CHAPTER -l
INTRODUCTION

1.1 General Background of the study

There are limited financial activities before 1980’s. But after the democratically elected
government adopt the liberal and market oriented economic policy. There is a sign of
improvement in the financial sectors. Structural changes in the financial sector is
including liberalization of interest, creation of basic regulatory framework and
development of long term government securities. Like in other sector, active participant
of private sector in financial sector will play and important role in economic devel opment
of the country. In order to improve the role of financial sector in economic activities, it is
essential to flow financial resources easily and in a simple way which would in tern, help
to achieve desired outcomes from the economic development. Due to the poor and small
capital market condition, though the present development and expansion of financial
sector are directed towards the same objectives, the country has not able to reach the
desire outcomes. It is as early stage of growth. There is shortage of symmetric
information between management of newly established Nepalese companies and

Nepalese investors who are interested in invest.

In capital market, al forms operate in order to generate earnings. Shareholders supply
equity capital, hopping to share in these earnings either directly or indirectly. When, a
company pays out of portion of its earning to shareholders in the form of dividends, the
shareholder benefit directly. If instead of paying dividends, the shareholders can expect to
benefit indirectly through future increases in the price of there stock. Thus shareholders
wealth can be increased through either dividends or capital gains. The policy of a
company on the division of its profits between dividends and retention is none as
dividend policy. All aspect and question related to payment of dividend are containing in
adividend policy. The weath maximizing objective in the long run can be achieved only



by maintain adequate funds for investment. Financing growth can be considered as a
secondary objective of dividend policy. Therefore, the firm should forecast the future
need for funds and determined the amount of retained earnings available after payment of

dividends.

Though the establishment of cooperation in Nepal has been expedited in recent years,
actual owners of the cooperation do not seem adequately expected by paying dividends.
The government is unable to receive dividends from the public enterprises as documented
in past several years’ budget speeches and economic surveys published by HMG,
Ministry of finance. Recently joint ventures banks and some other public limited
companies have shown new trained of paying dividend to shareholders. It is in this
context that a study of dividend policy in Nepal assumes greater significances. Despite
the fact that only few companies are paying dividends, there is also growing practice of
paying stock dividend among some Nepalese companies. The clue to stock dividend
distribution may lie in their perceived substitution for relatively low cash dividends. It is
said that when the firm need to retain a high percentage of rankings, they issue stock
dividends so that the shareholders of the firms are content. Managers strongly agree that
stock dividends have a positive psychological impact on investors receiving them.

The issue of how much a company should pay its stockholders as dividends is one that
has concerned managers for along time. It has often been pointed out that a company that
raises its dividends often experiences an increase in its stock price and that a company
that lowers its dividends has afalling stock price. This seems to suggest that dividends do
matter in that they affect stock price. But this casual relationship has been refuted by
several recharges on the grounds that dividends per share do not affect stock prices,
rather: it is the informational content of dividends that effect stock prices. Thus there
should be no direct link between dividends and stock prices. Ross (1977) and
Bhattacharya (1979) have argued that dividends policy could be viewed as a signaling
mechanism whereby firms with profitable projects are able and willing to pay higher
dividends in order to segregate themselves from firms with less profitable projects. They
provide a rational for value maximizing firms paying positive dividends when risk

premiums per unit of dividend yield are positive in equilibrium. Ross proved that an



increase in dividend paid out can represent an inimitable an unambiguous signal to the
market place that a firm s prospects have improved. If this is an accurate picture of the
way in which firms operate, then it follows that changes in dividend payments supply the
market with information regarding management assessment of the level of the firm so

long run cash flow.

Higher dividends can directly benefit shareholders because they reduce the free resources
which manager can use sub optimally Some economists believe that management decide
to pay dividends in order to reduce agency costs. By issuing dividends management is
forced to go to the capital markets for additional financing. Each time it attempts to raise
fresh capital, its operation are intensely scrutinized by investment bankers, accountants,
and other market professionals. Because these parties have comparative advantages over
the bondholders in monitoring the firms activities, dividend payments accompanied by
subsequent new financing may lower monitoring costs and there by increase firms value.

There are reasons for efficiency of dividends as signals. Dividend announcement are
backed by hard, cold cash. The firm must generate this cash internally or convince the
capital markets to supply it. Alternative communications may lack the credibility that
comes from *“saying it with cash”. Investors may feel that financial statements have been
skillfully massaged by the financial staff. In addition, dividend decisions tend to be future
oriented as opposed to accounting statements which document past performance.
“Besides credibility, dividends also have the advantages of simplicity and visibility.
Many other announcements are, at the same time, complex and detailed in focus. They
require time and expertise to decipher. As simple numerical signas, dividends facilitate
comparative analysis unlike statement by management which may be difficult to
calibrate. Simplicity is especially advantageous for investors holding many firms' shares
to achieve the benefits of diversification. Further, dividend signals convey information

without releasing sensitive details that may be useful to competitors. (1bid,35,36).

Dividends have a number of unique advantages over alternative managerial
communications. The empirica evidenced confirm that alternatives are not perfect

substitutes for dividends. Dividends serve as a simple, comprehensive signal of



management’s interpretation of the firm’s recent performance and its future prospects.
The improved corporate dividend practice is thus an essential means to solve the problem
of asymmetric information between management of newly established Nepalese
companies and Nepalese investors who have poured their funds. Viewed in this
prospective, the study devoted to Banks dividend practice in Nepal may help to develop
capital market.

1.2 A Brief Profile of Sampled companies

Himalayan Bank Limited

Himalayan Bank Ltd is a joint venture bank with Habib Bank Limited of Pakistan was
established 1993 under the Company Act 1964. Thisisthe first Joint Ventures Bank with
maximum share holding by the Nepalese private Sector, which managed by Nepali chief
executive. An authorized capital of the bank has been Rs 600,000,000, issued capital Rs
300,000,000. Its ownership is composed of founder shareholders 51% Habib Bank Ltd,
Pakistan 20%, Karmachari Sanchaya Kosh 14% and Public 15%. ATM and Tele-banking
were first introduced by HBL.

Presently the bank has 21 branches. The head office is at Thamel. The main aim of the
bank is to extend professional banking service to various section of the society and

contribute in the economic development of the country.



Figl.1
Ownership structure of HBL
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Everest Bank Limited

As a policy of Government to open the banking sector for private and foreign
participation starting from mid eighties, Everest Bank Limited was established in 1993
under company Act 1964 with an objective of carrying out commercial banking activities
under the commercial bank act 1974. United Bank of India Ltd under technical services
agreement signed between it and Nepali promoters was managing the bank from the very
beginning till November 1996. Later on it handed over the management to Punjab
National Bank Ltd, India. It was composed by which holds 20% equity on the bank’s
share capital, Nepal ese promoters 50% and general public 30% hold the balance equity of
the bank.

The bank has got an authorized capital Rs 400,000,000 issued capital Rs 264,000,000 and
paid up capital Rs 220,858,600. Presently the Bank has 27 branches. Head office is in
Lazimpat. The main am of EBL is to extend professional banking service to various
section of the society and they’re of contribution in the economic development of the

country.



Fig1.2
Ownership structure of EBL
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Nepal Investment Bank Limited

Nepal Investment Bank Limited, (NIBL), previously Nepal Indosuez Bank Ltd, was
established in 1986 as ajoint venture between Nepalese and French partners. The French
partner (holding 50% of the capital of NIBL) was Credit Agricole Indosuez, a subsidiary
of one the largest banking group in the world.

With the decision of Credit Agricole Indosuez to divest, a group of companies
comprising of bankers, professionals, industrialists and businessmen, has acquired on
April 2002 the 50% share holding of Credit Agricole Indoseuz in Nepal Indoseuz Bank
Limited.
The name of the bank has been changed to Nepa Investment Bank on B.S 2059-02-29
(30 May 2002) upon approval of bank’s Annual General Meeting, Nepa Rastra Bank and
Company Registrar’s office with the following shareholding structure.

A group of companies holding 50% of capital

Rastriya Banijya Bank holding 15% of the capital.

Rastriya Beema Sanstha holding 15% of the capital.



The remaining 20% being held by the General Public (which means
that NIBL isa Company listed on the Nepa Stock Exchange).

Presently the bank has 24 branches. The head officeis at Durbarmarg.

Fig1.3
Ownership structure of NIBL
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1.3 Statement of the Problem

Dividend policy determines the divison of earning between stockholders and
reinvestment in the firm. Retain earning is the one of the most significant source of the
fund for financing corporate growth. Dividends constitute the cash flow that accrue to
stockholders , Dividend policy affects different area of financial structure like flow of
fund ,corporate liquidity, stock price and investor satisfaction. It is important aspect of

financial management.



In the context of Nepal, after liberal government policy they are progressive
establishment of joint venture banks, insurance, companies and financial companies

which are the main supportive for the development of the country

In Nepal , it has been found that especialy the joint venture commercial banks, some
sound insurance companies manufacturing companies and hotel industries have been
distributing dividends, but do not seem to be serious regarding dividend decision since
most of them have don’t have any consistent and clear cut policy on dividend
distribution. Cash dividend paid by the company is viewed as good signal to investors or
it signals the profitability enhancement of the company to investors but this fact is still
ignored as dividend decision is taken by the company without any wise consideration or
with thinking its future impact on company. There is no satisfactory result regarding

dividend is obtained so far.

Dividend being one of the inspiring factor to the investor, it is not matching with earning
per share of the company so what is the relationship between dividend and earning per

share.

There is no proper relationship between dividend and quoted market price of the share.
Exit returns of listed company’s lack of the appropriate relation ship with price as most of
the company is unable to distribute dividend. But their market price is still growing

upward, so the return of the company is not reflecting on market price.

Retained earning is treated as financing source of the company. If the company retains,
earning it can increase its activities which result in profit maximization where as if the
company distribute dividend it has to raise additional capital from other sources. So the
company can adopt different types of dividend policy according to itsinternal policy.

Following are the major problems that have been analysis for the purpose of the study.

What is the dividend procedure followed by sample banks?



Are DPS affected by Earning per share in the sample banks?

What is the Price earning ratio of the sample banks?

What is the Market value per share to Book value per share of the sample banks?
What is the Dividend yield ratio of the sample banks?

What is the relation between dividend and earning per share of the sample banks?
What is the relation between dividend and net profit of the sample banks?

What is the relation between dividend and market price of share of the sample
banks?

What is the relation between dividend and book value of the share of the sample
banks?

What is the relation between dividend and net worth of the sample banks?

Isthere significant differencein EPS, DPS, PM and NW of HBL, EBL and NIBL?

1.4 Objectives of Study

The main objective of this study is to analysis the dividend policy practice followed by

sample banks. The specific objectives are as follows:

a) To study dividend procedure followed by the sample banks

b) Toidentify whether DPS affected by EPS per share in sample banks.

c) To identify price Earning ratio, market value per share to book value per share,
Dividend yield ratio of sample banks

d) To anayze the relationship between dividend per share with various important
variables such as earning per share, net profit, net worth and Book value per
shares.

e) To analysis significant difference in EPS, DPS, PM and NW of HBL, EBL and
NIBL.



1.5 Significance of the Study

People are attracted to invest in the share for the purpose of getting more and more
returns. Therefore dividend policy should be effective to attract new investors and keep
and present investors happy and maintain goodwill of the company. When any new
company floats shares through capital market very big crowd gathers to apply for
owner’s certificate. It indicates people’s expectation for higher return on the investment

of share.

It may be useful to government for making policy, controlling, supervision and
monitoring. It will be useful to the concerned people like share holders, management and

policy makers.

This study will assist the policy makers to formulate their dividend regarding their
company. They will able to analyze the fluctuating dividend distribution in Nepal.

This study will be matter of interest for the academicians, students and investors. They
might be able to understand the current dividend related practice in Nepal.

This research might shade light to the investors on where to invest. They might be able to

identify the correct investment from all the investment opportunitiesin front of them.

1.6 Limitations of the Study

There are limitation that weakens the generalization, e.g. inadequate coverage of
industries, shortage of time, used and other variables. This study is simply a partial
requirement of MBS programmed. So this study will limited by following limitation

I This study is mainly conducted on the basis of secondary data so the result
depends on the secondary data.
I. The study period only cover five fiscal years from 2003\2004 to 2007\2008.

10



iii. Only three joint venture banks are taken as sample due to insufficient time.

iv. Cash and Stock dividend related datawill be analyses and interpreted.

V. There are many factor that effect dividend decision on and valuation of the
firm. However only those factors related with dividend will be considered in
the study.

1.7 Organization of the Study

The study has been divided into following:

Chapter 1: Introduction

Chapter 2: Review of Literature

Chapter 3: Research Methodology

Chapter 4: Presentation and Analysis of Data

Chapter 5: Summary, Conclusion and Recommendations

Chapter first deals with the subject matter of the study which consists general background
of study, Profile of sample companies, , statement of problems and the objective of the
study, significant of the study and limitation of the study, org of the study

Chapter second deals with the review of literature. It includes a discussion on the
conceptual framework on dividend policy and review of previous studies like books,

articles journal s dissertations.

Chapter third deds with research methodology used to evaluate dividend
practices of sample banks in the Nepa .It deals with research design, population and

11



sample, nature and source of data, data processing procedure, tools and techniques for

anaysis.

Chapter four deals with the presentation and analysis of data collected from various

sources. It also includes major findings of the study.

Chapters five deals with Summary, Conclusion and Recommendations of the study and
bibliography and appendixes are included at the end.
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CHAPTER-II
REVIEW OF LITERATURE

2.1 Conceptual Framework

Dividend decision of the firm is yet another crucial area of financial management. The
important aspect of dividend policy is to determine the amount of earnings to be
distributed to shareholders and the amount to be retained in the in the firm. It is portion of
the net earning dividend by the company among the shareholders as a return for their
money invested. Dividends are distributed out of the profits, the alternative to the
payment of dividends is the retention of earnings profits. The retained earnings
constitute an easily accessible important source of financing the investment requirements
of firms. The policy of a company on the division of its profits between distribution to
shareholders as dividend and retention for its investment is known as dividend policy. All
aspects and questions related to payment of dividend are contained in a dividend policy.
Dividend policy determines the amount of earnings to the retained and paid out by the
firm. "The dividend policy must be formulated with the basic objectives in mind-
maximizing the wealth of the firm's owners and providing for the sufficient financing.

These objectives are not mutually exclusive but rather interrelated, (Gitman 1994 ; 614)

(Generdly, there are two types of shares: preference shares and equity shares. Dividend
paid on preference shares is caled preference dividend. Which are generally fixed and
payable before payment of equity dividend? There is no choice to management for the
preference dividend. But there is full choice about the rate of equity dividend. Dividend
decision is the mgjor decision of financial management; it is in the sense that the firm
have to chosen between distribution profits to shareholders and sloughing them back into
the business. The dividend decision is depends upon the objectives of the management

for wealth of the shareholders and owners.
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Dividends are generally paid in cash because it is easy to paid shareholders. There is a
reciprocal relationship between retained earnings and cash dividend: larger retention,
lesser dividends; smaller retention larger dividends. Thus, the alternative uses of the net
earnings, dividends and retained earnings are competitive and conflicting. "Financial
management is therefore concerned with the activities of corporation that affect the well
being of stockholders. That well-being can he partially measured by the dividends
received, but the more accurate measure is the market value of stock. But stockholder
usualy thinks that the dividend yield is less than capital gain. "(Dean, 1973;630) The
Dividend policy is the policy of a company uses to decide how much it will pay out to
shareholders as dividends and how much to retain in the company from total profit. The
important aspect of dividend policy is to determine the amount of earning to be
distributed to shareholders and the amount to be retained in the firm. . The financia
manager must very care fully decide the alocation of earnings between dividends and
retained earnings, looking external and internal environments of the company, as this

decision affects the value of the firm and as a result , the firm’ cost of capital.

