source: Appendix |

Null Hypothesis:

Ho: Ha = MB = Hc = Up = Mg, There is no significant difference between DPR of
SCBNL, HBL, NABIL, EBL and NIBL.

Ho: M1 = M2 = M3 = W = Ws, There is no significant difference between DPR of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.

Alternative hypothesis:

Hi: YA #uB # uc # up # ue, There is significant difference between DPR of
SCBNL, HBL, NABIL, EBL and NIBL.

Hi: Y1 # p2 # pus # pa # us, There is significant difference between DPS of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.

Test of Statistic

Under Ho,

F = % Where, MSC = Mean sum of squares of variation between different

banks
F = % MSR = Mean sum of squares of variations between different years

MSE = Mean sum of squares of variations due to error

In order to find MSC, MSR and MSE, we need to find SSC, SSR, SST and
SSE.

For Banks: Calculated value (Fc) = 8.40 (Source: Appendix V)

For Years: Calculated value (Fr) = 0.96 (Source: Appendix V)

For Banks: Tabulated Fo. o5 (4, 16) = 3.01

For Years: Tabulated Foos (4, 16) = 3.01

Conclusion:

For Bank wise: Since calculated value F¢ is greater than tabulated value F (4,

16) [i.e. 8.40> 3.01], it is significant and Ho (null hypothesis) is rejected and
hence Hi (alternative hypothesis) is accepted, which means that there is
significant difference between DPR of SCBNL, HBL, NABIL, EBL and
NIBL, or Dividend payout ratio of different five concerned banks is not same
during the period of study.

For Year wise: Since calculated value F; is less than tabulated value F (4, 16)

[i.e. 0.96< 3.01], it is not significant Ho (null hypothesis) is accepted and hence

H. (alternative hypothesis) is rejected, which means that there is not
101



significant difference between DPR of the year 2002/03, 2003/04, 2004/05,
2005/06 and 2006/07, or the Dividend payout ratio is same in the five during
the period of study.

5. Fifth ANOVA Test on Price Earning Ratio (PE Ratio) of 5 banks over
the 5 years.
Table No. 33

PE Ratio of five banks over five years

Banks

Years SCBNL | HBL NABIL EBL NIBL
(A) (B) © (D) (E)
2002-03 (1) 10.98 16.91 8.74 14.90 20.10

2003-04 (2) 12.16 17.12 10.80 14.90 18.18
2004-05 (3) 16.38 19.20 14.27 16.00 20.25
2005-06 (4) 21.47 18.57 17.34 22.00 21.23

2006-07 (5) 35.25 28.69 36.84 31.00 27.63
Source: Appendix |

Null Hypothesis:

Ho: Ua = UB = Mc = Up = Mg, There is no significant difference between PE
Ratio of SCBNL, HBL, NABIL, EBL and NIBL.

Ho: M1 = M2 = M3 = Wa = Ws, There is no significant difference between PE Ratio
of 2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.

Alternative hypothesis:

Hi: pa #uB # e # Wb # e, There is significant difference between PE Ratio of
SCBNL, HBL, NABIL, EBL and NIBL.

Hi: p1 # po # us # pa # ps, There is significant difference between PE Ratio of
2002/03, 2003/04, 2004/05, 2005/06 and 2006/07.

Test of Statistic

Under Ho,

F = z—zg Where, MSC = Mean sum of squares of variation between different
banks

F = Z—zg MSR = Mean sum of squares of variations between different years

MSE = Mean sum of squares of variations due to error
In order to find MSC, MSR and MSE, we need to find SSC, SSR, SST and
SSE.
For Banks: Calculated value (Fc) = 0.84 (Source: Appendix V)
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For Years: Calculated value (Fr) = 22.21 (Source: Appendix V)
For Banks: Tabulated value Foos (4, 16) = 3.01

For Years: Tabulated value Fo.0s (4, 16) = 3.01

Conclusion:

For Bank wise: Since calculated value F is greater than tabulated value F (4,

16) [i.e.0.84>3.01], it is not significant and Ho (null hypothesis) is accepted
and hence H: (Alternative hypothesis) is rejected, which means that there is
no significant difference between PE Ratio (Price Earning ratio) of SCBNL,
HBL, NABIL, EBL and NIBL; or Price Earning Ratio of difference five
concerned banks is same during the period of study.

For Year wise: Since calculated value Fris greater than tabulated value F (4,
16) [i.e. 22.21>3.01], it is significant and Ho (null hypothesis) is rejected and

hence H: (Alternative hypothesis) accepted, which means that there is
significant difference between PE Ratio of the year 2002/03, 2003/04,
2004/05, 2005/06 and 2006/07; or The price Earning ratio is not same in the
five during the period of the study.

4.5 Primary Data Analysis

This chapter reflects the methodology. To meet the objective of the study to
evaluate the management view relating the dividend, a set of questionnaire is
used, which consists of twelve questions relating to dividend aspect of the
banks. The questionnaire includes the management view relating to the present

expectation, types of dividend and their present dividend policy.

The presentation and analysis of primary data are as follows:

1. While forming dividend policy, which factor do you think is most
important?

a. Market price 8% 0% 8%

= Market Price

b. Net worth 5 Net Worth
. 3 28% :
c. Current earning 8 Current Earming
Liqudity
d. LIQUIdIty 0O Past Dividend
.. = O Regularity Position
e. Past dividend 44%

f. Regularity position

44% of the respondents agree that current earning is important factor while
forming dividend policy, 28% respondents agree that net worth is the

important factor while 12% respondents thinks liquidity and only 8%
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respondent consider market price and 8% respondent consider past dividend
as important factor while forming dividend policy.

2. What do you think the major motive of paying cash dividend?

a. To convey information to shareholders
that company is doing good.

b. To draw attention from the investment

community.

c. To increase the market value of the

firm’s stock.

Ha
Ob
Hc
od
He

d. To fulfill shareholders expectation
e. Others (Please specify)

48% of the respondents agree the major motive of paying cash dividend is to
fulfill the shareholders expectation, 36% respondents agree the major motive
is to convey information to shareholders that company is doing good while
12% respondents thinks the major motive is to increase the market value of the
firm's stock and only the 4% respondents consider the major motive of paying
cash dividend is to draw attention from the investment community.

3. What would you like to suggest with regard to dividend policy in
Nepalese Banks?
a. Treatment of dividend as an obligation.

b. Stability of dividend and unhaphazard

payout ratio. @a
c. Cash balance for dividend be adequately 40% | ::
planned and maintained. /52% od
d. Legislation regarding minimum dividend =
be enacted.
e. Others (Please specify)
Majority of respondents (52%) suggest with regard to dividend policy in
Nepalese banks is stability of dividend and unhaphazard payout ratio whole
minority (4%) respondent suggest dividend policy in Nepalese banks is
legislation regarding minimum dividend be adequately planned and
maintained and only 4% respondent suggest dividend policy in Nepalese
banks as a treatment of dividend as an obligation.
4. What do you suggest if the company has no cash to pay dividend?
a. Borrow funds & pay cash dividends 0% 1205
104 ) Ba
48% =D
Bc
40% od




b. Pay stock dividends

c. Don’t pay cash or stock dividends at all

d. Others (Please specify)

Majority of respondents (48%) suggest not paying cash or stock dividends at
all if the company has no cash to pay dividend while minority respondents
(12%) suggest borrowing funds and pay cash dividends and 40% of
respondents suggest paying stock dividend if the company has no cash to pay
dividend.

5. Which of the following decision do you think are more important?

- . _ 0,
a. Financing decision 4%

b. Investment decision _  ERRER 360 —
c. Dividend decision [& 2b
Bc

o
»
ry
7

60%‘\{'\

All the banks under the study gives a very few important for dividend decision

only 4% banks seems positive for giving importance for dividend decision.
They give first priority to investment decision and then financing decision.
60% under the survey seems too positive for investing decisions and 36% of
weight is given to financing decision as an important decision.