Therearetwo Argumentsfor Dividend

Arguments for Dividends: that a high dividend payout is important for investors because
dividends provide certainty about the company's financial well-being; dividends are also
attractive for investors looking to secure current income. In addition, there are many
examples of how the decrease and increase of a dividend distribution can affect the price
of a security. Companies that have a long-standing history of stable dividend payouts
would be negatively affected by lowering or omitting dividend distributions; these
companies would be positively affected by increasing dividend payouts or making
additional payouts of the same dividends. Furthermore, companies without a dividend

history are generally viewed favorably when they declare new dividends.
Arguments against Dividends. Some financia analysts fedl that the consideration of a

dividend policy is irrelevant because investors have the ability to create "homemade"

dividends. These  analystsclam that this income isachieved by
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individuals adjusting their personal portfolios to reflect their own preferences. For
example, investors looking for a steady stream of income are more likely to invest in
bond (in which interest payments don't change), rather than a dividend-paying stock (in
which value can fluctuate). Because their interest payments won't change, those who own
bonds don't care about a particular company's dividend policy. The second arguments
claims that little to no dividend payout is more favorable for investors. Supporters of this
policy point out that taxation on adividend are higher than on a capital gain. The argument
against dividends is based on the belief that a firm that reinvests funds (rather than
paying them out as dividends) will increase the value of the firm as a whole and
consequently increase the market value of the stock. According to the proponents of the
no dividend policy, a company's alternatives to paying out excess cash as dividends are
the following: undertaking more projects, repurchasing the company's own shares,

acquiring new companies and profitable assets, and reinvesting in financial assets.

Using this approach, companies tend to view the debt/equity ratio as a long-term rather
than a short-term goal. In today's markets, this approach is commonly used by companies
that pay dividends. As these companies will generally experience business cycle
fluctuations, they will generaly have one set dividend, which is set as a relatively small
portion of yearly income and can be easily maintained. On top of this set dividend, these
companies will offer another extra dividend paid only when income exceeds generd
level.

2.1.1 Theoriesof Dividend
There are different types of dividend theories have been advance in financial

management; they are relevant or irrelevant in dividend decision. Among them some

relevant and irrelevant theories have been discussed below.
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Residual Theory of Dividend

Under this theory, the payment of dividend is depends on its investment policy. "One
school of thought, the residual theory of dividends suggests that the dividend paid by a
firm should be viewed as a residual amount left after al acceptable investment
opportunities have been undertaken.” (Oilman. 1994 ; 517 )in this theory the shareholders
gel dividends only when there exists balance of earning after paying fixed obligations and

investing in profitable sector or expansion.

"The starting point in the theory is that investors prefer to have the firm retain and
reinvest earning exceeds the rate of return the investors can obtain on other investments
of comparable risk." (Weston and Brigham 1987 ; 640) It assumes that the internally
generated funds are comparatively cheaper than the funds obtained from external sources.
It is because the retained earning or internally generated funds does not imply any
flotation cost as in the external sources by issuing new shares. If the firm has retained
earning left over after financing all acceptable investment opportunities, these earning
than will be distributed to stockholders in the from of cash dividends- If not there will be

no dividends.

At last it can be concluded that dividend policy is affected by (lie company's investment
opportunities and tlie availability of internally generated funds where dividends are paid
only after all acceptable investment have been financed. So, according to this theory

dividend policy istotally passive in nature.

2.1.2 Forms of Dividends

The usual practice isto pay dividends in cash. Different companies follow different types
of dividend policy. Corporations need to follow different types of dividend due to the
objectives and policies, which they implement. According to various circumstances and
changing needs of corporations dividend is being distributed not only in cash but
different forms of dividend they are; scrip dividend, stock dividend and property
dividend.

16



"The type of dividend that corporations follow is partly of a matter of attitude of directors
and partly a matter of the various circumstances and financial constraints that bound
corporate plans and policies." (Shrestha, 1980;352)

Cash Dividend

When a dividend is distributed in cash to the shareholder out of the company is called
cash dividend. ""When cash dividend is paid both the total assets and the net worth of the
company arc reduce. The market price of the share drops in most cases by the amount of
the cash dividend distributed.” (Pandey, 1999 ;782) When cash dividend is paid the cash
bank account and the total assets of the company is automatically reduced. So, the
company needs to have enough cash and sufficient balance for the payment of cash
dividend. If it docs not have enough balance arrangement should be made to borrow fund,

which is difficult to company.

Stock Dividend

Distribution of additional shares to the existing shareholder as dividend is known as a
stock dividend. This has the effect of increasing the number of outstanding shares of the
company. The shares are distributed proportionately. Arms pay stock dividend as
replacement for a supplement to cash dividend. The declaration of the stock dividends

will increase the paid-up share capital and the reserves and surplus of the company.

Property Dividend

When dividend is paid in terms of assets or property to the stockholders is higher than
cash it said to be property dividend. Whenever the firms have assets that are no longer
necessary in the operations of the business, this type of dividend may lie used. For
Examples Company's own products and the securities of subsidiaries that have been paid

as property dividend.
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Scrip Dividend

That type of dividend, which is paid in promissory notes, is called scrip dividend. In this
method of dividend, company issues and distribute to the shareholders transferable
[ promissory notes which may interest be bearing or not. "Scrip dividends are those paid
in the company's promises to pay instead of cash.” Encyclopedia America, 1997)

"Scrip dividends are justified only when the company has really earned profit and have
only to wait for the conversion of other current assets into cash in the course of
operation”(Gautam. 1998 ; 365).

2.1.3 Stability of Dividends

A stable dividend policy is a long-term policy. It does not affect by variation in earning
from year to year. The dividend will! Be regular. "Stability of dividends means regularity
in paying dividend even though the amount of dividend may fluctuate from year to year,
by stability we maintaining a position in relating to a dividend trend line, preferably one
that are upward slopping.” (Van Home, 1998 ;325;326). The shareholders generaly
prefer stability or regularity of dividends because the company distributes a stable
dividend over the year the market price of the shares may be increased. It is suitable for
those companies, which have got stable income. All other being the same stable dividend
may have a positive impact on the market price of the share. We can define it in other
words that is the term dividend stability refers to the consistency or lack of variability in

the stream of dividends. There are three types of dividend stability are as following:

(a) Constant Dividend per share

Constant dividend per share means that the dividend can be fixed either in amount or in
percentage. According to this form of stable dividend policy a company follows a policy
of paying a certain fixed amount per share as dividend every year. In this policy the
fluctuations in earnings would not affect the dividend payment. In fact, when a company

follows such a dividend policy, it will pay dividends to the shareholders even when it
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suffers loose. This policy does not imply that the dividend per share or dividend laic 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. 11 the increase is expected
to be temporary, the annual dividend per share is not changed and remains at the existing
level.

(b) Constant Payout Ratio

Another form of stable dividend policy is constant payout ratio. | he ratio of dividend to
earning is known as payout ratio. A stable dividend payout ratio implies that the
percentage of earnings paid out each year is fixed. Some companies may follow a policy
of constant payout ratio i.e. paying a fixed percentage of net earnings every year. It is
policy lie amount of dividend will fluctuate in direct proportion lo earnings. This policy
does not put any pressure on a company's liquidity since dividends are distributed only

when the company has profits.

(c) Low Constant Dividend per Share plus Extra Dividend

This policy is a combination of small regular dividend and an extra dividend. The
aternative to the combination of a small regular dividend and extra dividend is suitable
for companies whose earnings fluctuate widely. Those firms use this policy, which have
fluctuating earnings. With this method, a firm can regularly pay fixed, though small
amount of dividend so that there is not risk of not being able to pay dividend to the
shareholders. "This type of' policy enables a company to pay constant amount of dividend
regularly without a default and alows agreat deal of" flexibility for supplementing the
income of shareholders only when the company's earnings are higher than the usual,
without committing itself to make larger payment as a part of the future fixed dividend."
(Pandey, 1999 ; 779,780)
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2.2 Factors I nfluencing Dividend Policy

Many factors may affect a firm's decision about dividends; the company's decision
regarding the amount of earnings to be distributed as dividends depends on a number of

factors. Some of these factors are trying to mention below:

1) Legal Restriction

Firm corporations are bounced by certain legal constraints for the decision of dividend
payment. The legal rules provide that dividends must be paid from earnings- either from
the current year's earnings or from past year's earning as reflected in the balance sheet
account retained earnings.” Legal rules do not require a dividend declaration but they
specify the rules under which dividends must not be paid. Such types of rules are as
follows;

The net profit rule: It provides that dividends can be paid past and present earnings.

The capital impairment rule: It states that dividends cannot be paid out of invested
capital.

The insolvency rule: It states that no dividends can be paid during insolvency (when
liabilities exceed assets).
In this way lega rules are significant in that they provide the framework with in which

dividend policies can be formulated.

[1) Liquidity Position

The cash or liquidity position of the firm affected its dividend policy. The payment of
dividends means cash outflow. Although a Irt may have adeguate earnings to declare
dividend, it may not have sufficient cash to pay dividends. The greater the cash position
and overal liquidity of a company, the greater will be its ability to pay dividends. A
mature company is generally liquid and it's able to pay large amount of dividends. On the

other hand a growing firm faces the problem of liquidity. Even though it makes good
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profits, it need’) funds for its expanding and permanent working capital, Because of in
case insufficient cash or pressure on liquidity its management may not be able to declare
high dividends.

[11) Borrowing Capacity of the Company

The financial condition or capability of a firm depends on its use of borrowing and
interest charges payable. Ail firms do not have equal access to the capital markets, A
large well established company with good profit and stability of earnings has easy access
to capital markets with greater ability to borrow. On the other hand a small new and
growing company is restricted from to raise equity and debt funds from capital markets
because it is more risky for potential investors. Thus, a well-established company is

likely to have a higher dividend payout ratio than a small new or growing company.

V) Control

Dividend policy may also be strongly influenced by shareholders or management control
objectives. The objective of maintaining control over the company by the existing
management group of the body of the shareholders can be an important variable in
influencing the company's dividend policy. When a company pays large dividends, its
cash position is affected. As a result, the will have to issue new shares to raise funds to
finance its investment programs. The control of the existing shareholders will be diluted
if they do not want or cannot buy additional shares. Therefore as a result dividend ratio
will be reduced.

V) Inflation
Inflation is another factor that the firm's dividend decision. In an indirect way inflation
can act as a constraint on paying dividends. Depreciation is charged on the basis of

original costs at which assets were acquired. As a result with rising prices, funds

generated from depreciation may be inadequate to replace obsolete equipment. So,
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greater profit retention may be required for the companies in order to make replacement
or to maintain the capital intact. Tins aspect becomes ail the more important if the assets
are to be replaced in the near future. Consequently, their dividend payout tends to be low
during periods of inflation.

V1) Stability of Earnings

A firm that has stable earnings is often going predict approximately what its future
earnings will be. Such a *In-m is therefore more likely to pay a larger portion of its

earningsin dividends than is a firm with fluctuating earnings.

VI1I) Profit rate

The rate of return on assets determines the relative ness of paying out earnings in the
form of dividends to stockholders or using them in the present enterprise.

VII1) Need to repay debt

The need to repay debt is also one of the factors that affected to the company in paying
dividends. It influences the availability of cash flow to pay dividend. When a firm has
sold debt it finance expansion or lo substitutes for other forms of financing, it is faced
with two aternatives:

a) It canrefund the debt at maturity by replacing it with another form of security,
b) It can make provisions for paying off the debt. If the decision isto retire the debt this

will generally require the retention of earnings.

I X) Rate of assets expansion

A high rate of assets expansion creates a need to retain funds rather than to pay
dividends. The more rapid the rate which the firm is growing the greater its needs for

financing asset expansion.
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X) Thetax position

In addition, the tax position of the corporations affects its dividend policies- Possible

penalties for excess accumulation of retained earnings may induce higher payout rations.

2.3 Legal Provision Affecting Dividend Policy in Nepal.

Lega Rules & Producers are imposed to make corporate firms follow international
accounting standard in marinating accounts and distributing profits. Government policy,
company Act. Central Bank's rules and regulations circulars issued from time to time and
contractual restrictions govern not only the amount of dividend that can be legally
distributed but also on the procedural aspects of declaring dividend and dividend
practices of corporate firms. These policies rules and regulations are subject to change to
suit the state of condition in the corporate sector and country's economy.

Certain lega restrictions has been imposed on the declaration of dividend, issue of bonus
shares and repurchase of shares. Declaration of dividends is prohibited unless corporate
firm is incorporated under company. Act or statute transfer necessary amount form net
profit to reserves account as required by statutory provisions.

Commercia Act 1972 [2031] section 18 [14™ Amendment 2046] has prohibited the

distribution of dividend unless the following conditions are met:

= Before writing off preliminary expenses.

= Before making provisions for previous year's |0sses.

= Before maintaining adequate [a] capital fund, [b] provision for loan loss and [c]
reserve fund, 20% of the net profit should be appropriated till reserve fund
reaches double of paid up capital.

Nepal company Act, 2006 [2062 B.S.] has made certain provision on dividend payment.

Lega rules and provisions, which seem to affect dividend practices, are mentioned
below:
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Section 179, subsection 1 allows distribution of bonus shares to shareholders from the
distributable profits upon approval of special agenda in shareholder's annua genera
meeting. Subsections 2 require information to the concerned authority before issuing

bonus shares.

Section 182 of the Act has defined distribution of the bonus shares within 45 days from
the date of the decision made in annual general meeting except the following issues.

a) Incaseany law forbids the distribution of dividends.

b) In case any right to dividend is disputed.

¢) In case dividends can't be distributed within the limit mentioned above owing to
circumstances beyond anyone's control and without any fault on the part of the

company.

Section 182, Subsection 3 states that payment of certain interest in case on nonpayment
of the dividend within the specified time period.

Section 182, subsection 4 states that dividend will be paid to the registered shareholders
in the book of the company at the time of decision of the dividend or rights holders as per
the law. Section 182, subsection 5 states that dividend can be paid to shareholders after
deduction depreciation, payments/ provisions as per the law and all the loss of previous

years. Dividend can be distributed without reserves or previsions as per the existing law.

Section 182, subsection 7 alows board of directors to distribute interim dividend to its

shareholders from the profit of earlier financia year in the following cases.

a) Allows payment of dividend incase of provision in the memorandum of the
company.

b) The audited balance sheet approved by the board of directors for distribution of
dividend of the specified year, dividend can be made to shareholders.
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Section 182, subsection 9 allows to transfer the uncollected divided within 5 years from
the date of the decision at the annual general meeting to the account of investors same

ranchman reserves.

2.4 Review of Major Studies

In this section served studies regarding dividend policy and practice carried out by
financial experts and researches in international sector have been reviewed.

2.4.1 Walter's study

James E Walter (1996) has proposed a model for share valuation. According to him, the
dividend policy of the firm affects the value of the share. His model supports that
dividend are relevant. He argues that the choice of dividend policies amost always affect
the value of an enterprise. The investment policy of a firm cannot be separated from its
dividend policy; according to him both are interlinked which is just opposite to
Modigliani and Miller approach. Water's model show clearly the importance of the
relationship between the return on a firm's investment or its interna rate of return(r) and
its cost capital or the required rate of return(r) in determining the dividend policy. As
long as the internal rate greater than the cost of capital, the share price will be enhanced
by retention and will vary inversely with dividend payout. In this way Walter's model is

also known as "Optimal theory of dividend".

The basic assumptions of the Walter's model are- as follow:

1. 1 Thefirm finances all investment through retained earning. The external source
of funds likes debt or new equity capitals are not used.

2. Firm'sinternal rate of return(r) and cost of capital (k) are constant.

3. All earnings are either distributed as dividend or reinvested infernally,

4. Thereisno change in values of earnings per share (L) and dividend per share (D),
The value of E and D remain constant, although there may be changed in the

model for determining the result.
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5. Thefirm has aperpetual or infinitelife.

Based on above assumptions, formula determining to find the market price per shareis as

follows:

_ Div  r(EPS- Div)/k

P
k k
or p=Divt (r /k)(EPS - Div)
k
Where,

P = Market price per share
Div = Dividend per share
EPS = Earning per share
r = Firms' internal rate of return

k = Firm's cost of capital or capitalization

Walter's model shows that there are three probable conditions of the firm for

comparing the relationship between r and k.

@) r >k (Growth Firm)

If the internal rate of return is greater than cost of capital, it is better to retain
retained earnings. These firms are able to reinvest earnings at a rate (r), which is
higher than the rate expected by shareholders (k). They will be maximizing the
value per share is they follow a policy of retaining al earnings fro internal
investment. The market value per share increases the dividend in such a condition.

The market value per share will be maximums at zero dividends.
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(i) r =k (Normal Firm)

If the internal rate of return is equal to cost of capital the dividend payout does not
affect the value of share. Such an enterprise can be called as a Normal Firm.
Whether the earning are retained or distributed, it is a matte of indifference for a
normal firm. The market price of share will remain constant for all dividend
payout ratios from zero to 100. There is no optimum dividend policy for such
firm. The market value per share is not affected by the payout ratio when r = k.

(iii) r <k (Declining Firm)

If the interna rate of return (r) is less than cost of capital (k), it is indicates that
the shareholders can earn a higher return by investing elsewhere. In such case for
maximizing the value of shares dividend aso should be maximized. By
distributing the entire earning as dividend, the value of the shares will be at
optimum value. The dividend payout ratio would give on optimum dividend

policy. The market value per share increase as payout ratio increases when r < k.

2.4.2 Gordon's Study

Myron Gordon (1962) develops one very popular model explicitly relating the market
value of the firm to dividend policy. It is model of stock valuation using the dividend
capitalization approach. This model assumes that dividend per share determine the value
of shares. So according to him the dividend policy of firm affects its value even when the
return on investment is equal to the capitalization rate (r =k). This argument suggest that
an increase in dividend payout ratio leads to increase in the stock prices for the reason
that investors consider the dividend yield less risky than the expected capital gain. What
is available at present is preferable than what is available at present is preferable than
what may be available in the future. That is to say current dividends to differed dividend
prefer it 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
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dividend by the investors. So the value per share increases if dividend payout ratio in

increasing. Gordon's model is known as Growth Model.

Gordon's Model is based on the following assumptions:

Vi.

Vil.

Thefirmisan al equity firm, and it has no debt.

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

Theinternal rate of return (r) and the cost of capital (k) for the firm remain
constant.

The firm and its stream of earnings are perpetual.

Corporate taxes do not exist.

The retention ratio, (b) once decide upon, is constant. Thus, the growth rate
g = br, is constant.

The cost of capital of the firm is greater than the growth rate (g) of the firm
(k>g) to get meaningful value.

Based on above assumptions the formula for finding out the market value per share,

proposed by Gordon is given below:

Where,

_E(-b)

P k -br

P = price of hare

E = Earnings per share

B = Retention ratio or percentage retained

(I -b) = Dividend payout ratio i.e. percentage or earnings distributed as
dividends.

k = Cost of capital or capitalization rate

br = Growth rate
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(@) r>k (Growth Firm)

In growth firm the share price tends to decline is correspondence with increase in payout
ratio or decrease in retention ratio i.e. high dividends corresponding to earnings leads to

decrease in share price are negatively correlated in case of growth firm.

(b) r =k (Normal Firm)

The share value remains constant regardless of changes in dividend polices in the case of

normal firms.

(©) r <k (Declining Firm)

The share prices tend to rise in dividend payout ratio. It means dividend and stock prices
are positively co - related in adeclining firm.

2.4.3 Modigliani and Miller's Study

Franco Modigliani and Merton Miller (1961) first propounded the maor argument
indicating that dividends are irrelevant in 1961. It is popularly known as M - M

Approach. It is sometimes termed as "Dividend Irrelevance Model."

In general, the argument supporting the irrelevance of dividend valuation is that dividend
policy of the firm is a part of its financing decisions. As a part of the financing decision
of the firm, the dividend policy of the firm isaresidual decision and dividend are passive
residual. According to Modigliani and Miller (M - M), under a perfect market situation,
the dividend policy of afirm isirrelevant, as it does not affect the value of the firm. The
dividend policy is irrelevant for valuation when the investment policy is given. The
theory more states that the values are only determined by earning power of the firm. As

per MM theory the firm's value is independent of its dividend policy.
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The Modigliani and Miller approach of irrelevance dividend is based on the following

critical assumptions.

1 The firms operate in perfect capital market where all investors are rational.
Information is freely available to all. Securities are divisible. Perfect capital
market also impulses that no investor is large enough to affect the market price of

shares.

2. There are no transaction costs. The securities can be purchased and sold without

payment any commission or brokerage etc.
3. Taxes do not exist.

4, The firm has afixed investment policy, which is not subject to change. This
implies that the financing of new investment out of retained earning will not
change the business risk complexion of the firm and therefore no change in the

required rate of return.
M- M provides the profit support of their argument in the following manner:
Step 1
The market price of share in the beginning of the period is equal to the present value of
dividend paid at the end of the period plus the market price of the share at the end of the

period. Symbolicaly:

D, +P
Py = i
0= e (i)

Where,
Po = the prevailing market price of a share.
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D, = the dividend to be received at the end of period one.
P, = the market price of a share al the end of period me.

Ke = the cost of equity capital.

Step 2

Assuming no external financing, the total capitalized value of the firm would be simply
the number of shares (n) times the price of each share (Po). Thus, we have:

n(D, +R,) y
NP, = i
0 1+ ke (ii)
Where,

N = Number of equity shares at zero period.

Step 3

Assume that the retained earning is not sufficient to finance the new investment needs of
the finds. In that case issuing the new shares is the other alternative and Dn is the number
of new sharesissued at the end of year 1 at price of P;, equation no (ii) can be written as

.= D1+ (n+Dn)R, - DR, Gii
0 | + ke ------------------------------------

Where,
Dn = No. of equity shares at the end of the years.
N = No. of shares at the beginning.

Step 4

The issuing of new stock is determined by the amount of investment in period | not
financed by retained earning. The number of new shares can be finding out in following

way.
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DnP, =1 -(E-nD,)

OrDNE =1 -E=ND,.ccccoiiiiiii, (iv)

Where,

DnRB = Theamount obtained the sale of new shares to finance

Capital budget.

I = Total new investment required.

E = Earning of the firm during the period.

nD, = Total dividend paid.

(E-nDy) = Retained earning.
Step 5

If we substitute eq”. (iv) into eq”. (iii) we get eq". (V).

:nD1+(n+Dn)p1—(I -E+nD,)

n
Po | + ke
o nIOO:nD1+(n+Dn)p1—I—E+nD1
| + ke

(n+Dn)p, -1 -E
Or, NP, = e \Y;
r P | + ke V)

Conclusion

There is no any role of divided (D) in eg. (v). So MM concludes that dividends do not
count therefore divided policy isirrelevant and divided policy has no effect on the share

price.
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24.4 Deepak Chawalaand G. Srinivasan's Study

Chawala and Srinivasan (1987) did the Impact of dividend and retention on share price.
They took 18 chemicals and 13 sugar companies and estimated cross-sectional
relationship for the years 1969 and 1973. The required data were collected from the

officia directory of Bombay stock exchange. They used two stage least sguare
techniques for estimation.

1. To estimate a model to explain share price dividend and retained earnings
relationship.

2. Totest the dividend retained earnings hypothesis,

3. Toexamine the structural changes in the estimated relations over time.

To explain above-mentioned objectives, they used simultaneous equation model as
developed by Friend and Puckett (1964). They used two stage least square techniques for
estimation. They also used earnings price ratio instead of lagged price earnings rétio, i.,e.,
(P/E) +.1. The modé in its unspecified form was as follows.

1. Pricefunction

P, =f[Dy Ry (P/E)*]

2. Dividend supply function

D1= ¢{ E, Di1, (PIE)'4]

3. I dentity

Et = Dt +Rt
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Where,

P = Market price per share

D = Dividend per share.

R = Retained earning per share.

E = Earning per share.

(PIE)* = Deviation from the sample average of price earning's ratio.
T = Subscript for ratio.

From there result of their two stage least square estimation, they found that in case of
chemical industry the estimated coefficients had the correct sign and the coefficient of
determination of al the equation were very high. Thus, it implies that the stock price and
dividend supply variation can be explained by their independent variables. But in case of
sugar industry they found that the sign for the retained earnings is negatives in both years.
So they left sugar industry for further analysis. For chemical industry, they observed that
the coefficient of divided was very high as compared to retained earnings. They also
found that coefficient of dividend was significant at one percent level in both years.
Where as coefficient of retained earnings were significant at ten percent level in 1969 and

at one percent level in 1973.

Finally, they concluded that the dividend hypothesis holds good in the chemical industry.
Both dividend and retained earnings significantly explain the variations in share price in

chemical industry.

245 Van Horneand Mc Donald's Study

Van Horne and Mc Donald (1971) conducted a more comprehensive study on dividend
policy and new equity financing. The purpose of this study was to investigate the
combined effect of dividend policy and new equity financing decision on the market
value of the firm's common stocks. They are using a well-known valuation model, i.e.
cross section regression model during the year-end 1968 performed the empirical test.
The required data were collected from 86 electric utility firms included on the COMP



STAT utility data tape and 39 firms in the electronics and electronic-component
industries as listed on the COMP STAT industrial data tape. They tested two regression

models for the utilities industries.

First model was,

Po/Eo

Where,

PYEo =

Do/Eo =

Lev =

ao+ay(g)+ax(Do/Eo)+ag(Lev)+u'(lbid, 511)

Closing market price in 1968 dividend by average EPS for 1967
and 1968.

Expected growth rate measured by the compound annual rate of
growth in assets per share for 1960 through 1968.

Dividend payout, measured by cash divided in 1968 dividend by
earningsin 1968.

Financial risk, measured interest charges dividend by the
difference of operating revenues and operating expresses.

Error term.

Second model was,

Where,

Fa, Fo, Fc, and Fyq are dummy variables corresponding to "New Issue Ratio" (MIR) groups

A through D.

It is noted that they gad grouped the firms in five categories A, B, C, D, and E by MIR

each year the value of dummy variables representing its MIR groups one and the value of

remaining dummy variables are zero.

Again, the tested of following regression equation for e ectronics-electronic component

industry is
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Po/Eo= a+ay(g)+ax(Do/Eo)+As(Lev)+ay(OR) +u'®(Ibid, 516)
Where,

Lev  =Financia risk, measured by long term debt plus preferred stock dividend by net
worth as of end of 1968.

Or = Operating risk, measured by the standard error for the regression of operating

earnings per share on time for 1960 through 1968, and rest are asin first model above.

By using these models or methodology, they compared the result obtained for the firms,
which both pay dividends and engage in new equity financing with other firms in an
industry sample. They concluded that for electric utility firms in 1968, share value was
not adversely affected by new equity financing in the prescience of cash dividends,
except for those in the highest new issue group and it made new equity a more costly,

form of financing that the retention of earnings.

They aso indicate that the payment of dividends through excessive equity financing
reduces share prices. For electronics electronic components industry, a significant

relationship between new equity financing and value was not demonstrated.

24.6 Linter'sStudy

Linter (1956) made an important study focusing on the behavioral aspect of dividend
policy in the American context. He investigated a partial adjustment model as he tested

the dividend patterns of 28 companies. He concluded that a major portion of the dividend

of afirm could be expressed in the following way.

DIV

I
gl

1L
n
—
Na’
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And,

DIV* (-DIV;-1 = atb(DIV* (DIVy)+a............ (2)
Or,
DIV*-DIV+-1 = atbDIV*+ (1b) DIV*y +E; ........ 3)
Where,

DIV*, = Firm's desired payment.

EPS = Firm's earnings.

P = Targeted payout ratio.

A = It is constant relating to dividend growth.

B = It is adjustment factor relating to the previous

period's dividend and new desired level of
dividends where b<1.

The major findings of this study were as follows:

1. Firmsgeneraly think initems of proportion of earnings to be paid out.

2. Investment requirement are not considered for modifying the pattern of
dividend behaviors.

3. Firms generally have target payout ratios in view while determining change in
dividend par share (or dividend rate)

24.7 Mahapatra & Sahu's Study
R.P. Mahapatra & P.K. Sahu (1993) has conducted a study on "A note on determinants of

corporate dividend behavior in India, on econometric analysis." The objectives of the

study were follows:
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= To examine the relative significance of some Len own dividend modelsin
Indian situation.
= To Len own the determinants of corporate dividend behaviors using some

regression models.

Around these objectives, the study covered the period from 1987 to 1989 taking the
sample of 90 companies. After these, they used some known dividend models to solve
and explain the problem. Those models were:

i Lintder's Model.
Di=agt+taPi=aDi-1=u

ii. Britain's cash flow model,
Di=agt+a Ci=aDi-1+U;

iii. Britain's Explicit Deprecation Model

Di=ag+ &P + @D - 1 + 3A: +U;
iv. Darling's Model
Di=agt+aPi+ &P -1+ At+ay+Ds-5+ Uy

Definitions of terms used in these four models:

D and Dy - 1 = Tota equity dividend in period't' and't - 1' respectively
P; and P; - ; = Net profit after tax in period't’ and't- 1' respectively

C; = Cash flow in period't’

A= Amount of depreciation in periodt’

DS- 2 =Changesin salesin ayear over the preceding two years.

U; = Error term in the model.

&, &, 33, & 3, are regression parameters.

Amount for models used in this study Mahapatra and Sahu selected Brittain's cash flow
model as 'model of good fit." By the help of this model, study success to examine the
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impact of the other more determinants of dividend policy. Those determinants were
investment Demand, flow of net Debt, Interest, Liquidity, Behavior of share price and
changein sales.

This study concluded that dividend decision is primarily governed by cash flow and
lagged dividend. Besides these, investment, flow of net debt and liquidity factor played

the significant rolein dividend decision.

2.4.8 Holder, Langreher and Hexter's Study

M.E. Holder, F. W. Langrehr and J.L. Hexter (1998: 73 - 82) conducted a study on
"Dividend policy Determinants. An investigation of the Influences of stockholder
Theory" The main objectives of the study were to examine the influence of shareholders
on firm's dividend policy and interaction between the dividend and firm's investment
policies. They applied pooled cross sectional data analysis for the sample size of 477
firm's choosing 8 years (i.e. 1985 to 1990) data for 3816 observations and developed a

following model.

DP; = Bg + B1FS: + Bo.LSALES;; - B3 INS; + B4 LCSHR;; - Bs FCF; + B¢ CROW;; +
B,STD;; + Ej+.

Where,

DP;; = Smoothed dividend payout ratio for the firm 'i" in year't'

FSit = Measure of the focus of firm 'i" in year't'

INS;; = Residual of natura log of number of common shareholders from firm i in
year't' regressed on LSALES.

FCFi; = Free cash flow firm 'i" in year.

GROWTH);; = Sales growth of firm '1" in year't' using five years.

STD;; = Standard deviations of monthly returns of firm '1" in year't'
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The major findings of the study are summarized below:

= Larger firms tend to have higher payout ratio they can pay higher
dividends to shareholder.

= The coefficient of corporate focus of net organizational capital (NOC) is
negative and statistically significant, indicating a negative influence on
dividend payout ratio.

= Dividend payout ratios are lower for higher risk firms.

= Salesgrowth is correlated significantly to dividend payout ratios. However
these are negatively correlated.

= Higher levels of free cash flow will have higher agency costs and need
higher dividend to reduce those agency costs.

=  Firms with a higher percentage of stock held by insider will have lower

agency costs and lower dividend payout ratios.

2.5 Review of Journalsand Articlesin Nepalese per spective

There are a few studies in Nepal, which have looked into corporate dividend behavior.

Among them the three mgjor studies are reviewed as follows.

Radhe Shyam Pradhan's Study (1993)

Pradhan conducted the study on stock market behavior in the year 1992. This study was
based on the data collected for 17 enterprises from 1986 to 1990.