6. How much is your bank concerned with dividend aspect?

: 0%
a. Highly concerned .

Aﬂ A
b. Concerned 36% ¢ -
c. Less concerned { Bb
RE7 - e

Majority of banks (64%) highly concerned with dividend aspect and some
banks (36%) moderately concerned but non-of the banks are less concerned
with dividend aspect.

7. Do you think that dividend is paid as a residual deci%ioc/)n in Nepalese
0

Enterprise?

a. Yes ®a
]

b. No b
Bc

c. To some extent
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The majority of the respondents agree that the dividend is taken as a residual

decision paid in Nepalese enterprises.

8. Do you take into account the shareholders expected return, while

forming dividend policy?
a. Yes

b. No

c. Don’t know

88%
The majority of the respondents agree to take into account the shareholders

expected return while forming dividend policy.

Ha
@b
Oc

9. Nepalese shareholders are indifferent about whether the company pays

or does not pay dividend, do you agree? 0% 8%

a. Agree
Oa
b. Moderately agree 44% | @b
c. Disagree gc
Od
d. Don’t know 48%

With respect to the statement that Nepalese shareholders are indifferent either

the company pays dividend or not, most of the respondents (48%+ 8%=56%)

are found agree to support this thesis.

10. Do you think that company’s announcement of earning will help to

change market price of share? 0%
a. Yes
2]
b. No \ :
\‘ @b
c. To some extent J Bc
, / od
d. Don’t know

e g0

We can say that company’s announcement of earning will help to change the

market price of share because majority of respondents (80%) are agree with

this view.

11. Among the various dividend policies, which policy does your company

follow? 2697  16%
a. Residual dividend policy é%
b. Steady dividend policy / .:

c. Earning based dividend policy

qH
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d. Fixed plus extra dividend policy

e. Others (Please specify)

A majority of banks (80%) follow the earning based dividend policy but some
banks (16%) follows steady dividend policy and very few banks (4%) follows

fixed plus extra dividend policy too.

12. What kind of dividend does your company distribute?
a. Cash dividend

b. Scrip dividend 36% Oa

b

c. Stock dividend :} o

d. Others (Please specify) 60% |Bd
4%

Majority of the banks (60%) distributed the cash dividend and very few (4%)
of banks distributed stock dividend while about 36% of banks distribute both

cash and stock dividend as well.

Major Findings from Secondary Data

From the analysis of financial and statistical variables, especially mean,

standard deviation, coefficient of variation, correlation & regression analysis

following findings have been drawn,

1. The average earning per share (EPS) of the bank under study shows a
positive result. But the coefficient of variation indicates that EPS of the
banks are not stable. The C.V. range between 33.60% and 9.56%. Among
the banks under study, SCBNL has the highest average EPS with lowest
fluctuation.

2. The average dividend per share (DPS) of the banks under study shows a
positive result except HBL and EBL. But the coefficient of variation
indicates that DPS of the banks are not stable. The CV range between
104.91% and 17.01%. Among the bank under study, SCBNL has the
highest average DPS (Rs 110) with lowest fluctuation. The HBL has
average DPS is Rs 11.58 and its fluctuation is 104.91% which is greater
fluctuation. So we can conclude that HBL has the lowest average DPS

with highest fluctuation in DPS. Since the paid up capital per share is Rs
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100, the analysis of dividend percent also depicts the same result as that of
DPS.

. The analysis of DPR also shows that the DPR of the banks are quite
unstable except that of SCBNL and NABIL. The fluctuation range
between 100.20% and 7.86%. Among the banks under study, SCBNL has
the highest average DPR and lower fluctuation in the DPR. The result also
shows that, HBL has the lowest average DRR but highest fluctuation as
indicated by highest CV.

. The average MPS of the banks under the study indicate high level of
fluctuation. SCBNL has the highest average MPS while NIBL has lowest.
Among the banks under study, the MPS of NABIL is highly fluctuating
and that of NIBNL is the most stable.

. The average price earning ratio of the banks ranges between 21.48% and
17.60%. The coefficient of variation indicates the PE ratios of the banks
are not stable. The CV ranges between 63.92% and 16.81%. Among the
bank under study, NIBL has the highest average P/E ratio. But there is not
a big gap between P/E ratio overtime for any stock. The highest fluctuation
shows in the NABIL and the lowest in case of NIBL.

. The average earning Yield (EY) of the concerned banks ranges between
7.24% and 4.75% which do not derivate from the average EY of the
concerned banks. But the CV indicates that the EY of the banks under the
study are not stable. The CV ranges between 45.99% and 14.62%. The
NABIL has the highest average EY and highest fluctuation in EY. The
lowest EY was found in case of NIBL and its fluctuation is lowest among
all banks under the study.

. The average dividend Yield (DY) ranges between 4.59% and 1.00% and
the coefficient of variation indicates that DY of the banks is not stable. The
CV ranges between 109.00% and 41.77%. Among the banks under study
SCBNL has the highest average DY with the lowest fluctuation and its
lower in case of HBL with the highest fluctuation.

. The average ratio between MPS and BVPS is nearly is similar in all the
sample banks ranging 6.71 and 4.40, but the fluctuation in this ratio range
between 65.79% and 30.68%. Among the banks under the study SCBNL
has the highest average MPS to BVPS with lowest fluctuation.
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9.

The average NWPS of SCBNL, HBL, NABIL, EBL and NIBL has Rs
441.02, Rs 245.56, Rs 341.12, Rs 181.72 and 227.40 respectively and CV
is 10.95%, 5.36%, and 17.73%, 16.96% and 8.41% respectively. SCBNL
has the highest NWPS and EBL has lowest. The fluctuation in NWPS is
highest in case of NABIL and lowest in case of HBL.

By using the major statistical tools i.e. Correlation and regression, following

findings have been drawn.

1.

The correlation between dividend per share (DPS) and earning per share
(EPS) of HBL and NABIL has positive. But DPS of SCBNL, EBL and
NIBL are negatively correlated with EPS. The correlation of SCBNL and
EBL has insignificant and moderate significant in case of HBL and NIBL
but NABIL have significant relationship between DPS and EPS.

The MPS of HBL and NABIL has positive correlation with their
respective DPS. But MPS of SCBNL, EBL, and NIBL are negatively
correlated with DPS. The correlation of SCBNL, HBL and NIBL has
moderate significant and it is insignificant of EBL whereas significant for
NABIL.

The analysis of correlation between EPS and MPS help us to conclude that
the all banks chosen for study have positive relationship. The relationships
between EPS and MPS of all banks under the study are significant.

The correlation coefficient between MPS and DPR positive for HBL and
NABIL. But it is negatively correlated in case of SCBNL, EBL and NIBL.
HBL, NABIL and EBL it is difficult to say the correlation is significant or
not. So we can say that there is moderate significant or insignificant
relation between MPS and DPR and SCBNL and NBIL has significant
relationship.

The correlation coefficient of NABIL & NIBL has positive relationship
between DPS & NWPS. But its relationship is negative in case of SCBNL,
HBL, & EBL. This relationship is significant for NABIL, insignificant for
EBL& NIBL and moderate significant in case of SCBNL & HBL.

The regression analysis of DPS on EPS shows the regression coefficient(b)
is positive for HBL and NABIL and it is negative for SCBNL , EBL and
NIBL. The relationship is significant for NABIL and insignificant for
SCBNL, HBL, EBL and NIBL.
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10.

11.

12.

13.

14.

The regression coefficient (b) of the regression analysis of MPS on DPS is
positive for HBL and NABIL. This regression coefficient (b) for relation
of MPS on DPS is negative for SCBNL, EBL and NIBL. The relationship
is significant for NABIL and insignificant for SCBNL, HBL, and EBL &
NIBL.

The regression coefficient (b) of the regression analysis of MPS on EPS of
all banks under study is positive. The relation is significant for NABIL,
EBL and NIBL and insignificant for SCBNL & HBL.