The objectives of this study were as follows:

i To access the stock market behavior in Nepal.
ii. To examine the relationship of market equity, market value to book value,
price earnings and dividend with liquidity, profitability, leverage, assets

turnover and interest coverage.
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The Findings were as followings:

Higher the earnings on stocks; larger the ratio of dividend per share to market

price per share.

2. Dividend per share and market per share was positively correlated.

w

© N o g &

Positive relationship between the ratio dividend per share to market price per
share and interest coverage.

Positive relationship between dividend payout and liquidity.

Positive relationship between dividend payout and profitability.

Positive relationship between dividend payout and turnover ratios.

Positive relationship between dividend payout and interest coverage.

Liquidity and leverage ratios are more variable for the stock paying lower
dividends.

Earnings, assets turnover and interest coverage are more variable for the stock

paying higher dividends.

Manohar Krishna Shrestha's Study (1992)

"Shareholder's democracy and annual meeting feedback”, which is written by Shrestha.

This book deals with the policies and financia performance of some financial companies

in Nepal.

Shrestha presented a paper on the occasion of fifth annual meeting of Nepal Arab Bank

Ltd. He opined that the shareholder's have common views on the problems and

constraints of the shareholders, which are as follows:

The cost - push inflation at exorbitant rate has made the shareholders to

expect higher  return from their investment.
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Multiple decreases in purchasing power of the Nepalese currency to the
extent that higher return by way of dividend is just a natural economic

consequence of it.

Erosion in the purchasing power of the income has made it clear that
dividend payment must be directed to enhance shareholders purchasing
power by raising dividend payout ratio on the basis of both earnings and

cost theory.

Indo - Nepal trade and transit deadlock has become a sort of economic
warfare putting rise in the cost of living index to a considerable extent.
This is one of the reasons, which made shareholders to expect higher

demand for satisfactory dividend.

The waiting of live years with peanut dividend in previous year is equally
a strong enforceable reason of the bank's shareholders to expect handsome
dividend aready assured and committed in various report of the earlier

annual general meeting.

One way to encourage risk - taking ability and performance is to have
proper risk- return trade off by bank's management board in a way that
higher return must be the investment rule for higher risk takers that

comprise bank's sharehol ders.

Regarding these difficulties he requested the bank management board to rethink the

matters relating to the payment of dividend.

At the end of his paper, Shrestha opined that the bank is trying its best to satisfy both the
shareholders and employees. As Shrestha report shows (Third general meeting of NGBL)

some of the shareholders thought that bonus way. Rs. 2.85 million bonuses was paid to

nearly 50 employees, but Rs. 3 million dividend to more than 500 shareholders which is
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not socialy justified from income sharing perspective. On sixth annual meeting Dr.
Shresthas report bitterly criticized management board for neglecting shareholder's
interest. He expressed that the dividend payout ratio is relatively lower than the seven
years average growth rate of earnings.

K.D Manandhar's Study (1993)

The main statement of the problemof the study isto set whether Nepaese firms
consider the lagged earnings and dividend pay, the dividend in current year. To test this
problem he has considered seventeen corporate companies as sample and set different

hypothesis and drawn the following conclusion.

1) There is significant relationship between the change in dividend policy in
terms of dividend per share and changed in lagged earnings. In overall, there
is positive relationship between change in lagged consecutive earnings and
dividend per share.

2) Thereisrelationship between distributed lag profit and dividend.

3) When changed in lagged consecutive earning is greater than zero, in 65% the
case change in dividend per share.

4) Overdl increase in earning per share has resulted to increase in the earning
per share resulted decrease in dividend payment.

5) Nepalese corporate firms have followed the practice of maintaining constant

dividend payment per share.

2.6 Review of Thesis

Many students have conducted research on dividend policy in Nepal. They are:

Timilsina (1997) conducted a study on "Dividend and stock Prices’
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The objectives of his study are:

To test the relationship between dividend per share and stock prices.
To determine the impact of dividend policy on stock prices.
To identify whether it is possible to increase the market value of the stock

by changing the dividend policy.

The analysisis mainly based on different financial tools and simple regression model.

He found that,

The relationship between DPS and Stock Prices is positive in the sample
companies.

Dividend per share affects the share prices.

Changein dividend policy or DPS might help to increase the market prices
of shares.

The relationship between Stock Prices and retained earnings per share is

not prominent.

Gautam (1998) conducted a study titled "Dividend policy Comparative Study on
Dividend policy on Grind lays Bank Ltd. Nepa Indosuez Bank Ltd. and Nepa Arab
Bank Ltd." He took the data of three joint venture banks from 1992 through 1997. This

was a comparative study.

The objectives of his study are:

To identify the type of dividend followed by the banks.

To examine the impact of dividend on share price.

To identify the relationship between DPS and other financia indicators.
To known the uniformity among DPS, EPS and DPR of the simple cos.

The analysisis mainly basis on different financial tools, ssmple and multiple regressions.

Following are the conclusion of his study:



- No clearly defined divided policy is followed by the sample bank.

- The market of the share doesn't seem to be more or less dependent on EPS
or DPS.

- No Significant relationship between DPS and other financial indicators.

- No uniformity in EPS but prominent differencein DPS and DPR.

Adhikari (1997) conducted a study on "Corporate dividend practices in Nepal" which has
covered the period between 1990 and 1996 with the total observations of 17 firms in

financial sector and 30 in Non - financia sectors.

The objectives of his study are:
- To examine the rel ationship between dividend and stock price.
- To analysis the proportion of portfolio forms on dividend
- To survey the opinion of financia executives on corporate divided

practices.

He founds that:
Positive relationship between the ratio of dividend per share to book value
per share and turnover ratios.
There is a positive relationship between the ratio of dividend per share to
book value per share and interest coverage.
Market price of the share is affected by dividend.
Stock with larger ratio of DPS to BV S has higher profitability.

Rajbhandari (2001) Conducted a study titled "Dividend Policy:
Comparatives study between banks and Insurance Companies.” This study takes in to
consideration data of only five years from 1994 / 95 through 1998 / 99 six companies are

taken as sample.
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The objectives of her study are:

She found that

To examine the relationship between dividend and market price of the
stock.

To identify appropriate dividend policy followed by the banks and
insurance companies.

To analyze the relationship between dividend policy decision of banks and

insurance companies.

There is no consistency in dividend payment is found in al sample
ingtitutions i.e. NGBL, NIBL, NABIL and EIC which seems to be paying
average DPS Rs. 20 every year.

None of the six sample institution has as clearly defined and appropriate
dividend policy.

The institutions don't seem to follow the optimal dividend policy of paying
regular dividend as per the shareholder's expectation and interest.

Thapa (2003) conducted a study on "Dividend policy and practices, a comparative study

between banks and insurance companies in Nepal." The data are collected from 1996 / 97

to 2000 / 01 of three Banks (NIBL, companies (united insurance company, Everest

insurance company and premier insurance company),

The objectives of his study are:

To study the current practices of dividend policy in joint venture
commercia banks and insurance companies.

To examine the relationship between dividend and mark price of the stock.
To analyze the relationship of financial indicators eg. DPS, EPS, DPR and
P/E rétio.

To analyze the relationship between dividend policy decision of banks and

insurance companies.
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The analysis is done on the basis of different financia tools, simple regression and

correlation analysis.

He found that

Amount the magjor decision of finance, then majority of respond ants give the
first importance in investing decision, second in financing and finally gave
least importance for dividend decision.

With respect to factors affecting dividend policy of banks and insurance
companies of Nepal, most of the respond ants gave first priority to current
earning, second priority to liquidity and last priority to past dividend.

Not a fixed and single policy is being adopted by the banks and insurance
companies.

Majority of the company paid the cash dividend.

Gurung (2003) conducted a study title "Dividend Policy of Nepalese listed companies:
with reference to Commercial Banks." The data are analyzed from 1996/97 to 2000/01 of
four joint ventures banks i.e. Standard Chartered Bank Ltd, Himalayan Bank Ltd, Nepal
Bangladesh Bank Ltd and Nabil Bank Ltd.

The objectives of her study are:

To assess prevailing dividend policy adopted by listed companies under study.
To study whether or not dividend influences the liquidity position and stock
prices of selective companies.

To examine whether there is significant difference between DPS, EPS and
DPR of the selected Companies.

To identify the relationship between dividend policy and other financial
indicators.
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She found that

The rules and regulations that bind the companies to pay dividend is lacking.
This has caused inconsistency and random walk of dividend payment, which
isseen in case of NBBL and Nabil Bank.

Out of four Banks, only SCBNL and HBL have paid dividend regularly and
consistently where as NBBL and Nabil have not paid dividend regularly.

The dividend payment trend of these banksis highly fluctuating.

Shrestha (2004) conducted a study titled "Dividend Policy and its Impact on Stock Price,
an Empirical Analysis on Joint Venture Banks of Nepal”. The data are collected for the
year 1996/1997 to 2000/2001 in case of Nabil Bank, Standard Charted Bank Nepal Ltd,
Himalayan Bank Ltd and Nepal Investment Bank Ltd.

The objectives of which are as under:

To examine and evaluate the dividend policy and its impact on stock price of
joint venture banks of Nepal.

To study dividend procedure followed by the joint venture banks in the
contest of Nepal.

To find out the relationship of dividend with EPS, MPS, P/E ratio, D/P ratio
of sample firm.

He found that

Thereisnot any consistency in dividend policy in the sample banks.

The MPS is affected by the financial position and the dividend paid by the
bank. In this regard, the MPS of the sample banks is seen if be fluctuated.
Most of the Nepalese banks from the very past have not profit planning and
investment strategy which was imbalanced the whole position of the banks.

All the D/P ratio of the sample banks in many years are found more than the
popular practice.
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Gautam (2004) conducted by study titled "Dividend Policy of Nepalese Financial
Institutions." This study takes into consideration data of only five years from 1998 to

2002. Nine companies are taken as sample.

The Main objectives of her study are asfollows,
- To study and compare various aspects of dividend polices of Banks, Insurance
companies and finance companiesin Nepal.
- To examine the relationship between dividend and share prices of stocks.
- To analyze the factors affecting the dividend policy decisions of Banks and

finance companies.

The analysis is mainly done by using different tools and simple and multiple regression
model.

She concluded that:

- The distribution of dividend had a positive impact on the market price of
shares except for one bank (NIBL) where correlation shows a decrease in
MPS with an increase dividend paid out.

- Changesin DPS affect the MPS of different companies differently.

- EPS and DPS are positively correlated in all the companies except for EIC
where an increase in EPS |leads to a decrease in DPS.

- The correlation coefficient is very high for six of nine company’s indicators
such as DPS and MPS. For example DPS is affected by EPS, CR and
previous year's dividend in different parameters.

Bhadari (2005) conducted a study on "Dividend policy and its impact on shareholder's

return & stock price in Nepal" which has covered the period of 1998 to 2003 with the
total observation of 3 banks and 3 finance companies.
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The main objectives of study are:

To study the current practice of dividend policy in joint venture commercial
banks and insurance companies.

To examine the degree of relationship between the individual securities
returns and market return.

To examine the relationship between lagged dividend and market price of the
stock.

To provide some suggestion for the improvement of sample companies

dividend policy on the basis of finding.

The main conclusions of this study are:

All the insurance companies have same range of dividend per share during the
study period. Moreover, they had not paid dividend for the year ended
2002/03 because of the direction received from Insurance committee about
their extended paid up capital.

The trends of dividend distribution performance of all selected companies
have been decreasing.

There is a volatile practice about distribution of dividend in Nepalese listed
companies. They are not adopting afixed or defined dividend policy.

Earning position positively related to the dividend decision.

Liquidity position does not have same impact on dividend decision for all
companies.

The relationship between individual securities return and market return is
positive but nominal in Banking and Insurance.

Guragain (2005) in his research work entitled "A Study of Dividend and its Impact on
Stock Price of Nepalese Selected Commercia Banks." The data are collected from the
year 1995 to 2003.
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The main objectives of study are:

To analyze the impact of dividend in bank's stock price.
To find out the relationship of dividend with earning and market price of share
observing their history over periods along with their degrees and significance.

To provide effective suggestions based on the conclusion.

He found that

There is high degree positive relationship between DPS and EPS in most of
the banks as they are statically significant also.

Relationship between MPS and DPS is found to be low degree positive in
most of the banks but these are statistically insignificant.

Level of consistency in dividend policy of the banksis very low.

There is higher role of earning per share to change the dividend per share in

most of the banks.

Dongol (2006) conducted a study title "Impact of Dividend Policy on Market price of

Stock."

The main objectives of his study are:

To find out the impact of dividend policy on market price or stock.

To find out if there is any uniformity in DPS, MPS, EPS and DPR of the
sample firms.

To study the prevailing policies and practices regarding dividend in Nepalese
firms with reference to the sample firms.

To find the major factors affective dividend policy of the firm.

He found that

EPS of al the sample banks are fluctuating form year to year.
None of the sample firms have exactly increasing or decreasing trend of MPS

through out the study period.

51



- The concern about maintaining or increasing the stock price O level aso
influences the dividend policy of the firm and hence that may make impact

upon market price of stock.

Shrestha (2007) in his research work entitled "An Anaytical Study of Dividend Policy
and practices of Mgjor Joint Venture Banks in Nepal" the data are collected for the year
2055/056 to 2061/062.

The main objectives of his study are:

)] To highlight dividend practices of the joint venture banks.

i) To analyze the relationship between dividends per share, other financial
indicators such as earning per share, P/E ratio, market price of stock and
net worth etc.

iii) To examine whether or not dividend influences share price of the three

joint venture commercial banks.

He concluded that
- Thereis no individual relationship exit between dividends per share to stock
price.
- The correlation between them is aso weak and dividend doesn't direct
influence the market price.
- It is expected that the performance of the banking sector will be grow further

in further due to low interest on the deposits.
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Resear ch Gap

Though, the above mentioned studies are related to dividend behavior and practices in
Nepalese context. Thus study covers the data till 2004. Since Nepaese economic
development is highly affected by various internal and externa factors; there may be
some changes taken place in the last year i.e. 2007/08. It has now become necessary to
carry out a fresh study related to dividend pattern in Nepalese companies. This study has
tried to analyze the latest data. (i.e. till 2007/2008) of the sample banks.

In previous study researcher only conclude cash dividend paid by the company to share
holder but in this study cash as well as stock dividend concluded for reflecting the true
trend of dividend policy that was adopted in Nepal by most of commercia bank.
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CHAPTER -l
RESEARCH METHODOLOGY

3.1 Introduction

The chapter isrelated to the RM employed in the entire aspect of the study. Research
methodology refers to the various sequential steps to be adopted by the researchersin
studying the problem with certain objectivesin views. It is the process of arriving to the
solution of the problem through planned and systematic dealing with the collection,
analysis and interpretation of the facts and figures. It consists of research design,

popul ation and sampled source of data, data processing procedure and tools and
techniques of dataanalysis.

3.2 Resear ch Design

Research Design is plan structure and strategy of investigation conceived so as to obtain
answer to research questions and to control variances (Kothari, 1994:43). Research
design is plan for collection and analysis of data. It represents a series of guideposts
enable the researcher to progress in the right direction in order to achieve the goa. The
purpose of design is to provide answer to research questions and control variance. Some
financial and statical tools will be used to examine the facts and descriptive techniques to
evaluate the dividend policy of three sample banks and comparing between themselves.

This study aims to find out the relation of Dividend policy of three samples companies.

3.3 Population and Sample

There are 25 banks whose shares are traded actively in stock market. Which are consider
to be the population of the study, but it is not possible to study all of them regarding the
study topic. Only following three banks are selected as sample. They are

a. Himalayan Bank Limited



b. Everest Bank Limited
c. Nepal Investment Bank

3.4 Nature and Sources of Data

The study is mainly based on secondary data. Data relating to Dividend policy of these
three banks are directly obtained from concerned banks. Mainly the study is conducted on
the basis of secondary data. . The supplementary data and information are obtained from
annual report and website of NEPSE, SEBON. Other information sources have been
tapped from number of institutions and regulating authorities like Rastra Bank, Security

Exchange Board, Ministry of Finance and National Planning commission etc

3.5 Data Processing Procedure

The data analysis tools are applied as ssmple as possible. Data obtained from the various
sources cannot directly be used in their origina form. They need to further verified and
simplified for the purpose of analysis. Data, information, figures and facts so obtained
need to be checked, rechecked, edited and tabulated for computation.

According to the nature of data, they have been inserted in meaningful Tables, which
have been shown in appendices. Homogeneous data have been sorted in one Table and
similarly various Tables have been prepared in understandable manner, odd data are
excluded from the Table. Data have been analyzed and interpreted using financia and
statical tools. The detail calculations that cannot be shown in the body part of the report
are presented in appendices at the end of the report.

3.6 Method of Analysis
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Various financial and statistical tools have been used in this study. The analysis of data
will be done according to pattern of data available. Financia tools and simple regression
anaysis are used in the analysis. The relationship between different variables related to
study topic would be drawn out using financial and statistical tools. The various
calculated results obtained through financial and statistical tools arc tabulated under
different headings, they are compared with each other to interpret the resuilt.

3.7 Financial Fools

a) Earning Per share (EPS)
EPS calculations made over the years indicate whether the banks earning power on per
share basis have changed over the period or not. EPS is calculated by dividing the net

profit after taxes by the total no. of the common shares outstanding.

Net Profit after taxes
No of Common Shares outstanding

b) Dividend Per share (DPS)

DPS indicates the part of earning distributed to the shareholders on per share basis. It is
calculated by dividing the total dividend to equity shareholders by the total no. of equity
shares.

Total dividend to Ordinary Shareholders
No of Ordinary Shares outstan ding

DPS =
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c¢) Dividend payout Ratio (DPR)

This shows that what percentage of the profit is distributed as dividend and what
percentageis retained as reserve and surplus for growth of the banks. It is calculate by the
dividing the DPS by the EPS.

DPR= DPS
EPS

d) Price Earning Ratio

This s reflects the price currently paid by the market for each rupee of currently reported
earning per share (EPS). It is calculated by dividing the market value per share (MVPS)
by earning per share (EPS).

_ Market value per share (MVPS)
Earning Per share (EPS)

P/E ratio

e) Dividend yield

The dividend yield reflects the percentage relationship between dividend per share and
market value per share. It is calculated by dividing the cash dividends per share (DPS) by
the market value per share (MVPS).

Dividend per share (DPS)
Market value per share (MVPS)

Dividend yeild =
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f) Market Value per shareto book value per shareratio

This ratio indicates the price the market is paying for the price that is reported from the
net worth of the banks, or in other words, it is the price of the outsiders are paying for
each rupee reported by the balance sheet of the banks. It is calculate by dividing the
market Vaue Per Share (MVPS) by the Book Value Per Share (BVPS).

Market value per share (MVPS)

Market value per shareto Book value per share =
Book value per share (BVPS)

g) Return on Net Worth

Net worth refers to the owner's clam in the assets of a bank. It can be found by
subtracting total liabilities from the total assets (excluding intangible assets accumul ated
losses). This ratio indicates how well the banks used the resource of the owners. It is

calculated by dividing net profit after taxes by net worth. The formulais used as follows.

Net Pr ofit

Return on net worth = ————
Net Worth

3.8 Statistical Tools Used
A brief explanation of statistical tools used in this study is as follows:

a) Simple Regression Analysis

In this study simple regression analysis has been used to study the influence of
independent variables on dependent variables. It helps in studying the effect and the
magnitude of the effect of single independent variables on dependent variables. To
determine whether the variable of earning per share is related to dividend decision, the

following regression model has been applied.

Y =a+bX;
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Where,

Y = Dividend Value

a= Intercept

X1 = Earning per share

b = Slope variable or relation
This model has been applied to examine the relationship between the EPS and DPS of the
companies in the current fiscal six years from (2003 / 04 to 2007 / 2008). Similarly the
following regression has been applied to determine whether the variable to net profit,
average market price of share, and net worth of the company is related to dividend per
share.
Where,

Y = Dividend per share

X2 = Net profits of the company

Y = at bX3

Where,

Y = Market price per share (closing)

X3 = Dividend per share

Y =a+bX,
Where,
Y = Net worth of the company
X4 = Dividend per share
Hence, in obtaining the regression line, we follow the approach that the some of squared
deviation be minimum and on this basis work out the values of its constant viz 'a’ and 'b'
or that is unknown as the intercept and the relation. To determine the values of 'a and 'b’;
the following two normal equations are to be solved simultaneously.
Sy = na+ bSx
Sxy = aSx + bSx?

Where,

'a and 'b' are unknown.

n = Number of observation in the smple.
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b) Standard Deviation (s)

Karl Pearson introduced the standard deviations concept in 1823. It is by for most
important and widely used measure of studying dispersion. Standard deviation is also
known as root mean square deviation for the reason that is the square root means of the
squared deviations from the arithmetic mean, it is denoted by the small Greek letter
sigma. "The standard deviation measures the absolute dispersion or variability of the
distribution; for the greater the amount of dispersion or variability the greater the
standard deviations, for the greater will be the magnitude of the deviation of the values
from their mean. A small standard deviation means a high degree of uniformity of the
observation as well as Homogeneity of a series; alarge standard deviation means just the
opposite.” (Gupta; 1991) In this, standard deviation is calculated for selected dependent
and independent variables specified in the model presented above.

2,2 2 32
ax ax
Standard deviation (sy) = ar _fand
n Enf

a
Standard deviation (sy) = \/ —_— -

c) Coefficient Of Correlations (r)

The correlation of coefficient measures the direction of relationship between two sets of
figures. It is the square root of the coefficient of determination. "Correlation Analysis is
then statistical tool that can be used to describe the degree to which one variable is
linearly related to another."[Levin and Rubin, 1995] Correlation can either be positive or
it can be negative. If both variables are changing in the same direction, then correlation is
said to be positive but when the variations to the two variables take place in the opposite
direction, the correlation is termed as negative. In this study, simple coefficient of
correlation is used to determine the relationship of different factors with dividend and
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other variables. The data related to dividend over different years are tabulated and their

relationship with each other is drawn out.

n& Xy - (& x)&y)

r:J ax-(ax)ynay-(av)

Where,

n = number of observation in series X and Y

3> X= Sum of observationsin series X

Y= Sum of observation in seriesY

3 X2= Sum of squared observationsin series X
3Y 2= Sum of squared observationsin series Y

>XY = Sum of the product of observationsin series X and Y

The result of correlation coefficient is always lies between -1 & +1

When, r = +1, thereis positively perfect correlation between two variables

When, r = -1, there is negatively perfect correlation between two variables

When, r = 0O, there is no correlation between two variables or the variables are
uncorrel ated.

Neither the value of r to +1, closer will be relationship between two variables nor will the

value of r to O lesser be the relationship between two variables.

d) Coefficient of Determination (r?)

One very convenient and useful way of interpreting the value of coefficient of correlation
between two variables is to use square of coefficient of correlation, which is called
coefficient of determination. One of which happens to be independent and other being
dependent variables. Symbolicaly it is caled r% In other words r> measures the
percentage total variation in dependent variable explained by independent variable's the
coefficient of determination can have value ranging from O to 1. If r? is equal to 0.85 that
indicates independent variables used in regression model explained 85% of the total
variation in the dependent variable. A value of one can occur only if the unexplained
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variation is zero, which simply means that al the data points in the scattered diagram fall

exactly on the regression line. In this study r? is calcul ate for the model prescribed above.

Standard Error of Estimates (S.E.E.)

With the help of regression equation, perfect prediction is practicaly impossible.
Standard Error of Estimate is the measure of reliability of the estimating equation,
indicating the variability of the observed points around the regression line, that is the
extent to which observed values differs from their predicated values on the regression
line. The smaller the value of the standard error of estimate, the closer will be the
predicted dots to the regression line. If SEE is zero, than there is no variation about the
line and the correlation will be perfect. Thus with the help of SEE, it is possible to
ascertain how well and representative the regression line is as description of the average

relationship between two variables.

t- Statistics

To test the validity of our assumption, if sample size is less than 30 t-tests is used. For
applying t-test, when sample size is small, the t value is calculated first and compared
with the table value of ’t” at a certain level of significance for given degree of freedom. If
the calculated value of ’t’ exceeds the table value (say t 0.05), we infer that the difference
issignificant at 5% level but if 't' isless than the table value of the 't' the differenceis not
treated as significant. In this research work, t-value is calculated between earning per
share and dividend per share, net profit and dividend per share, dividend per share and
market per share and dividend per share and net worth.

62



F-Test

F-Test is used to examine the significance of the differences between more than two
samples mean at one and same time .The F-Test enables us to test for the significance of
the differences between more than two sample means. This technique can be used to

conclude whether the regression equation provides significant result or not.
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CHAPTER IV
PRESENTATION AND ANALYSISOF DATA

This Chapter has been divided into two main sections. The first section deas with

presentation and analysis of data collected from various sources and second deals with

major finding of the study.

4.1 Analysisof financial Indicator Variables

Earning per share

Normally the performance and the achievement of business organization are

measured in terms of its capacity to generate earning. Higher earning shows

higher strength while lower earning shows weaker strength of business

organization because the earning of any organization helps so far its growth,

expansion and diversification.

The following table shows the Earning per Share of three Banks

Table4.1
Earning per shareof HBL, EBL and NIBL

Y ear EPS of HBL EPS of EBL EPS of NIBL |Avg mean
2003/04 49.05 45.6 51.6 48.75
2004/05 47.91 54.2 39.5 47.2
2005/06 59.24 62.8 59.35 60.46
2006/07 60.66 78.4 62.57 67.21
2007/08 62.74 91.82 57.87 70.81
Average 55.92 66.546 54.178
s.d 6 17 8.15
c.v 10.73% 25.54% 15.04%

(Source: Annual report of HBL, EBL & NIBL)
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EPS of HBL, EBL and NIBL for the fiscal year (2003/04 to 2007/08) are presented in
abovetable. Inyear 2003/04 HBL,EBL and NIBL has EPS is Rs 49.05, Rs 45.6 and Rs
Rs 51.60 respectively. In this year NIBL has higher EPS than other two Bank. Average
mean of this year is Rs 48.75. HBL and NIBL maintain this average, but EBL is under
the average. In Fiscal year(2004/05) 04 HBL,EBL and NIBL has EPSis47.91, 54.2 and
39.50 respectively, there is decrease in EPS of HBL and NIBL, This Year EBL has
higher EPS. Average mean of this year is Rs 47.20. HBL and EBL maintain this average,
but NIBL is under the average. In Fiscal year(2005/06) HBL ,EBL and NIBL has EPS
i$59.24, 62.8 and 59.35 respectively, there isincreasement in EPS of three sample bank
than previous year. EBL has higher EPS .

Average mean of this year is Rs 60.46. EBL maintain this average, but HBL and NIBL is
under the average.. In Fiscal year(2006/07) HBL,EBL and NIBL has EPS is 60.66, 78.4
and 62.57 respectively, there is increasement in EPS of three sample bank than previous
year. EBL has higher EPS. Average mean of this year is Rs 67.21. EBL maintain this
average, but HBL and NIBL is under the average.. In Fiscal year(2007/08) HBL ,EBL and
NIBL has EPS is 62.74 ,91.82 and 57.87 respectively, there is increasement in EPS of
two sample bank than previous year. EBL has higher EPS. Average mean of this year is
Rs 70.81. EBL maintain this average, but HBL and NIBL is under the average. From the
above table it is clear that EBL has higher Average earning per share comparison with
HBL and NIBL in all year. EBL EPS trend is in increasing order. HBL EPS trend is in
increasing order except Fiscal year(2004/05) and NIBL EPS trend is in flucutaing order.
HBL was not able to maintain average earning per share for three financial years. EBL
was not able to maintain average earning per share for three fiscal years and NIBL was
not able to maintain average earning per share for two fiscal years. EBL has higher C.V
(25.54) which shows that there is less uniformity consistency than other two banks. NIBL
has higher C.V (25.54) than HBL which show that there is less uniformity consistency
than HBL. HBL has lower C.V (10.73%) which shows that there is more uniformity

consistency than other two banks.
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FigureNo 4.1
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Dividend Per Share.

DPS indicates the part of earning distributed to the shareholders on per share basis. It is
calculated by dividing the total dividend to equity shareholders by the total no. of equity

shares.

The following table shows total dividend paid to shareholders of three sample banks.
Table4.2
Dividend per Share of HBL, EBL and NIBL

Y ear HBL EBL NIBL Avg.
mean
Cash |Stock Total Cash Stock Total |Cash Stock Total
Dividend |Dividend| Dividend |Dividend Dividend |Dividend |Dividend|Dividend |Dividend
2003/04 |- 200 20 20 0 20 15 0 15 18.33
2004/05 11.58 20 31.58 0 20 20 125 0 125 21.36
2005/06 30 5 35 25 0 25 20 3546 5546 38.48
2006/07 15 25 40 10 30 40 5 25 30 36.66
2007/08 25 200 45 20 30 50 7.5 33.33] 4083 45.27
Average 34.316 31 30.758
sd 8.48 12 16.086
cv 24.71% 38.70% 52.27%
g 22.50% 25.70% 28.45%

(Source: Annual report of HBL, EBL & NIBL and Appendix)
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It is important at this stage to look over the relevant data on dividend for the purpose of
anaysis. The investigation of three banks in fives years takes for study, From above data
of total dividend per share of five years. It isfound increasing order in HBL and EBL and
fluctuating order in NIBL. However, average total dividend per share of HBL is
Rs.34.316. Average total dividend per share of EBL is Rs.31 and average total dividend
per share of NIBL is Rs.30.758. It shows that dividend per share of HBL is higher than
EBL and NIBL.

Table 4.2 shows that in the fiscal year 2003/04, HBL has distributed Rs 20 as a total
dividend, HBL paid only cash dividend. In the fiscal year 2004/05 HBL has distributed
Rs. 31.58 as atotal dividend. Thisis Rs11.58 greater than previous year. During the year
2005/06, Total Dividend per share of HBL, was Rs. 35. This is Rs3.42 greater than
previous year. In the fiscal year 2006/07 HBL has distributed Rs.40 as a total dividend.
Thisis Rs5 greater than previous year. In the fiscal year 2007/08 HBL has distributed Rs
45 as a total dividend. This is Rs5 greater than previous year. HBL was not able to
maintain average earning per share for three fiscal years. Above figure of HBL clearly

shows that the total dividend per shareis increasing continuously.

If HBL had followed the stable dividend policy, growth rate of every year should have
22.5%in the past five year’s i.e. 2003/04 to 2007/08. The following table shows the

amount of dividend based on the growth rate and actual amount of dividend paid.
Table4.2.1

Dividend based on Growth rate and Actual dividend paid of HBL

Actua dividend | Dividend paid able based on
Y ear Paid Growth rate Difference
2003/04 20 20 0
2004/05 31.58 24.5 7.08
2005/06 35 30.0125 4.9875
2006/07 40 36.88 3.12
2007/08 45 45 0

(For detail calculation see appendix B2)
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The computed growth rate (22.5) percent is not followed by the bank in the past five
year’s period for payment of dividend .Positive difference shows more dividends paid

than growth rate. It shows that HBL paid more than growth rate.

Table 4.2 shows that in the fiscal year 2003/04, EBL has distributed Rs 20 as a total
dividend, EBL paid only cash dividend. In the fiscal year 2004/05 EBL has distributed Rs
20 as atotal dividend this time EBL only paid stock dividend. During the year 2005/06,
EBL has distributed Rs 25 as a total dividend this time EBL only paid cash dividend. In
the fiscal year 2006/07 EBL has distributed Rs.40 as a total dividend. In the fiscal year
2007/08 EBL has distributed Rs 50 as a dividend. EBL was not able to maintain average
dividend per share for three fiscal years. Above figure of EBL clearly shows that the
dividend per share isincreasing continuously expect fiscal year 2004/05.