The regression coefficient (b) of the regression analysis of MPS on DPR is
positive for HBL & NABIL and it is negative for SCBNL, EBL and NIBL.
The relation is insignificant for all banks under study.

The regression analysis of DPS on NWPS is positive for NABIL and
NIBL and it is negative for SCBNL, HBL and EBL. The relationship is
significant for NABIL and insignificant for SCBNL, HBL, EBL and
NIBL.

The multiple regression analysis of MPS on EPS and DPS shows that EBL
has positive regression coefficient for both EPS and DPS. For SCBNL
and HBL the regression coefficient (b) is positive for EPS and negative for
DPS. For NABIL, the regression coefficient (b) is negative for EPS and
positive for DPS whereas the regression coefficient (b) is positive for EPS
and negative for DPS.

The multiple regression analysis of MPS on PER and DPR shows that
HBL has positive regression coefficient for both PER and DPR. For
SCBNL, NABIL, EBL and NIBL the regression coefficient (b) is positive
for PER and negative for DPR.

Test of first hypothesis helps us to conclude that Dividend Per Share of
different five banks(i.e. SCBNL,HBL, NABIL, EBL NIBL) are
statistically different at 5% level of significant and this test also shows that
the DPS of different years are not significant different at 5% level of
significant.

Test of second hypothesis helps us to conclude that market price per share
of different five banks under the study are statistically different at 5% level
of significant and this test also shows that the MPS of different years are

significant different at 5% level of significant.
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15.

16.

17.

Test of third hypothesis helps us to conclude that earning per share (EPS)
of different five banks under the study are statistically different at 5% level
of significant and this test also shows that the EPS of different years are
significant different at 5% level of significant.

The fourth test t of hypothesis helps us to conclude that dividend pay out
ratio “(DPR) of five different banks under the study are different at 5%
level of significant and this also shows that DPR of different years are not
significant different at 5% level of significant.

Test of fifth hypothesis helps us to concluded that price earning ratio
(PER) of different five banks under the study are not significant different
at 5% level of significance and this test also shows that PER of different

years are significant different at 5% level of significant.

111



CHAPTRER 5

SUMMARY, CONCLUSION AND
RECOMMENDATIONS

This chapter focuses on summarizing the study held with the Conclusions and
some recommendations of the basis of findings. For this purpose, the chapter
has been divided onto three parts as: Summary, Conclusion and

Recommendation.

5.1 Summary

Dividends are payments made to stockholders from a firm's earnings on return
to their investment, whether those earnings were generated in the current
period or in previous periods and policy refers to the decision about how much
earning, at what form should be distributed. Thus, dividend policy is to
determine the amount of earnings to be distributed of shareholders and the

amount to be retained or reinvested on the firm.

Dividend policy decision is one of the three major decisions of financial
management. The dividend policy decision affects on the operation and
prosperity of the organization because it has the power to influence other two
decisions of the organization i.e. capital structure decision and investment
decision. An investor expects two types of return namely capital gain and
divided by investing in equity capital or ordinary share. So, payment of
dividend to shareholders is an effective way to attract new investors and
maintain present investors. It is important to have clearly defined and
effectively managed dividend policy so as to fulfill the shareholder's

expectations and corporate growth.

Paying dividend can be taken as an important tool to attract new investors.
Besides this dividend paying ability reflects the financial position of the
organization in the market. Due to the division of earnings between dividend
payout and retention ratio to market price of the share may also be affected.
This is also crucial for the organization. So, the funds that could not be used
due to the lack of investment opportunities would be better as dividend, since

shareholders have investment opportunities elsewhere.
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Dividend paying banks have been analyzed to show the implication of
dividend policy they adopted in their market price per share. Even if market
price is governed by various factors, this study is made to analyze one of the

important factor i.e. Dividend.

This paper attempts to determine the impact of dividend policy on stock price.
The study covers five leading private banks (SCBNL, HBL, NABIL, EBL,
and NIBL) and only for the last five fiscal years from 2002/03 to 2006/07. To
make the research more reliable, different types of analysis have been
conducted to find out appropriate relationship between market price and other
various which affect dividend. The available secondary data have been
analyzed using various financial and statistical tools. So, the reliability of the
conclusions of this study is determined on the accuracy of secondary data. It is
found from the study that banks are paying dividend but there is no
consistency in dividend distribution in all sample banks observed. The
research shows that none of the banks have well defined and appropriate
policy regarding dividend payment. They do not seem to follow the optimum

dividend policy of paying regular dividend as per share holders' expectations.

5.2 Conclusion
The results of this analysis are strong enough to establish the relationship
between dividend policy and market price of the share of Nepalese listed
banks. However the analysis cannot give the wholesome conclusion of present
dividend payment scenario. After analyzing the financial and statistical
indicators of all the sample banks chosen for the study, following conclusion
are drawn.

1. Dividend practices of all sample banks are neither stable nor constantly
growing. Dividends are distributed as an ad-hoc or situational basis.

2. The market price per share is affected by the dividend related financial
variable i.e. DPS, DP, DY and DPR either positively or negatively. The
nature of effect is different for different banks. In the case of same banks,
there exist positive relation between dividend and market price per share,
while for other exist negative relation. Besides this the market price per
share largely depends upon the dividend, which has been shown by the

coefficient of multiple determinations.
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10.

The study of the importance of cash dividend on the market price of share
revealed that generally dividend per share has positive impact on market
price of share in all banks.
Beside dividend, other factors also effects the market price per share i.e.
earning per share, net worth per share, price earning ratio, earning per
bonus share, information value of dividend decision etc. their effect is also
different for different banks.
Market price per share (MPS) to book value per share (BVPS) ratio is
greater than 1 for all banks in all FY under study. In other word MPS of
listed banks is higher than the BVPS. This indicates that the investors are
not looking at BVPS but only the transaction price of share which shows
the lack of consciousness and knowledge in shareholders.
Dividend per share is affected by the earning per share, retention ratio and
net worth per share differently in different banks.
The situation of capital market of Nepal is improving day by day. As a
result, the capital market seems to be more efficient than previous years.
But it is reality that the capital market of Nepal is still immature.
Due to inadequate time period, only few numbers of banks have been
taken as sample. Hence, if large samples are taken from the whole
population the result might have produced more accurate and absolute
results.
Dividend policy of the banks is not uniform. There is no strategy of
calculating growth in the dividends paid by the banks, which depicts that
the dividend policy of the commercial banks are not stable and consistent.
There is fluctuation in the dividend payment even if the banks are making
profit regularly. The dividend payout ratio also does not show any stability
and coordination with other variables. There is large fluctuation in
dividend in each year. There is no certain criterion for paying dividend.
From this we can conclude that there is no long-term vision regarding the
dividend policy.
There seems lack of consistent in dividend pay practices of sample banks.
This may be due to lack of legal obligation that abides the companies to
pay dividend when they are running at profit. There is not clear provision
in company ACT 2053, commercial banks ACT2053, and their regulating
acts regarding the dividend policy.

114



5.3 Recommendations

Based on the major findings of this study, some recommendations have been

made so as to overcome shortfalls regarding the issue of dividend of the

banking sector.

1.

10.

The uniformity and regularity in dividend payment practices should be
adopted by the companies. In many cases, a small amount of dividend is
paid without considering what is adequate or desired by the investors. But
all respondents say that they should take into account the shareholders
expected return, while forming dividend policy. The financial institution
should consider the shareholder expectation as far as possible.

The commercial banks should have long term policy/strategy regarding the
adoption of suitable dividend policy.

The shareholder should be taken into confidence while there is a pressure
in the dividend practice.

Government, Nepal Rastra Bank, Security Exchange Board of Nepal and
Nepal Stock Exchange should be conscious in discouraging market
imperfection in dividend payment practices.

Even if the net earning has been increased the dividend per share has
widely fluctuated. There seems to be the need of relating DPS with the
long term trend of EPS. Distribution of bonus share should be pre—
evaluated.

Most of the banks seem to ignore the dividend expectation of the minority
shareholders. These needs an organization as a pressure group to promote
and protect shareholder rights as regards dividend.

The organization formed by conscious shareholders like Shareholder’s
Association of Nepal should be encouraged to work against the
management ignorance.

The Activities, policies and the financial information should be transparent
and within the reach of the shareholders.

In short, to develop a long-term dividend policy the directors should aim to
strike a balance between the desire of shareholders and the means of the
concerned company.

While making dividend decision, a minor mistake may lead the bank to
serious crisis. Due to this reason it is advised to adopt optimum dividend

decision based on the following criteria.
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e Optimum retention for excellent expansion and modernization of bank.
e Optimum dividend so as to maximize shareholders wealth through
increase in market price per share i.e. net present value of shareholders.

e Stable or consistency in the dividend payment.
Finally, it is realized that there is a necessity of legal provisions and rules for
prescribing certain policy regarding the dividend payment in the banking
sector. For this purpose, the concerned authorities i.e. Nepal Government,
Nepal Rastra Bank, Security Board of Nepal and Nepal Stock Exchange
should be conscious about the formulation and implication of rules regarding
dividend payment. This will help to regularize the dividend policy of the

financial sectors in Nepal.
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Appendix — |

Earning per share of concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 149.30 49.45 84.66 29.90 39.56
2003-04 143.55 49.05 92.61 45,58 51.70
2004-05 143.14 47.91 105.49 54.22 39.50
2005-06 175.84 59.24 129.21 62.80 59.35
2006-07 167.37 60.66 137.08 78.40 62.57
Mean 155.84 53.26 109.81 54.18 50.54
SD 14.90 6.15 22.73 18.20 10.80
CVv 9.56 11.55 20.70 33.60 21.37
Dividend per share of concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 110.00 1.32 50.00 20.00 20.00
2003-04 110.00 0.00 65.00 20.00 15.00
2004-05 120.00 11.58 70.00 0.00 12.50
2005-06 130.00 30.00 85.00 25.00 20.00
2006-07 80.00 15.00 100.00 10.00 5.00
Mean 110.00 11.58 74.00 15.00 14.50
SD 18.71 12.15 19.17 10.00 6.22
CVv 17.01 104.91 2591 66.67 42.93
Dividend Payout Ratio of concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 73.68 2.67 59.06 66.89 50.56
2003-04 76.63 0.00 70.19 43.88 29.01
2004-05 83.83 24.17 66.36 0.00 31.65
2005-06 73.93 50.64 65.78 39.81 33.70
2006-07 47.80 24.73 72.95 12.75 7.99
Mean 7111 20.44 66.87 32.67 30.58
SD 13.69 20.48 5.25 26.51 15.19
CV 19.26 100.20 7.86 81.15 49.67
Dividend Percent of concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 110.00 1.32 50.00 20.00 20.00
2003-04 110.00 0.00 65.00 20.00 15.00
2004-05 120.00 11.58 70.00 0.00 12.50
2005-06 130.00 30.00 85.00 25.00 20.00
2006-07 80.00 15.00 100.00 10.00 5.00
Mean 110.00 11.58 74.00 15.00 14.50
SD 18.71 12.15 19.17 10.00 6.22
CV 17.01 104.91 25.91 66.67 42.93
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Year SCBNL HBL NABIL EBL NIBL

2002-03 1640.00 836.00 740.00 445.00 795.00
2003-04 1745.00 840.00 1000.00 680.00 940.00
2004-05 2345.00 920.00 1505.00 870.00 800.00
2005-06 3775.00 1100.00 2240.00 1379.00 1260.00
2006-07 5900.00 1740.00 5050.00 2430.00 1729.00
Mean 3081.00 1087.20 2107.00 1160.80 1104.80
SD 1791.05 380.29 1741.80 788.45 396.78
CcVv 58.13 34.98 82.67 67.92 35.91
Price Earning Ratio of concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 10.98 16.91 8.74 14.90 20.10
2003-04 12.16 17.12 10.80 14.90 18.18
2004-05 16.38 19.20 14.27 16.00 20.25
2005-06 21.47 18.57 17.34 22.00 21.23
2006-07 35.25 28.69 36.84 31.00 27.63
Mean 19.25 20.10 17.60 19.76 21.48

SD 9.85 4.90 11.25 6.94 3.61
CcVv 51.17 24.38 63.92 35.12 16.81
Earning Yield of concerned Banks

Year SCBNL HBL NABIL EBL NIBL

2002-03 9.10 5.92 11.44 6.72 4,98
2003-04 8.23 5.84 9.26 6.70 5.50
2004-05 6.10 5.21 7.01 6.23 4.94
2005-06 4.66 5.39 5.77 455 4,71
2006-07 2.84 3.49 2.71 3.23 3.62
Mean 6.19 5.17 7.24 5.49 4.75

SD 2.56 0.98 3.33 1.54 0.69
CcVv 41.36 19.06 45.99 28.05 14.62
Year SCBNL HBL NABIL EBL NIBL

2002-03 6.71 0.16 6.76 4.49 2.52
2003-04 6.30 0.00 6.50 2.94 1.60
2004-05 5.12 1.26 4.65 0.00 1.56
2005-06 3.44 2.73 3.79 1.81 1.59
2006-07 1.36 0.86 1.98 0.41 0.29
Mean 459 1.00 4,74 1.93 151

SD 2.20 1.09 1.98 1.84 0.79
CV 47.93 109.00 41.77 95.34 52.62
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Market Price per Share to Book Value per Share of concerned Banks

Year SCBNL HBL NABIL EBL NIBL
2002-03 4.07 3.37 2.77 2.96 3.68
2003-04 4.37 3.40 3.32 3.96 3.81
2004-05 5.55 3.84 4.46 5.14 4.00
2005-06 8.06 4.81 5.87 7.42 5.26
2006-07 11.52 6.57 12.07 10.48 7.38
Mean 6.71 4.40 5.70 6.00 4.83
SD 3.11 1.35 3.75 3.01 1.56
CVv 46.35 30.68 65.79 50.17 32.30
Net worth per Share of concerned Banks

Year SCBNL HBL NABIL EBL NIBL
2002-03 403.16 247.82 267.30 150.10 216.23
2003-04 399.24 246.93 301.37 171.53 246.88
2004-05 422.37 239.59 337.16 169.15 199.83
2005-06 468.22 228.72 381.36 185.87 239.67
2006-07 512.12 264.73 418.39 231.95 234.37
Mean 441.02 245.56 341.12 181.72 227.40
SD 48.27 13.17 60.49 30.83 19.13
CV 10.95 5.36 17.73 16.96 8.41
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Company wise Analysis

Appendix — 11

Financial Situation of SCBNL

Variables | Minimum Maximum Mean S.D. C.V.
EPS 143.14 175.84 155.84 14.9 9.56
DPS 80 130 110 18.71 17.01
DP Ratio 478 83.83 71.11 13.69 19.26
MPS 1640 59 3081 | 1791.05 58.13
PE Ratio 10.98 35.25 19.25 9.85 51.17
EY 2.84 9.1 6.19 2.56 41.36
DY 1.36 6.71 4,59 2.2 47.93
NWPS 399.24 512.12 441.02 48.27 10.95
Financial Situation of HBL

Variables | Minimum Maximum Mean S.D. C.V.
EPS 4791 60.66 53.26 6.15 11.55
DPS 0 30 11.58 12.15| 104.91
DP Ratio 0 50.64 20.44 20.48 100.2
MPS 836 1740 1087.2 380.29 34.98
PE Ratio 16.91 28.69 20.1 49 24.38
EY 3.49 5.92 5.17 0.9854 19.06
DY 0 2.73 1 1.09 109
NWPS 228.72 264.73 245.56 13.17 5.36
Financial Situation of NABIL