If EBL had followed the stable dividend policy, growth rate of every year should have
25.7%in the past five year’s i.e. 2003/04 to 2007/08. The following table shows the
amount of dividend based on the growth rate and actual amount of dividend paid

Table4.2.2

Dividend based on Growth rate and Actual dividend paid of EBL

Dividend paid able based on
Y ear Actual dividend Paid Growth rate Difference
2003/04 20 20 0
2004/05 20 25.14 -5.14
2005/06 25 316 -6.6
2006/07 40 39.72 0.28
2007/08 50 50 0

(For detail calculations see Appendix C2)

The computed growth rate (25.7) percent is not followed by the bank in the past five year’s
period for payment of dividend .Negative difference show few dividends paid than growth
rate. It shows that EBL has neither followed the system of paying stable dividend nor

constant payout.
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Table 4.2 shows that in the fiscal year 2003/04 NIBL has distributed Rs. 15 as a total
dividend. This year NIBL only paid cash dividend. In the fiscal year 2004/05 NIBL has
distributed Rs.I12.5 as atotal dividend. This year also bank paid cash dividend. During the
year 2005/06, total dividend per share of NIBL, was Rs.55.46. In the fiscal year 2006/07
NIBL has distributed Rs.30 as a total dividend. In the fiscal year 2007/08 NIBL has
distributed Rs 40.83 as a total dividend. NIBL was not able to maintain average earning
per share for three fiscal years. Above figure of NIBL clearly shows that the dividend per

share is fluctuating decreasing and increasing continuously

If NIBL had followed the stable dividend policy, growth rate of every year should have
28.45%in the past five year’s i.e. 2003/04 to 2007/08. The following table shows the

amount of dividend based on the growth rate and actual amount of dividend paid
Table4.2.3

Dividend based on Growth rate and Actual dividend paid of NIBL

Actua dividend Dividend paid able based on
Y ear Paid Growth rate Difference
2003/04 15 15 0
2004/05 125 19.27 -6.77
2005/06 55.46 24.75 30.71
2006/07 30 31.79 -1.79
2007/08 40.83 40.83 0

(For detail Calculation sees Appendix D2)

The computed growth rate (28.45) percent is not followed by the bank in the past five
year’s period for payment of dividend. It shows that NIBL has neither followed the

system of paying stable dividend nor constant payourt.
In conclusion, they are paying regular dividend but due to lack of sustainable strategic

dividend policy, the dividend payment policy of these banks is not clear. However in
aggregate term average total dividend per share paid by HBL is higher than EBL and
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NIBL .Higher dividend per share creates positive attitude of the Shareholders towards the
bank which consequently helps to increase market value of the shares. It is the indicators
of better performance of the banks management. NIBL has higher c.v (52.27%) than
other two banks which indicate that bank has less uniformity consistency in DPS than
other two banks. EBL has higher c.v (38.707%) than HBL which indicate that bank has
less uniformity consistency in DPS than HBL.HBL has lower c.v (24.71%) than EBL and
NIBL which indicate that bank has more uniformity consistency in DPS than EBL and
NIBL.
Figure No 4.2
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Dividend Payout Ratio

Earning determines the amount of dividend. The greater the earning was more ability of
banks to pay dividend. This ratio expresses the amount of dividend as a percentage of
earning available for equity shares after meeting al charges. The following table shows
the dividend payout ratio of two banks from 2003/04 to 2007/08.
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Table4.3
Dividend Payout Ratio

Y ear HBL EBL NIBL

2003/04 40.77% 43.86% 29.01%
2004/05 65.91% 36.90% 31.64 %
2005/06 59.087% 39.81% 03.44 %
2006/07 65.94% 51.021% 47.95 %
2007/08 71.72% 54.45% 70.55%
Average 60.6854 % 45.2082% 54.592%

(For detail calculation see appendix B3, C3 & D3)

Above table depicts the average yearly dividend payout ratio of HBL (60.6854 %) is
higher than that of EBL (45.2082 %) and of NIBL (54.592 %). Highest percentage of
dividend payout ratio of NIBL is 93.44 % in the year 2005/06,71.72% of HBL in the year
2007/08. HBL did not distribute cash dividend to its shareholder in the fiscal year
2003/04. EBL didn't distribute cash dividend to its shareholder in fiscal year 2004/05 and
2005/06. NIBL has distributed cash dividend to its shareholder at all years but it wasn't
able to maintain its average dividend payout ratio from 2003/04, 2004/05 and 2006/07
whereas HBL wasn't able to maintain its average dividend payout ratio in 2003/04 and
2005/06 and EBL wasn't able to maintain its average payout ratio in the year 2003/04 to
2005/06.

Above table shows that dividend payout ratio of HBL is higher than that of EBL and.
NIBL On the basis of dividend payout policy, it is clear that all three banks were paying
good dividend but not able to follow any appreciate dividend payout ratio. Thus it is
necessary to have a appreciate policy for dividend distribution of the banks have to know
about how much portion of its earning is to be retained for internal financing and how
much amount is to be allocated for distribution of dividend to shareholders. So it will be

bal ance between company's growth and shareholders interest.
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FigureNo 4.3
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Price Earning Ratio

Thisis reflects the price currently paid by the market for each rupee of currently reported
earning per share (EPS). It is calculated by dividing the market value per share (MVPS)
by earning per share (EPS).

Table4.4

Price Earning Ratio

Year HBL EBL NIBL
2003/04 17.12 14.9 18.18
2004/05 19.20 16 20.25
2005/06 18.57 22 21.23
2006/07 28.69 31 27.73
2007/08 31.56 34 42.33
Average 23.028 23.58 25.944

(For detail calculation see appendix B4, C4 & D4)

It is clear from the above that table NIBL shows e fluctuation in P/E ratio than HBL and
EBL, By seeing above data each bank have price earning ratio in increasing order yearly
and there average price earning ratio was HBL has 23.028average P/E ratio EBL has
23.58 and NIBL has 25.944. All these three banks did not maintain their average price
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earning ratio during the fiscal year. NIBL has highest P/E 42.33 in fiscal year2007/08. In
same fiscal year EBL has 34 and HBL has 31.56 in the same

This presentation helps the study be clarifying the relationship between earning per share
and market price per share. So above analysis, helps to judge the investors expectations
about the banks performance and also the market appraisal of the banks performance. The
higher P/E ratio indicates the favorable condition for the owner. So in this regard, the

performance of NIBL for the last five year is better than other two banks.

FigureNo 4.4
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Price earning ratio

Market Value per shareto Book Value per share

This ratio indicates the price the market is paying for the price that is reported from the
net worth of the banks, or in other words, it is the price of the outsiders are paying for
each rupee reported by the balance sheet of the banks. It is calculate by dividing the
market Value Per Share (MVPS) by the Book Value Per Share (BVPS).
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Table4.5

Market Value per shareto Book Value per share

Y ear HBL EBL NIBL
2003/04 3.40 times 3.96 times 3.81 times
2004/05 3.84 times 396 times 3.98 times
2005/06 4.81times 6.34 times 5.26 times
2006/07 6.57times 8.30 times 7.35 times
2007/08 7.98 times 9.73 times 10.97 times
Average 5.32 times 6.458 times 6.274times

(For detail calculation see appendix Bs, Cs& D

The above table depicts the market value per share to book value per share of HBL, EBL
and NIBL respectively. Market value per share to book value per share means to evaluate
net present value of share in the market. On average market value per share to Book
value per share of HBL, EBL and NIBL was 5.32, 6.458 and 6.274 respectively. It shows
that EBL has the highest market value per share to book value per share as compared to
the other two banks. HBL, EBL and NIBL were able to maintain its average ratio in the
year 2006 / 07 and 2007 / 08. Above analysis helps to conclude that in terms of market
value to Book value per share ratio, their performance looks similar little bit performance
EBL is better than HBL and NIBL.

FigureNo 4.5
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Dividend Yield Ratio

The dividend yield reflects the percentage relationship between dividend per share and
market value per share. It is calculated by dividing the cash dividends per share (DPS) by
the market value per share (MVPS).

Table4.6

Dividend Yield Ratio

Year HBL EBL NIBL
2003/04 2.38% 2.94% 1.59 %
2004/05 3.43% 2.30% 1.56 %
2005/06 3.18% 1.81% 4.40 %
2006/07 2.30% 1.65% 1.73%
2007/08 2.27% 1.60% 1.67%
Average 2.713% 2.06% 2.19%

(For detail calculation see appendix Bg, Cs, & Dg)

Dividend yield ratio highly influences the market value per share because a change in
dividend per share can bring effective change in the market value of that share.
Therefore, before allocation of dividend to the share holders the impact on market
scenario and price fluctuation is to be studied and evaluated for the long run survival of
the bank.

Above table shows that Average dividend yield ratio of HBL (2.712%) is higher than that
of EBL (2.06%) and NIBL (2.19) HBL failed to maintain its average dividend yield ratio
in the fiscal year 2003 / 04 , year 2006 / 07 and 2007 / 08 whereas EBL has failed to
maintain its average dividend yield ratio in three fiscal years. In aggregate, HBL is more
efficient than EBL and NIBL for distribution of dividend on the basis of market price per

share.

The relationship between dividend yield ratio and market price per share is positive. If
there is high dividend yield ratio the market price of share is aso increased. Low
dividend yield ratio makes market price per share decrease. So, high dividend yield ratio

is better for banks.
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Figure No 4.6
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4.2 Analysis of means, standard deviation and correlation matrix.

This study has aready described dividend practices between HBL, EBL and NIBL with
the help of financial tools which have given accurate picture. But more elaborate and

extensive research is considered as better to make the analysis more research oriented.

Thus dividend payment as followed by HBL, EBL and NIBL can better explain through

the use of statistical tools provide meaningful relationship among the various interrel ated

variables. So first of al, it is useful to determine the degree of correlation between

dividend and variables that used in the regression analysis and the means and standard

deviations of all the variables used in the regression analysis. The means, standard

deviation and zero order correlation co-efficient of HBL, EBL and NIBL are presented in

table. 4.7
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Table4.7

Means, standard Deviations and Correlation of Dividend per Share with Earning
per Share, Net profit, Market Price per Share and Net worth of HBL

Variables | Cases | Mean SD Correlation with
DPS | EPS NP Pm NW

DPS 5 34316 | 848 1.000 |0..870 | 0.9340 |0.8870 | 0.9466
EPS 5 55.92 6 - 1.000 |- - -
NP 5 431.296 | 133.89 - - 1.000 - -
Pm 5 1316 458.4146 | - - - 1.000 -
NW 5 1858.67 | 426.046 | - - - - 1.000

Note: "DPS" Represents dividend per share,

"NP" represents net profit

"EPS" Represents earning per share

"Pm" represents market price per share

"NW" represents net worth

Above table shows that average value of dividend per share, earning per share net profit,
and net worth of HBL is 34.316, 55.92, 431.296,1316 and 1858.67 respectively. Standard
Deviation of dividend per share, earning per share net profit, and net worth of HBL is
8.486, 6, 133.89, 458.4146 and 426.046 respectively. From above correlation matrix that
dividend per share is positively correlated with earning per share, net profit, market price
per share and net worth in HBL, and their value is 0.870, 09340, 0.8870 and 09466
respectively. From above table it is concluded that there is highly positive correlation
between DPS, EPS, NP, PM and NW.
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Table4.8

Means, standard Deviations and Correlation of Dividend per Share with Earning
per Share, Net profit, Market Price per Share and Net worth of EBL

Variables | Cases | Mean SD Correlation with

DPS EPS NP Pm NW
DPS 5 31 12 | 1.000 0.9560 0.9391 0.9938 | 0.9765
EPS 5 66.56 17 | - 1.000 - - -
NP 5 267.046 | 109 | - - 1.000 - -
Pm 5 1698.2 | 940 | - - - 1.000
NW 5 948.7 367 | - - - - 1.000

Above table shows that average value of dividend per share, earning per share net profit,
and net worth of EBL is 31, 66.56, 267.046, 1698.2 and 948.7 respectively. Standard
Deviation of dividend per share, earning per share net profit, and net worth of EBL is 12,
17, 109, 940 and 367 respectively. From above correlation matrix that dividend per share
is highly positive correlated with earning per share, net profit, market price per share and
net worth in EBL, and their valueis 0.9560, 0.9391, 0.9938, and 0.9765 respectively
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Table4.9

Means, standard Deviations and Correlation of Dividend per Share with Earning
per Share, Net profit, Market Price per Share and Net worth of NIBL

Variables | Cases | Mean | S.D Correlation with

DPS | EPS NP Pm NW
DPS 5 30.758 | 16.086 | 1.000 | 0.5887 | 0.5527 | 0.52018 | 0.5138
EPS 5 54.198 | 8.1535 | - 1.000 | - - -
NP 5 386.72 | 19454 | - - 1.000 | - -
Pm 5 1435.8 | 599.25 | - - - 1.000
NW 5 1577.9 | 667.06 | - - - - 1.000

Above table shows that average value of dividend per share, earning per share net profit,
and net worth of NIBL is 30.758, 54.198, 386.72, 1435.8 and 1577.9 respectively.
Standard Deviation of dividend per share, earning per share net profit, and net worth of
NIBL is 16.086, 8.1535, 194.54, 599.25 and 667.06 respectively. From above correlation
matrix that dividend per share is moderate positive correlated with earning per share, net
profit, market price per share and net worth in NIBL, and their value is 0.5887, 0.5527,
0.52018 and 0.5138 respectively

In conclusion the average value of dividend per share, net profit, and net worth of HBL is
higher than that of EBL and NIBL. Earning per share and market price per share of EBL
is higher than the HBL and NIBL. Variability of dividend per share NIBL is higher than
HBL and EBL. But variability of EPS and Market price per share is higher in EBL than
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HBL and NIBL. And variability of net profit and net worth is higher in NIBL than HBL
and EBL

It is clear from correlation matrix that dividend per share is positively correlated with
earning per share, net profit, market price per share and net worth in HBL ,EBL and
NIBL.

To sum up, the payment of dividend depends upon the net profit after tax and EPS. On
the other hand, the prices of Nepalese stocks and Net Worth of the banks depend upon
the dividend payment. So this result suggests that high net profit after tax and earning per
share might be able to increase dividend per share and high dividend per share might be
able to increase the stock prices and net worth in these two banks.

4.3 Simple Regression Analysis

Simple regression analysis is used as a tool of determining the strength of relationship
between two variables. The analysis used to describe the average relationship between
two variables is known as simple linear regression analysis. It is a statistical device by
which we can estimate or predict the value of one variable when the value of other
variable is known. Regression lines are expressed in terms of algebraic relationsi.e. y = a
+ bx where y is a dependent variable and x is an independent variable. Similarly, ais the
intercept variable when independent variables is zero. In other words, it is better to
understand that a (constant) indicates the mean or average effect on dependent variable of
al the variables omitted from the model. Likewise, regression coefficient (b) describes
how changes in independent variables affect the value of dependent variables. Standard
Error of Estimate (SEE) measures the accuracy of the estimated figures. To test the
validity of our assumption, if the sample size (n) is less than 30, t-test is used. If the
calculated value of’t’ exceeds the table value say (0.05). We infer that the difference is
significant at 5% level of significance. But if ’t’ is less than the concerning table value

the difference is not treated as significant.
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Under stated table present the usual simple linear relationship between dividend per share
and earning per share, dividend per share and net profit, market price per share and
dividend per share, net worth and dividend per share. The maor output of ssmple
regression model of the sample banks based on the data is given below. Table 4.10
present the relationship between dividend per share and earning per share.