Variables | Minimum Maximum Mean S.D. C.V.
EPS 84.66 137.08 109.81 22.73 20.7
DPS 50 100 74 19.17 25.91
DP Ratio 59.06 72.95 66.87 5.25 7.86
MPS 740 5050 2107 1741.8 82.67
PE Ratio 8.74 36.84 17.6 11.25 63.92
EY 2.71 11.44 7.24 3.33 45.99
DY 1.98 6.76 4.74 1.98 41.77
NWPS 267.3 418.39 341.12 60.49 17.73
Financial Situation of EBL

Variables | Minimum Maximum Mean S.D. C.V.
EPS 29.9 78.4 54.18 18.2 33.6
DPS 0 25 15 10 66.67
DP Ratio 0 66.89 32.67 26.51 81.15
MPS 445 2430 116.8 788.45 67.92
PE Ratio 14.9 31 19.76 6.94 35.12
EY 3.23 6.72 5.49 1.54 28.05
DY 0 4.49 1.93 1.84 95.34
NWPS 150.1 231.95 181.72 30.83 16.96
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Financial Situation of NIBL

Variables | Minimum Maximum Mean S.D. C.V.

EPS 39.5 62.57 50.54 10.8 21.37
DPS 5 20 145 6.22 4293
DP Ratio 7.99 5056 30.58 15.19 49.67
MPS 795 1729 1104.8 396.78 35.91
PE Ratio 18.18 27.63 21.48 3.61 16.81
EY 3.62 55 4.75 0.6946 14.62
DY 0.29 2.52 1.51 0.7946 52.62
NWPS 199.83 24.88 227.4 19.13 8.41
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Appendix — 1

CORRELATION AND REGRESSION ANALYSIS

1. ANALYSIS OF DPS ON EPS

SCBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .065(a) .004 -.328 21.55625

a Predictors: (Constant), EPS

Coefficients (a)

Unstandardized

Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 122.793 113.140 1.085 357
EPS -.082 723 -.065 -113 917
a Dependent Variable: DPS
HBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 747(a) 558 411 9.32682
a Predictors: (Constant), EPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -66.986 40.590 -1.650 197
EPS 1.475 .758 747 1.946 147
a Dependent Variable: DPS
NABIL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 974(a) .949 932 499958

a Predictors: (Constant), EPS
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Coefficients (a)

Unstandardized

Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -16.210 12.281 -1.320 279
EPS .822 110 974 7471 .005
a Dependent Variable: DPS
EBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 275(a) 075 -.233 11.10297
a Predictors: (Constant), EPS
Coefficients(a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 23.178 17.260 1.343 272
EPS -151 .305 -275 -.495 655
a Dependent Variable: DPS
NIBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .385(a) 148 -.135 6.63304
a Predictors: (Constant), EPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 25.728 15.807 1.628 202
EPS -222 .307 -.385 -723 522

a Dependent Variable: DPS
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2. Analysis of MPS on DPS

SCBNL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 582(a) .339 119 1681.28745
a Predictors: (Constant), DPS

Coefficients (a)

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 9213.500 4999.635 1.843 163
DPS -55.750 44,934 -.582 -1.241 .303
a Dependent Variable: MPS
HBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 428(a) 183 -.089 396.87967
a Predictors: (Constant), DPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 932.078 259.386 3.593 .037
DPS 13.396 16.334 428 820 AT72
a Dependent Variable: MPS
NABIL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 922(a) 850 .800 778.21384
a Predictors: (Constant), DPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -4092.891 1541.801 -2.655 077
DPS 83.782 20.297 922 4128 026
a Dependent Variable: MPS

127




EBL

Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .183(a) .034 -.288 894.97062

a Predictors: (Constant), DPS

Coefficients (a)

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 1377.738 781.499 1.763 176
DPS -14.463 44.749 -.183 -323 .768
a Dependent Variable: MPS
NIBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .633(a) 401 201 354.72650
a Predictors: (Constant), DPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 1689.758 442 549 3.818 032
DPS -40.342 28.492 -.633 -1.416 252
a Dependent Variable: MPS
3. Analysis of MPS on EPS
SCBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .764(a) .584 445 1333.95278
a Predictors: (Constant), EPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -11234.092 7001.382 -1.605 207
EPS 91.858 44,763 764 2.052 133
a Dependent Variable: MPS
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HBL

Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .833(a) 695 593 242.64308

a Predictors: (Constant), EPS

Coefficients (a)

Unstandardized

Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -1656.968 1055.971 -1.569 215
EPS 51.522 19.721 833 2.613 .080
a Dependent Variable: MPS
NABIL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 877(a) .769 .692 967.38884
a Predictors: (Constant), EPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -5269.680 |  2376.231 -2.218 113
EPS 67.177 21.278 877 3.157 .051
a Dependent Variable: MPS
EBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .943(a) .890 .853 302.60737
a Predictors: (Constant), EPS
Coefficients(a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -1053.367 470.403 -2.239 111
EPS 40.867 8.315 943 4,915 016

a Dependent Variable: MPS
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NIBL

Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .902(a) 813 751 197.92828

a Predictors: (Constant), EPS

Coefficients(a)

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -570.451 471.675 -1.209 313
EPS 33.150 9.168 902 3.616 .036
a Dependent Variable: MPS
4. Analysis of MPS on DPR
SCBNL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .858(a) .736 .649 1061.76610
a Predictors: (Constant), DPR
Coefficients(a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 11069.159 2799.695 3.954 .029
DPR -112.234 38.766 -.858 -2.895 .063
a Dependent Variable: MPS
HBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .388(a) .150 -.133 404.76670
a Predictors: (Constant), DPR
Coefficients(a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 940.030 271.237 3.466 .040
DPR 7.199 9.881 .388 729 519

a Dependent Variable: MPS
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NABIL

Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .684(a) 468 291 1466.32475

a Predictors: (Constant), DPR

Coefficients(a)

Unstandardized

Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -13064.898 9353.387 -1.397 257
DPR 226.893 139.534 684 1.626 202
a Dependent Variable: MPS
EBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 528(a) 278 .038 773.44513
a Predictors: (Constant), DPR
Coefficients(a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 1673.232 588.783 2.842 .066
DPR -15.687 14.586 -.528 -1.075 361
a Dependent Variable: MPS
NIBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .824(a) .680 573 259.33956
a Predictors: (Constant), DPR
Coefficients(a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 1763.384 285.679 6.173 .009
DPR -21.535 8.537 -.824 -2.523 .086

a Dependent Variable: MPS
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5. Analysis of DPS ON NWPS

SCBNL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 491(a) 242 -011 18.81334

a Predictors: (Constant), NWPS

Coefficients (a)

Unstandardized

Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 194.000 86.347 2.247 110
NWPS -.190 195 -491 -977 400
a Dependent Variable: DPS
HBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 443(a) 197 -071 12.57440
a Predictors: (Constant), NWPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 111.999 117.369 954 410
NWPS -.409 AT7 -.443 -.857 455
a Dependent Variable: DPS
NABIL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .991(a) 982 976 2.94872
a Predictors: (Constant), NWPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -33.146 8.418 -3.937 029
NWPS 314 024 991 12.887 .001

a Dependent Variable: DPS
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EBL

Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .187(a) .035 -.287 11.34413

a Predictors: (Constant), NWPS

Coefficients (a)

Unstandardized

Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 26.000 33.815 769 498
NWPS -.061 .184 -.187 -.329 .764
a Dependent Variable: DPS
NIBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .010(a) .000 -.333 7.18760
a Predictors: (Constant), NWPS
Coefficients(a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 13.767 42.845 321 769
NWPS .003 .188 010 017 987

a Dependent Variable: DPS
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Appendix 1V
MULTIPLE REGRESSION ANALYSIS

1. MULTIPLE REGRESSION ANALYSIS OF MPS ON EPS AND DPS

SCBNL

Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .932(a) .869 737 918.15345

a Predictors: (Constant), DPS, EPS

Coefficients (a)

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -4948.856 5686.928 -870 476
EPS 87.656 30.876 729 2.839 105
DPS -51.186 24.591 -535 -2.081 173
a Dependent Variable: MPS
HBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .883(a) .780 561 252.04742
a Predictors: (Constant), DPS, EPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -2580.182 1515.084 -1.703 231
EPS 71.852 30.811 1.162 2.332 145
DPS -13.782 15.602 -440 -883 470

a Dependent Variable: MPS

NABIL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .927(a) .859 719 923.66754

a Predictors: (Constant), DPS, EPS
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Coefficients (a)

Unstandardized

Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -3305.265 2852.604 -1.159 366
EPS -32.376 89.951 -423 -.360 753
DPS 121.182 106.665 1334 1.136 374
a Dependent Variable: MPS
EBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .946(a) .896 791 360.09868
a Predictors: (Constant), DPS, EPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -1202.794 708.311 -1.698 232
EPS 41.840 10.291 .966 4.066 .056
DPS 6.447 18.725 .082 344 763
a Dependent Variable: MPS
NIBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 953(a) .909 818 169.22867
a Predictors: (Constant), DPS, EPS
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -20.775 553.401 -038 973
EPS 28.403 8.494 773 3.344 079
DPS -21.365 14.730 -335 -1.450 284

a Dependent Variable: MPS
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2. MULTIPLE REGRESSION ANALYSIS OF MPS ON PER AND DPR

SCBNL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .994(a) .989 .978 267.83929

a Predictors: (Constant), DPR, PER

Coefficients (a)

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -235.570 1824.727 -129 .909
PER 178.778 26.608 .983 6.719 021
DPR -1.750 19.132 -.013 -.091 935
a Dependent Variable: MPS
HBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .986(a) 972 .945 89.48764
a Predictors: (Constant), DPR, PER
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -432.215 187.908 -2.300 148
PER 72.913 9.462 939 7.706 016
DPR 2.642 2.263 142 1.167 .363
a Dependent Variable: MPS
NABIL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .998(a) .997 .994 135.11628
a Predictors: (Constant), DPR, PER
Coefficients (a)
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -26.525 1107.576 -.024 983
PER 157.730 8.415 1.019 18.743 .003
DPR -9.604 18.014 -.029 -.533 .647

a Dependent Variable: MPS
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EBL
Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .998(a) .996 991 73.74297
a Predictors: (Constant), DPR, PER

Coefficients (a)

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -792.500 147.263 -5.382 033
PER 105.765 5.840 931 18.111 .003
DPR -4,182 1.529 -.141 -2.735 112

a Dependent Variable: MPS

NIBL
Model Summary
Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .928(a) .860 721 209.66949

a Predictors: (Constant), DPR, PER

Coefficients (a)

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -118.314 1191.881 -.099 930
PER 69.969 43.479 637 1.609 249
DPR -9.145 10.340 -.350 -.884 470

a Dependent Variable: MPS
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APPENDIX V
(i) First ANOVA Test on DPS

Calculation for MSC, MSR and MSE

The data are coded by subtracting 20 from each figure.

Years Banks Row X4? X,? Xg? X2 Xs?
Total
SCBN | HBL NAB [ EBL | NIBL (Tor)a
L(x) | (%) IL (%) (%s)
(%s)
2002/03 | 90 —18.68 303 0 0 101.32 | 8100 34894 [ 900 |0 0
2003/04 | 90 —20 45 0 -5 110 8100 400 2025 | 0 25
2004/05 | 100 —842 |50 —20 | -75 | 11408 | 10000 | 70.90 | 2500 | 400 | 56.25
2005/06 | 110 10 65 5 0 190 12,100 | 100 4225 | 25 0
2006/07 | 60 -5 80 —10 [-15 | 110 3600 25 6400 | 100 | 225
Column | 450 —4210 | 270 | —-25 | —275 | 625.40 | 41,900 | 944.84 | 16,05 | 525 | 306.25
Total 0
(Tc)
X/ X5 YXg? zZX4 > X
Now, T = General Total = 625.40
>Tc=YTr=625.40 and n =25
2 2
Correlation Factor (CF) = % = % = 15,645
R. S. S.=Row Sum of Squares = Y X1%+ ¥ Xo*+ Y Xa™ Y Xu’+ Y X5
=41,900 +944.84 + 16050 + 525 + 306.25 =59,726.09
SST =RSS - CF =59,726.09 — 15,645 = 44,081.09
2 2 _ 2 2 _ 2 _ 2
SSC = xrc? CE= (450) n (- 42.10) n (270) N (-25) N (-27.5?% 15,645
nc 5 5 5 5 5
=40,065.73
2 2 2 2 2 2
SSR = xrr? CE = (101.32) n (101) n (114.08) n (190) n (110 15,645
nr 5 5 5 5 5

=1070.99

~ SSE = SST - SSC - SSR
=44,081.09 —40,065.73 — 1070.9
=29944.37
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Two-way ANOVA Table

Source of Sum of d.f. Mean Sum of F-ratio
Variation Square (S.S.) Square (MSS)
Between SSC = C-1=5-1= Msc= 3¢ - Fc (4,16) =
Banks 40065.73 4 0068 734 mMsc
MSE
4 _10016.43
=10016.43 = 10z
Between SSR = r1=51 | MsR =358 - 1070.99 =54.43
Years 1070.99 =4 r-1 4
=267.75 Fc (4,16) =
MSR
Residual or SSE = (r-1) (C- MSR = —35E MSE
Error 2944.37 1 =(- 29(4647317)”_1) 267.75
1)(5-1) 16 ~ Ts202
=16 =184.02 =1.45
Total SST= n-1=25-1
44081.09 =24
(ii) Second ANOVA Test on MPS
Calculation for MSC, MSR and MSE
The data are coded by subtracting 800 from each figure.
Years Banks Row X2 X2 X2 X42 Xs?
Total
SCB | HBL [ NABI [ EBL [ NIB | (Tr)
NL | (%) L(x) | () |L
(x2) (Xs)
2002/03 | 840 | 36 -60 355 | 5 456 705,600 1,296 | 3,600 126,025 | 25
2003/04 | 945 | 40 200 | -120 | 140 | 1205 | 893,025 1,600 | 40,000 14,400 | 19,600
2004/05 | 154 | 120 | 705 | 70 0 2440 | 23,87,025 | 14,400 | 497,025 | 4,900 0
5
2005/06 | 2,975 | 300 | 1,440 | 579 | 460 | 5754 | 8850,625 | 90,000 | 20,73,6000 | 335241 | 211,60
0
2006/07 | 510 | 940 | 4250 | 1,63 | 929 | 12,849 | 2,60,10,000| 8,83,6 | 1,80,6250 | 26,56,9 | 863,04
0 0 00 0 00 1
Column | 11,4 | 1436 | 6,535 | 1,80 | 1524 | 22,704 | 3,88,46,2 | 990,89 | 2,06,76,7 | 31,37,4 | 10,94,
Total 05 4 75 6 25 66 266
(Tc)
YXq? YX? YX{ YX2 > Xs?
Now, T = Grand Total = 22,704
dTe=)tr= 22,704 andn =25
(22704)

Correlation Factor (C.F.) = —

R.S.S. = Row sum of square
=Y Xa?+ Y X0 + Yxa + Y X4’ + Y Xs” = 388,46,275 +990,896+ 206,76,725 +

31,37,466 + 10,94,266

:6’

47,45628

=2, 06,18,8664.64

SST =RSS - C.F =647, 45,628 - 206, 18,864.64 = 441, 26,763.36

2 2 2 2 2
SSC = ZTC _CE = (11405) (1426) + (65;5) +(18(5)4-) 4 (1524
=154, 65,002.96
2 2 2 2 2
SSR = zTc "CE = (4-556) (12;)5) +(24:0) 4 (157547  (12,849)