Table4.10
Simpleregression results of dividend per shareand earning per share
(DPS=a + b EPS)

Banks Sample Size |Regression coefficient

A B SE R2 t-Vaue
HBL 5 -30.83 1.165 3.1086 [0.7569 |0.3746
EBL 5 -15.8249 |0.70311 |0.1760 |0.9139 |3.996
NIBL 5 -45.16 14008 |0.5887 |0.5041 |2.379

(For detail calculation see appendix B7, Cz& D7)
Note:-
- DPS and EPS represent dividend per share and Earning per share
-Table value of t at 5% level of significance for (5+5+5-3 = 12) 12 degree of freedom is
2.179

With respect to the above regression results of dividend per share on earning per share,
beta coefficient is positive in HBL, EBL and NIBL. In case of HBL, beta coefficient
(1.165) indicates that one rupee increase in earning per share leads to the average about
Rs 1.165 increase in dividend per share holding other variables constant. lin case of EBL,
beta coefficient (0.70311) indicates that the one rupee increase in earning per share leads
to the average about Rs. 0.70311 increase in dividend per share holding other variables
constant. In case NIBL, beta coefficient (1.4008) indicates that one rupee increase in
earning per share leads to the average about Rs 1.4008 increase in dividend per share
holding other variables constant. Hence from the above analysis, NIBL is the strongest
bank for paying the dividend in excess amount if there is an increased one rupee in
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earning per share among the three banks. The largest amount of R? is present in EBL
among the three. In case of EBL, value of R? is present (0.9139) indicates that 91.39% of
dividend variation explained by earning variables. In case of HBL, value of R%(0.7569)
indicates that 75.69%0f dividend variation explained by earning variables while in case
of NIBL, value of R*0.5041) indicates that (50.41)% of dividend variation explained by
earning variables. The result of beta coefficient is statistically significant at 5 percent
level of significance in EBL and NIBL because calculated value of't' higher than
tabulated value oft (2.179). But it is not statistically significant in case of HBL, because
calculated value of ‘t’ is less than tabulated value of t (2.179).

Similarly, table 4.11 represents the relationship between dividend per share and net

profit.
Table4.11
Simpleregression results of dividend per share and Net profit per share
(DPS=a + b NP)
Sample Regression coefficient
Banks Size A B SE R2 t-Vaue
HBL 5 8.87 0.059 0.009575 |0.8723 |6.16
EBL ° 3.36 0.1035 |0.01602 |0.8819 |[3.36
NIBL 5
13.128 0.0456 |2.9197 |0.3055 |0.1562

(For detail calculation see appendix Bg, Cg& Dg)

Note:

-DPS and NP represent dividend per share and net profit.
-Table Value of t at 5% level of significance for (5+5+5-3 = 12) 12 degree of freedom is
2.179.

According to above regression results of dividend per share on net profit, beta coefficient
is positive in HBL, EBL and NIBL. In case of HBL, beta coefficient (0.059) indicates

that one rupee increase in net profit leads to the average about Rs. 0.059 increase in
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dividend per share holding other variables constant. While incase of EBL, beta
coefficient (0.1035) indicates that one rupee increase in net profit leads to the average
about Rs. 0.1035 increase in dividend per share holding other variables constant. In case
on NIBL, beta coefficient (0.0456) indicates that one rupee increase in net profit leads to
the average about Rs(0.0456) increase in dividend per share holding other variables
constant. From above analysis, it is clear that EBL might be able to pay higher dividend
than HBL and NIBL if one rupee of net profit will increase among three banks. Among
three banks, EBL has highest value of R2 is (0.8819) indicates that 88.19% of dividend
variation can explained by net profit variables. In case of HBL, the value of R? (0.8723)
indicates that 87.23% of dividend variation can explain by net profit variables. In case of
NIBL, the value of R* (0.3055) indicates that (30.55%) of dividend variation can
explained by net profit variables. This result is not statistically significance at 5% level of
significance in NIBL because calculated value of't' is less than tabulated value of t
(2.179) at 5% level of significance. But the result of HBL and EBL is statistically
significant at 5% percent level of significance because of having calculated value of't'
more than that of tabulated value (2.179).

Similarly, Table 4.12 is also presenting the relationship between dividend per share and

market price per share.

Table4.12
Simpleregression results of market price per share on dividend per share.
(Pm=at+ b DPS)

Banks Sample Regression coefficient
. A B SE R2 t-Vaue
Size
HBL 5 -331 48.01 10.57 0.7867 |4.5421
EBL ° -715 77.85 32.98 0.9876 |2.36
NIBL 5
839.80 19.3770 |31.82 0.27059 |0.6089

(For detail calculation see appendix Bg, Co& Do)
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Note:

-DPS and Pm represent dividend per share and Market price respectively.

-Table value oft at 5% level of significance for (5+5+5 - 3 = 12) 12 degree of freedom is
2.179.

On the basis of above regression results of market price per share on dividend per share,
beta coefficient (b) is positive in HBL, EBL and NIBL. In case of HBL, beta coefficient
(48.01) indicates that one rupee increase in dividend per share leads to average about Rs
48.01 increase in market price per share holding other variables constant. In case of EBL,
beta coefficient (77.85) indicates that one rupee increase in dividend per share leads to
average about Rs. 77.85 increase in market price per share holding all other variables
constant. In the case of NIBL beta coefficient (19.38) indicates that one rupee increase in
dividend per share leads to average about Rs. 19.38 increase in market price per share
holding other variables constant. From the above table it is clear that of one rupee of
dividend per share is increased in three banks at the same time. The value of R2 in case
of EBL is higher than that of HBL and NIBL. In case of EBL, value of R? (0.9876)
indicates that only 98.76% of market price per share variation is explained by dividend
variable. In case of HBL, value of R2 (0.7867) indicates that only 78.67% of market price
per share variation is explained by dividend variable. In case of NIBL, value of R2
(0.2706) indicates that only (27.06%) of market price per share variation is explained by
dividend variable. Thisresult is not statistically significance at 5% level of significancein
NIBL because calculated value of't' is less than tabulated value of t (2.179) at 5% level of
significance. But the result of HBL and EBL is statistically significant at 5% percent
level of significance because of having calculated value of't" more than that of tabulated
value (2.179).

Similarly, following table 4.13 presents relationship between dividend per share and net

worth.



Table4.13

Simpleregression results of Net worth on dividend per share.

(NW=a+ b DPS)

Banks |Sample |Regression Coefficient
Size A B SE R2 t-value
HBL 5 226.60 47.56 6.864 0.8960 (6.9289
EBL 5 22.73 29.87 2.794 0.9535 |10.69
NIBL 5 1423.69 21.31 15.075 |0.2640 [1.4133

(For detail calculation see appendix Bg, Cg & D)
Note:
-NW and DPS represent net worth and dividend per share respectively. -Table value of t
at 5% level of significance for (5+5+5-3 == 12)12 degree of freedom is 2.179.

As for the regression result of net worth on dividend per share are concerned, beta
coefficient is positive in HBL, EBL and NIBL .In case of HBL, beta coefficient (47.56)
indicates that one rupee increase in dividend per share leads to the average about Rs.
47.56 increase in net worth remaining other variables constant. In case of EBL, beta
coefficient (29.87) indicates that one rupee increase in dividend per share leads to the
average about Rs. 29.87 increase in net worth. In case of NIBL, beta coefficient
(21.3054) indicates that one rupee increase in dividend per share leads to the average
about Rs. 21.3054 increase in net worth remaining other variables constant. Hence it
might be concluded that increase in one rupee of dividend per share in three banks. The
value of R? for EBL is higher than that of NIBL and HBL. In case of EBL, value of R2
(0.9535) indicates that only 95.35% of net worth variation is explained by dividend
variables. In case of HBL, value of R2 (0.8960) indicates that only 89.60% of net worth
variation is explained by dividend variables similarly, in case of NIBL, vaue of R?
(0.2640) indicates that only 26.40% of net worth is explained by dividend variables. This
result is not statistically significance at 5% level of significance in NIBL because
calculated value of't' is less than tabulated value of t (2.179) at 5% level of significance.
But the result of HBL and EBL is statistically significant at 5% percent level of
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significance because of having calculated value of't' more than that of tabulated value
(2.179).

According to above analysis, it can clearly be observed that beta coefficient (b) is
positive in three banks. It shows that there is positive relationship between dividend and
other variables. While analyzing the significant of the test, it is found that test of
regression coefficient (b) are significant at 5% level of significance in al the regression
eguations describe above except dividend per share on earning per share in HBL. The
analyzing the significant of the test, it is found that test of regression coefficient (b) are
not significant at 5% level of significance in all the regression equations describe above
except dividend per share on earning per share in NIBL. But in case of EBL it is
analyzing the significant of the test, it is found that test of regression coefficient (b) are
significant at 5% level of significancein all the regression equations.

However, from the above analysis of regression results it is obvious that the coefficient
of determination (R?) is high in case of dividend per share on earning per share, and
market price per share on dividend per share, net worth on dividend per share in EBL. It
means regression results have satisfactory explained dividend per share variation by
earning per share variation, market price per share variation by dividend variation and net
worth per share variation by dividend variation This result is statistically significant at
5% level of significance because calculated value of t is higher than tabulated value of t.

4.4 Test of Hypothes's
Hypothesis test of EPS of HBL, EBL and NIBL.

Hypothesis First:

Null hypothesis (Hp): my =m, = mz i.e, thereis no significant difference in EPS of HBL,
EBL and NIBL.

Alternative hypothesis (H;); m; * my T mzi.e. thereis significant difference in EPS of
HBL, EBL and NIBL

86



Table4.14

Earning per share

Year 2003/04 2004/05 | 2005/06 | 2006/07 2007/08
Bank
HBL 49.05 47.91 50.24 60.66 62.74
EBL 45.6 54.2 62.8 78.4 91.82
NIBL 51.7 39.5 59.35 62.57 57.87
Computation of test statistic ‘F’
Total Sum of square (T.S.S) = 2356.86
Sum of square due to bank (SSB) = 448.63
Sum of square dueto error (S.S.E) = 1908.23
ANOVA TABLE
SN Source of Sumof square |D.F |Mean Sumof |F"- Test
Variation (SV) |((S.S) square (M.S.S)
1 Dueto Banks 448.63 2 224.315 1.41069
(Between Rows)
2 Dueto Error 1908.23 12 159.01
3 Total 2356.86 14

Critical Value: The tabulated value of F at 5% level of significant for 2 and 12 d.f is 3.89.
Decision: Since calculated value of F (1.41069) is less than tabulated value of Foos. HO IS

accepts and hence the aternative hypothesis H; is rejected. Therefore we conclude that

thereis no significant difference in the EPS between concerned banks.
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Hypothesis Second:
Hypothesis test of DPS of HBL, EBL and NIBL

Null hypothesis (Ho): my = m, = mg i-e., thereis no significant difference in DPS of HBL,
EBL and NIBL

Alternative hypothesis (H1): m; * my T mz i.e., thereis significant difference in DPS of
HBL, EBL and NI

Table4.15

Dividend per share:

year |2003/04 |2004/05 |2005/06 |2006/07 2007/08
Bank
HBL 20 31.58 35 40 45
EBL 20 20 25 40 50
NIBL 15 125 55.46 30 40.83
Computation of test statistic 'F'
Total Sum Of square (T.S.S) =2412.757
Sum of square due to bank (S.S.B) = 39.522
Sum of square dueto error (S.E.E) = 2373.235
ANOVA TABLE
SN (Source of Sumof square |D.F |MeanSumof |F- Test
Variation(S.V) (S.9) square (M.S.S)
1 Dueto Banks 39.522 2 19.761 0.0999
2 Dueto Error 2373.235 12 197.7696
3 Totdl 2412.757 14

Critical Value: The tabulated value of F at 5% level of significant for 2 and 12 d.f is 3.89.
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Decision: - Since calculated value of F 0.0999 is less than tabulated value of Fpos Ho is
accepted. Therefore, we conclude that is no significant difference in DPS between

concerned banks.

Hypothesis Third:
Hypothesis test of MPS of HBL, EBL and NIBL

Null hypothesis (Ho): m; = m; = mg i-e, thereis no significant difference in MPS of HBL
EBL and NIBL

Alternative hypothesis (Hy); my * my * m3 i-c there is significant difference in MPS of
HBL, EBL and NIBL

Table4.16

Market price per share

Year [2003/04 2004/05 2005/06 2006/07 2007/08
Ranlk
HBL 840 920 1100 1740 1980
EBL 680 870 1379 2430 3132
NIBL 940 800 1260 1729 2450

Computation of test statistic 'F

Total Sum Of square (T.S.S) =7644239.73

Sum of square due to bank (S.S.B) = 382137.733
Sum of square due to error (S.E.E) = 7262102
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ANOVA TABLE

SN |Source of [Sum of square|D.F |[Mean Sum of|F- Test
Variation(S. V) (S.9) square (M.S.S)
1 Due to  Banks|382137.733 |2 191068.865  |0.3157

2 Dueto Error 7262102 12 605175.1667

3 Total 764423973 |14

Critical Value: The Tabulated value of F at 5% level of significant for 2 and 12 d.f is 3.89.

Decision: Since calculated value of F (0.3157) is less than tabulated value of Fogs HO is
accept and hence the alternative hypothesis Hi is rejected Therefore we conclude that

thereis no significant difference in the MPS between concerned banks.
Hypothesis Fourth:

Hypothesis test of NW of HBL, EBL and NIBL

Null hypothesis (Ho): mp = m, = m3 i.e, there is no significant difference in net worth of
HBL, EBL and NIBL

Alternative hypothesis (H1); my T my L mgi.e. there is significant difference in net worth of

HBL, EBL and NIBL
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Table4.17

Net worth

Year |2003/04 |2004/05 2005/06 2006/07 2007/08
Bank
HBL 1324.16 |1541.76 1766.18 2147.04 2514.21
EBL 540.3 692.6 822.8 1106.6 1581.2
NIBL 729.048 (1180.17 1415.44 1878.12 2686.79

Computation of test statistic 'F

Total Sum Of square (T.S.S) =5976985.77

Sum ol" square dueto kink (S.S.B) = 2171299.37
Sum of square due to error (S.S.E) =3805686.4

ANOVA TABLE

g N, |Sourceof Sum of square |5 = |Mean Sum of E- Test
Variation(S.V) (5.9 square (M.S.S)
Due to Banks

1 2171299.37 2 1085649.685 342
(Between Rows)

2 Dueto Error 3805686.4 12 317140.53

3 Totdl 5976985.77 14

Critical Vaue: The tabulated value of F at 5% level of significant for 2 and 12 d. f is
3.89.
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Decision: Since calculated value of F (3.42) is less than tabulated value of Fogs Ho is
accepted and hence the alternative hypothesis H; is rejected. Therefore we conclude that

thereis no significant difference in the net worth between concerned banks.

45Major finding of the study

1. Average earning per share of EBL is the highest amount among the three banks.
Earning per share is increasing trend in EBL. Average earning per share of HBL has
increasing trend except fiscal year 2004/2005. Average earning per share of NIBL is

in fluctuating trend.

2. Average dividend per share of HBL is the highest among the three banks. Dividend per
shareisincreasing trend in HBL and EBL. Average dividend per shareisin
fluctuating trend in NIBL.

3. On the basis of dividend payout ratio, HBL comes first in paying higher percentage of

its earning as a dividend among three. EBL shows the lowest ratio.

4. Average price earning ratio of NIBL is the highest among the three banks. HBL shows
the lowest ratio. The highest price-earning ratio indicates the favorable condition for
the owner. Therefore, in this regard the performance of NIBL for the last five-year is
the best among the three banks.

5. On the basis of dividend yield ratio, HBL is the efficient among the three banks for the
distribution of dividend on the basis of market price per share. EBL shows the lowest
ratio

6. Average market value per share to book value per share ratio of EBL is the highest
among three banks. Higher ratio indicates that there is greater chance of higher capital
gain to EBL shareholders. HBL shows the lowest ratio.

7. Dividend per share is positively correlated with earning per share, net profit, market
price per share and net worth in case of HBL, EBL and NIBL. It means higher the
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earning per share, net profit, market price per share and net worth, higher will be the

dividend per share and vice-versa.

8. In case of regression analysis of dividend per share on earning per share, beta
coefficient is positive in three samples banks. Among them NIBL might be able to pay
higher dividend per share if one rupee of earning per share isincreased in all of them
at the sametime.