= 205, 44, 910.96
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SSE =SST - SSC - SSR
=441, 26, 763.36 - 154, 65, 002.96 - 205, 44, 910.96

=81, 16, 849.44
Two- way ANOVA Table
Source of Sum of d.f. Mean Sum of F-ratio
Variation Square Square (MSS)
(S.S.)
Between SSC = C-1=5-1 MSC=33¢ = Fc (4,16) =
Banks 154,65,002. =4 1546550796 Msc _
96 f MSE
=38,66,250.74 | 300625074
507,303.09
Between SSR = r-1=51 MSR = % = =762
Years 205,44,910. = 205,44,910.96
96 T Fc (4,16) =
=51,36,227.74 (M’SR )
MSE
Error SSE= (1) (C- | MSR=—3% _ 51,36,227.74
81,16,849.4 | 1)=(5- s11csamen ™ | T 50730300
4 1)(5-1) —— =10.12
=16 =184.02
Total SST= n-1=25-
441,26,763. 1=24
36
(iii) Third ANOVA Test on EPS
Calculation for MSC, MSR and MSE
The data are coded by subtracting 50 from each figure.
Years Banks Row Xq? X2 X2 X2 Xs?
Total
SCB | HBL [ NAB [EB [ NIB | (Tr)
NL (%) IL L L
(x2) (Xa) (xa) | (%)
2002/03 | 99.3 | -055 | 34.66 | - - 102.87 | 986049 | 0.30 | 1201.3 | 4040.0 | 108.9
20. | 104 1 1 9
10 |4
2003/04 | 9355 | - 4261 | - 170 | 1324 | 8751.60 | 0.90 | 18156 | 1954 | 2.89
0.955 4.4 9 1
2
2004/05 | 93.14 | -2.09 | 5549 | 4.2 | - 140.2 | 8675.06 | 437 | 3079.1 | 17.81 | 110.2
2 | 105 |6 4 5
0
2005/06 | 125.8 | 9.24 | 79.21 | 12. | 9.35 | 236.4 | 15835.70 | 85.38 | 6274.2 | 163.84 | 87.42
4 80 4 2
2006/07 | 117.3 | 10.66 | 87.08 | 28. | 125 | 256.0 | 13775.72 | 113.6 | 7582.9 | 806.56 | 158.0
7 40 |7 8 3 3 0
Column | 529.2 | 16.31 | 299.0 | 20. | 2.68 | 868.1 | 56,898.57 | 2045 | 19953. | 1411.7 | 467.5
Total | 0O 5 90 4 8 21 6 5
(Tc)
X4 XX | XX PR % X
Now, T = Grand Total =868.14
>Tec =)tr=868.14 and n =25
2 2
Correlation Factor (C.F.) = LR UL D 30, 146.68

R.S.S. = Row sum of square =Y X1?+ Y'X2? + Yxs2 + Y X4+ ¥ X

n 25
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=56, 898.57 +204.58 +19,953.21 + 1411.76 + 467.55 =
78,935.67
SST =RSS-C.F=78,935.67 - 30,146.68 = 48,788.99

2 2 2 2 2 2
e _XTc? CE = (529.20) + (16.31) + (299.05) n (20.9) + (2.86)* 30146.68 =
nc 5 5 5
43, 892.03
2 2 2 2 2 2
SSR = ZZCC -CFE. = (102.87) + (132.49) + (140.26) + (236.44) + (2565.05) _30146.68 =
3711.23
SSE = SST - SSC — SSR
=48,788.99 — 43, 892.03 - 3711.23
=1185.73
Two —way ANOVA Table
Source of Sum of d.f. Mean Sum of F-ratio
Variation Square (S.S.) Square (MSS)
Between SSC = C-1=5-1 MSC= 3¢ = Fc (4,16) =
Banks 43892.03 =4 43895 03 msc _
4 101‘/‘1957‘?3 01
=10973.01 =
Between SSR = rr1=51 | psR =SSR - 371123 74.11
Years 3711.23 = :65%81 4 =148.06
Fc (4,16) =
- MSR
Residual on SSE = (r-1) (C- MSR = —35E VSE
Error 1185.73 1) =(5- D=1
1(-1) SEETI - 92781
=16 =74.108 A
Total SST = n-1=25- =1252
48,788.99 1=24
(iv) Fourth ANOVA Test on DPR
Calculation for MSC, MSR and MSE
The data are coded by subtracting 50 from each figure.
Years Banks Row X2 | X2 Xq? Xq? Xs?
SCBN | HBL NABI | EBL NIBL | Total
L(x) | (x) L (x) | (xa) (%s) (T
2002/03 | 23.68 | —47.33 | 9.06 | 16.89 | 0.56 2.86 560. | 2240.1 | 82.08 28527 | 0.31
74 |3
2003/04 | 26.63 | —50.00 | 20.19 | —6.12 | —20.99 | —30.29 | 709. | 2500.0 | 407.64 | 37.45 440.58
16 |0
2004/05 | 33.83 | —25.83 | 16.36 | —50.00 | —18.35 | —43.99 | 114. | 667.19 | 267.65 | 2500.00 | 336.72
47
2005/06 | 23.93 | 0.64 1578 | -10.19 | —16.30 | 13.86 572. | 0.41 249.01 | 103.84 | 265.69
64
2006/07 | —2.20 | —25.27 | 22.95 | —37.25 | —42.01 | — 83.78 | 4.84 | 63857 | 526.70 | 1387.56 | 1764.8
4
Column | 105.8 | - 84.34 | —86.67 | —97.09 | —141.34 | 299 | 6046.3 | 1533.08 | 4314.12 | 2808.1
Total (Tc)| 7 147.79 185 | 0 4
XXi | XX > Xs? >X2 > Xs*
2

Now, T = Grand Total =—141.34, >tc=>Tr=-14134and n=25
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T? _ (—141.34)?
n

Correlation factor (CF) = =799.08

R.R.S. = Row Sum of Squares = Y X1+ ¥ Xo? + Yxa2 + ¥ X2 + Y Xs?
=2991.85 + 6046.30 + 533.08 + 4314.12 + 2808.14 = 17693.43

SST =RSS - C.F=17693.43 — 799.08 = 16894.41

e :ZTCZ -CFE. = (105.87)2 + (—147.79)? + (184.34)2 = (—86.67)2 + (=97.09)* 799.08
nc o 5 5 5 '
=10621.27
2 2 _ 2 _ 2 _ 2 _ 2
SSR =2 _ CF, = (280, (73029 | (~4399) | (-1386) | (-8378) 799 0g =
nc 5 5 5
1215.31
SSE = SST - SSC — SSR
=16894.41 — 10621.27 — 1215.31
=5057.83
Two — way ANOVA Table
Source of Sum of d.f. Mean Sum of F-ratio
Variation Square (S.S.) Square (MSS)
Between SSC = C-1=5-1= Msc= 3¢ = Fc (4,16) =
Banks 10621.27 4 10625 27 msc _
: 2655.32
=2655.32 i
316.11
Between SSR = r-1=51 | msR =35k - 121531 8.0
= ~1 4 =84
Years 1215.31 _ §03.83
Fc (4,16) =
MSR
MSE
Residual on SSE = (r-1)(C-1l) | MSR=—3E 203,83
Error 5057.83 =(5-1)(5- o) = 31611
1) =16 e =0.96
=316.11
Total SST= n-1=25-1
16894.41 =24
(v) Fifth ANOVA Test on E/P Ratio
Calculation for MSC, MSR and MSE
Years Banks Row X2 Xo? Xq? X2 Xs?
Total
SCB [ HBL [ NA [EBL [ NIB | (rp
NL | (%) BIL | (x) | L
(x) (%s) (%)
2002/03 | 10.98 | 16.91 | 8.74 | 149 | 201 | 71.63 | 120.56 285.95 | 76.39 222.01 | 404.01
0 0
2003/04 | 12.16 | 17.12 | 10.8 | 149 | 18.1 | 73.16 | 147.86 293.09 | 116.64 222.01 | 330.51
0 0 8
2004/05 | 16.38 | 19.20 | 14.2 | 16.0 | 20.2 | 86.10 | 268.30 368.64 | 203.63 256.00 | 410.06
7 0 5
2005/06 | 21.47 | 1857 | 17.3 | 22.0 | 21.2 | 100.61 | 460.96 344.84 | 300.67 484.00 | 450.71
4 0 3
2006/07 | 35.25 | 28.69 | 36.8 | 31.0 | 27.6 | 159.41 | 124256 | 823.12 | 1357.18 | 961.00 | 763.42
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4 0 3
Column | 96.24 | 100.19 | 87.9 | 98.8 | 107.3 | 490.91 | 2240.24 2115.6 | 2054.51 2145.02 | 2358.7
Total 9 0 9 4 1
(Tc)
X4 X ¥X& >X4 X
Now, T = Grand Total =490.91 ZTC =>tr=490.91 and n=25
Correlation Factor (C.F.) = — M =9639.70

R.S.S. = Row sum of square
=Y X024+ Y X0 + Yxa + Y Xa® + Y Xs? = 2240.24 + 2115.64 + 2054.51 + 2145.02 +

2358.71 =10914.12

SST =RSS-C.F=10914.12 - 9639.70 = 1274.42

2 2 2 2 2
SSC = ZTC _CFE. = (96.24) + (100.49) + (87.:9) n (98:;) + (1075.39) -9639.70 =
39.63
2 2 2 2 2
SSR = zTc _CFE. = _(71.63) (73.516) + (86.510) + (100.61) + (159:1) _ 9639.70 =
1046.37
SSE = SST - SSC - SSR
=1274.42 — 39.63 — 1046.37
=188.42
Two-way ANOVA Table
Source of Sum of d.f. Mean Sum of F-ratio
Variation Square (S.S.) Square (MSS)
Between SSC=39.63 | C-1=5-1=4 | MsC= ﬁ = Fc (4,16) =
Banks 39.63 et mMsc
MSE
4 =291
=9.91 11.78
Between SSR = r-1=5-1=4 MSR =358 -
Years 1046.37 1046975 =0.84
4
=261.59 Fc (4,16) =
MSR
_ MSE
Residual or | SSE=188.42 | (r-1)(C-1) | mMSR=—3%E
Error =(5-1)(5-1) 1;; A _ 26159
=16 - 11.78
11 =2221
Total SST= n-1=25-1=
1274.42 24
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1)

Appendix VI

Primary Data Questionnaire

While forming dividend policy, which factor do you think is most

important?

a) Market Price b) Net worth c) Current Earning

d) Liquidity e) Past Dividend f) Regularity Position

2)
a)
b)
c)
d)
€)
3)

a)
b)
c)
d)
e)
4)
a)
b)
c)
d)
5)
a)
b)
c)
6)
a)
b)

What do you think the major motive of paying cash Dividend?

To convey information to shareholders that company is doing good.
To draw attention from the investment community.

To increase the market value of the firm’s stock.

To fulfill shareholders expectation

What would you like to suggest with regard to dividend policy in Nepalese
banks?

Treatment of dividend as an obligation.

Stability of dividend and unhaphazard payout ratio.

Cash balance for dividend be adequately planned and maintained.

Legislation regarding minimum dividend be enacted.

What do you suggest if the company has no cash to pay dividend?
Borrow funds and pay cash dividends

Pay stock dividends.

Don’t pay cash or stock dividends at all.

Which of the following decision do you think are more important?
Financing decisions

Investment decision

Dividend decisions

How much is your bank concerned with dividend aspect?

Highly concerned c) Concerned

Less concerned

144



Do you think that dividend is paid as a residual decision in Nepalese
Enterprise?

Yes b) No c) To some extent

Do you take into account the shareholders expected return, while forming
dividend policy?

Yes b) No ¢) Don’t know

Nepalese shareholders are indifferent about whether the company pays or
does not pay dividend, do you agree?

Agree b)Moderately agree c) Disagree d) Don’t know

10) Do you think that company’s announcement of earning will help to

a)
b)

change marker price of share?
Yes c) To some extent
No d) don’t know

11) Among the various dividend policies, which policy does your company

a)
b)
c)
d)
e)

follow?

Residual dividend Policy
Steady dividend Policy
Earning based dividend policy

Fixed plus extra dividend Policy

12) What kind of dividend does your company distribute?

a)
b)

c)

Cash dividend
Scrip dividend
Stock dividend
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A Survey Report

QNjlteam [NABIL HBL SCBNL EBL NIBL Total
Respons|% Respon(% |Respons|% [Respon|%  [Respon|% Respon|%
es ses es ses Ses ses

1 |a 1 16.67 |- - - - |- - 1 16.67 |2 8

b - - 3 7% |2 50 |- - 2 33.33 |7 28
c 1 16.67 |1 25 |2 5015 100 |2 33.33 [11 44
d 3 50 - - - - |- - - - 3 12
e 1 16.66 |- - - - |- - 1 16.67 |2 8
f - - - - - - - - - - - -
2 Ja 4 66.66 |- - - -1 20 |4 66.67 |9 36
b - - - - 1 25 |- - - - 1 4
c - - 1 25 |1 251 20 |- - 3 12
d 2 33.33 |3 7% |2 50 (3 60 (2 33.33 [12 48
3 |a - - - - - -1 20 |- - 1 4
b 1 16.67 |2 50 |2 50 (3 60 (5 83.33 [13 52
c 4 66.67 |2 50 |2 50 (1 20 (1 16.67 |10 40
d 1 16.66 |- - - - |- - - - 1 4
4 |a - - -1 - - -1 20 (2 33.33 [3 12
b 3 50 2 50 |2 501 20 (2 33.33 (10 40
c 3 50 2 50 |2 503 60 (2 33.34 (12 48
5 |a - - 2 50 |2 50 |4 80 |1 16.67 |9 36
b 5 83.33 |2 50 |2 50 |1 20 |5 83.33 [15 60
c 1 16.67 |- - - - |- - - - 1 4
6 |a 6 100 |2 50 |2 50 |4 80 (2 33.33 [16 64
b - - 2 50 |2 50|1 20 (4 66.67 (9 36
7 Ja - - - - - -1 20 (1 16.67 |2 8
b 1 16.67 |2 50 |1 25 |- - - - 4 16
c 5 83.33 |2 50 |3 75 |4 80 (5 83.33 [19 76
8 |a 4 66.67 |4 100 |3 7515 100 |6 100 22 88
b - - - - - - |- - - - - -
c 2 33.33 |- - 1 25 |- - - - 3 12
9 Ja - - - - - - |- - 2 33.33 |2 8
b 3 50 1 25 |3 7513 60 (2 33.33 [12 48
c 3 50 3 75 1 2512 20 (2 33.34 (11 44
d - - - - - - |- - - - - -
10 |a 5 83.33 |3 75 |3 7515 100 |4 66.67 |20 80
b - - - - - - |- - - - - -
c 1 16.67 |1 25 1 25 |- - 2 3333 |5 20
d - - - - - - |- - - - - -
11 |a - - - - - - - - - - - -
b 1 16.67 |1 25 |1 25 |- - 1 16.67 |4 16
c 5 83.33 |3 75 |3 7515 100 |4 66.67 |20 80
d - - - - - - |- - 1 16.66 |1 4
12 |a 5 83.33 |1 25 |2 503 60 |4 66.67 |15 60
b - - - - - - - - - - - -
c - - - - 1 25 |- - - - 1 4
d 1 16.67 |3 7 |1 2512 40 |2 33.33 |9 36
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