9. With respect to regression analysis of dividend per share on net profit bets coefficient
IS positive in three samples banks. It indicates if one rupee increase in net profit the
same time dividend per share of HBL, EBL and NIBL are increased by Rs 0.059, Rs
0.1035 and 0.0456 respectively.

10. Asfor the simple regression analysis of market price per share on dividend per share
was concerned, beta coefficient is positive in EBL, HBL and NIBL. This indicates
banks at the same time market price per share of HBL is increased by Rs 48.01,
market price of EBL isincreased by RS 77.85 and market price of NIBL is increase
by Rs 19.37.

11. According to simple regression analysis of net worth on dividend per share beta
coefficient is positive among three sample banks. This shows that if one rupee
dividend per share will increase in these banks at the same time, net worth of HBL,
EBL and NIBL might be increased by Rs 47.56, Rs 29.87 and Rs 21.3054
respectively.

12. The coefficient of determination (R? is higher in case of dividend per share on
earning per share and on net profit and market price per share, net worth on dividend
per share in EBL. It means regression results have satisfactorily explained dividend
per share variation by earning per share variation and market price per share variation

by dividend per share variation.
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13. There is not stable dividend paid by three banks over the five years. They are paying
regular dividend but due to lack of sustainable strategic dividend policy, the dividend

payment policy of these banksis not clear.

14. While considering the three banks, market price is considerably higher than net worth
in case of EBL. The huge gap can be seen in the year 2005/06 to 2007/08. This clearly
shown that investor does not have adequate knowledge about how to evaluate value of

shares before investing on it.

15. The pattern of dividend payout ratio of these banks demonstrated the conservative
dividend policy followed by the banks. Relationship between the earnings, dividend
payment and growth and expansion programmed of the companies did not exist.
Practices of dividend payout without having growth and diversification schemes lead
to have check on maximization of the shareholders wealth. In this way dividend policy
followed by the banks should not appropriate because this type of dividend policy
have not any rule and criteria.

16. The test of hypothesis carried out shows out that there is no significant difference
between DPS, EPS, MPS and NW of al three commercial banks.
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CHAPTER -V

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

Dividend policy is one of the magjor decisions of financial management. The dividend
policy decision affects on the operation and prosperity o the organization. It influence the
two decision of the organization i.e. capital decision and investment decisions. An
investor expects two types of return that is capital gain and dividend by investing in
equity capital. 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 to fulfill the shareholders expectations and corporate
growth.

Dividend is an important tool to attract the new investors. Beside this dividend paying
ability reflect the financia position of the organization in the market. Due to the division
of earning between dividend payout and retention ratio the market price of the share may
also reflected so, it isthe crucial decision of the organization.

In Nepal ese Environments after government adopt liberalization and privatization policy,
Dividend policy is taking its path, slowly. Every Investor must have knowledge of
dividend policy. So they can make better decision before they invest. Only those

company pay dividend which are in profit.
Here in the study dividend paying banks have been analyzed to show the implication of

the dividend policy. The study covers joint venture banks (HBL, EBL and NIBL) and
only for the last 2003/04 to 2007/08.The available secondary data collected from various
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sources has been analyzed using various financial and statistical tools. So, the reliability

of conclusion of this study is determined on the accuracy of secondary data.

There is the vague practice on distribution of dividend in Nepalese companies.
Shareholders have a high expectation that market price of share will be significantly
higher than net worth However, the dividend is paid only in profitable years end in most
of the years. Instability of dividend and inconsistent payout ratio is the most applied
phenomena of Nepal ese dividend distribution practices.

The theoretical statement of the study was that dividend decision should depend upon
earning per share and net profit. Similarly, prices of stock and net worth should depend
upon dividend decision. After the analysis part, different financial indicators tools of
these banks shows that average dividend per share of HBL is the highest among the three
banks, which indicates that HBL is paying higher dividend to its shareholders. On the
average earning per share EBL is the most successful among the three banks. On the
basis of average dividend payout ratio, HBL is paying higher portion of dividend of it's
earning as dividend, Similarly, average price earning ratio of NIBL is also highest than
EBL and HBL, which means NIBL has better performance for enhanced the wealth of
shareholders. Moreover, on the basis of market value per share to book value per share,
EBL performance is better because increasing trend of market value per share is higher.
On the basis of dividend yield ratio, HBL is more efficient for distribution of dividend on

the basis of market value per share.

For the purpose of statistical analysis of the entire sample banks ssmple correlation and
regression analysis is used to interpret the results. Dividend per share is positively
correlated with earning per share, net profit, market price per share and net worth in al of

these three banks.

As far the ssmple regression of dividend per share on earning per share, beta coefficient
is positive in al of these three sample banks. The positive sign for beta coefficient of
earning per share indicates that dividend per share increase with higher earning per share

remaining other variables constant.
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With respect to regression analysis dividend per share on net profit, beta coefficient is
positive in these three banks. Positive beta coefficient indicates that increase in net profit

resultsincrease in dividend per share.

As far the simple regression of market price per share on dividend per share concerned,
beta coefficient is positive in HBL, EBL and NIBL. This result indicates that increase in

dividend per share resultsincrease in market price per share.

With respect to simple regression of net worth on dividend per share, beta coefficient is
also positive in these three banks. This shows that increase in dividend per share results

increase in net worth of these banks.

With respect to hypothesis setting, there is no significant difference in DPS, EPS, MPS
and NW of the sample banks.

From the above analysis the study found that there is not a consistent dividend policy in
any of the three sectors analyzed. Pay out of dividend seems to be a totally random act
decided upon by the whims of the board of directors of the companies. This study not

only shows a developing capital markets but also the lack of knowledge of the investors.

5.2 Conclusion

The study was unable to find exact dividend policy for any one of the three commercial
banks studied and basically dividend payout was decide by the board of directors on a
year to year basis. This dividend payout decision is probably base on the financid
performance of the company in the previous year. Because of lack of dividend policiesin
any of the companies, the results of the analysis show some very strange behaviorsin the
financial performance indicate of the companies studied. The anaysis performed on the
financial data of the three commercial banks chosen has failed to establish a concrete
relation between dividends polices and practices in Nepal. There appear to be slight
general trends but no set of rules apply to al the companies. Moreover, there was a few
surprising results that seemed to defy economic logic. By analyzing the financial and
statistical indicators of al the three banks, the following conclusions have been drawn
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regarding the prevalent dividend payout practices of the public listed companies of
Nepal.

Dividend practices of the sample banks are neither stable, nor constantly growing;
Haphazard way of distribution in growing trend is observed. These banks follow no
specific dividend payment strategy. Payment of cash and stock dividend are made
without wise managerial decision. There are no legal rules those binding companies to
pay dividend when they are running at profit. Not only the companies do not have any

clear policy towards dividend decision but aso there is no provision in company act.

Earning per share of sample bank effects dividend per share differently. In HBL DPS
trend isincreasing even in fiscal year 2004/05, when EPS is decreased. In EBL EPSisin
increasing trend, DPS is aso in increasing trend expect fiscal year 2004/05.1n fiscal year
2004/05 DPS is constant. In NIBL EPS and DPS both trend is fluctuating. The
implications of fluctuating earning per share and dividend per share could not make clear
to the public.

HBL has higher dividend payout and dividend yield ratio. Dividend payout ratio indicates
that HBL has more ability to pay dividend than other two sampled bank. Dividend yield
ratio indicates HBL is the efficient anong the three banks for the distribution of dividend
on the basis of market price per share. Average price earning ratio of NIBL is the highest
among the three banks. The highest price-earning ratio indicates the favorable condition
for the owner. Average market value per share to book value per shareratio of EBL isthe
highest among three banks. Higher ratio indicates that there is greater chance of higher
capital gain to EBL shareholders.

MPS is much higher that net worth per share in the case of EBL. This indicates that the
investors either have a very optimistic view on the future performance of the companies
or that they are not investigating the performance indicators of the companies in which

they are investing properly
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Dividend per share is positively correlated with earning per share, net profit, market price
per share and net worth in case of HBL, EBL and NIBL. It means higher the earning per
share, net profit, market price per share and net worth, higher will be the dividend per
share and vice-versa. Many of the coefficients of correlations are actualy in significant to

base any sound conclusions from the results.

There are differences in financial position of high dividend paying and low dividend
paying companies. Other things remaining same financial position of high dividend
paying companies is comparatively better than low dividend paying companies and not

paying dividend companies

The test of hypothesis carried out shows out that there is no significant difference
between DPS, EPS, MPS and NW of al three commercial banks.

The maority of the investors in the capital markets of Nepal are not economically sound
in their judgment to invest in share market. A lot of them invest without looking at even

the basic financia indicators of the companies they areinvesting in.
The system of liberal economic polices and capital markets are till a relatively new

phenomenon in Nepal and are growing stronger. However it is still not so well developed

to be performing in an efficient manner
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5.3 Recommendations

On the basis of the findings of the study following recommendations has been made.

i)

i)

The primary concern of this study is to look into the dividend policies and
practices existing in the relatively immature capital markets economy of
Nepal and to draw attention to both the opportunities and threats regarding
the current practices. Based on the results of this study, the researcher has
come up with recommendation to al of the maor players in playground
that is the share markets.

The management of sample bank should formulate a dividend policy
covering different economical environments and adhere to the policy.
They should distribute higher percentage of profits as dividend if there are
no investments opportunities and retain more if investment opportunities
arise and also make clear the dividend policy to the public. The
government should also make clear policy towards dividend decision, and
make a law to protect the rights of the minority shareholders because the
minority shareholders are often helpless to find justice even though they
know they are being cheated out of their proper share of money.
Shareholder should also have sound knowledge about the financial state
and dividend policy of the companies they have invested in.

In NIBL EPS and DPS both trend is fluctuating. The implications of
fluctuating earning per share and dividend per share could not make clear
to the public. So NIBL have to think about it, make possible improvement
to make increasing trend in EPS and DPS.

Introducing the latest and sophisticated banking system, developing the
high motivational strength in management and increasing turn over etc are
some techniques to improve and increase the gap between income and

expenses
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Vi)

vii)

viii)

V) In comparison to three banks average earning per share and dividend per
share is less in NIBL. It indicate that return earning position of NIBL is
dightly poor than two sample bank. It may create to loose goodwill of
bank. So NIBL is recommended to improve the financial performances of

the bank to increase the profit.

MPS is much higher than net worth per share in the case of the EBL. It is not
good for the company for future. So EBL is recommended to maintain balance of
the market price per share and net worth of the share. Shareholders also should
analyze the financial indicator of the company through various ratio analysis

techniques and they should know the net worth of the share.

Dividend payout ratio of EBL islessin comparison of two banks. There are many
minority shareholders looking for regular dividend for their expenses. So, EBL is

recommended to paid more percentage of earning to pay dividend.

Stock brokers should be aware of the performances of the companies whose
shares they trade. They should be aware of the prospects of the capital markets,
work for the proper growth of the capital market of the country. They should
follow ethics and do not influence other. They should think about Information

Centre to provide the proper information to the potential investors on investment.
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APPENDIX-A

For calculation, following statistical formulais used.

ax? gaxy’
1. s )= _te A
(s,) \/ n
ay? eayi’
2 (sy) = - 4
n E&nli
3 (= 2%
ns,s,
Where,X:X—g
Y=y-y
syl -r?
4 SE. = 2
sx +/n
5 t:i
S.E.
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APPENDIX-B

APPENDI X-B;
HIMALAYAN BANK LIMITED
Y ear DPS EPS | Net Profit [In | Market Price | Net Worth Book
million] Per Share [In value Per
[InR9 million] Share
[inRY
2003/04 20 49.05 263.03 840 1324.16 246.93
2004/05 31.58 | 47.91 308.30 920 1541.76 239.59
2005/06 35 59.24 457.45 1100 1766.18 228.72
2006/07 40 60.66 491.83 1740 2147.04 264.74
2007/08 45 62.74 635.87 1980 2514.21 247.95
APPENDIX-B,
Calculation of dividend growth rate
Y ear DPS
2003/04 20
2004/05 31.58
2005/06 35
2006/07 40
2007/08 45

If we analysis the growth of dividend paid we find difference between the actual dividend

paid by the bank and dividend to be paid according to growth rate.

Dividend paid in based year (D,) =20
Dividend paid in final year (D5) =45

No. of years (n) = 5 years

Growth rate (g) =?

We know that

Ds = Do (1+g) *

(1+g) * =45/20

(1+g) = (2.25)%%®

9=22.5%
According to this formulathe growth rate of HBL is 22.5%
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APPENDIX-B3

Calculation of dividend payout ratio

Year DPS EPS
DPR = %
EPS
2003/04 20 49.05 40.77%
2004/05 31.58 47.91 65.91%
2005/06 35 59.24 59.087%
2006/07 40 60.66 65.94%
2007/08 45 62.74 71.72%
Where,
DPS = Dividend per share
EPS = Earning per share
DPR = Dividend Payout Ratio
APPENDI X-B4
Calculation of priceearning ratio
Y ear MVPS EPS
P/ERatio = MVPS
EPS
2003/04 840 49.05 17.12
2004/05 920 47.91 19.20
2005/06 1100 59.24 18.57
2006/07 1740 60.66 28.68
2007/08 1980 62.74 31.55
Where,
MV PS =Market value per share
P/E Ratio = Price Earning Ratio
APPENDI X-B5
Calculation of market value per shareto book value per share
Year MVPS BVPS MVPS
BVPS
2003/04 840 246.93 3.40
2004/05 920 239.59 3.84
2005/06 1100 228.72 4.81
2006/07 1740 264.74 6.57
2007/08 1980 247.95 7.98
Where,

108




MV PS =Market value per share
BVPS = Book value per share

APPENDI X-B6
Calculation of Dividend Yield Ratio
Y ear DPS MV PS DPSIMVPS
2003/04 20 840 2.38%
2004/05 31.58 920 3.43%
2005/06 35 1100 3.18%
2006/07 40 1740 2.30%
2007/08 45 1980 2.27%
Where,
DPS = Dividend per share
MV PS =Market value per share
D/Y Ratio = Dividend Yield Ratio
APPENDI X-B7
Variablesusein Analysis
Year | X Yo X2 N2 kexex =YY by XY
2003/04 | 49.05 20 [2405.9031400 .6.87 -14.316  [98.35092 981
2004/05| 47.91 | 31.58 2295368 997.2964 |8.01 -2.736  21.91536 [1512.998
2005/06 | 59.24 35 3509.3781225 R332 0.684  [2.27088 [2073.4
2006/07 | 60.66 40 [3679.636(1600  l4.74 5.684  [26.94216 [2426.4
2007/08 | 62.74 45 3936.308]2025 .82 10.684  [72.86488 2823.3
279.6 | 171.58 [15826.59(6247.296 0 222.3442 9817.098
Note:

Values of X represent earning per share
Vauesof Y represent dividend per share

Results:

n=>5 a=-30.83
SX =279.6 b=1.165
SY=1715 SX=6
SXY =9817.098 S Y=848
SX? = 15826.59 r=0.8700
SY? = 6247.296

X =55.92 y =34.316

Simple regression results of DPS = a+ b EPS

Where,
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DPS = Dividend per share
EPS = Earning per share

Then,
Coefficient of determination (R?) = 0.7569
Standard Error (S.E) = 3.1086
t value =b/S.E=0.3746

For calculation of regression Constant (a) and regression Coefficient (b) following
two equations are used:

Regression equation of y or x

SY =Na+ b SX------------ 0]

SXY =aSX +bSX?- (i)

Putting the value we have get value of aand b
For S x and Sy we have

2

o , o 2
_Jax® gaxy _lay® gayy
(5.) = 25 - 2% (sy) = | 2Y g2l
n &nif n E&n4
Where x =X- X
y=Y-y
r = axy SE. = sy~I-r?
ns,s, sx +/n
APPENDI X-B8
Variablesusein Analysis
Year Xy X2 Y2 x=X-X | y=Y-y xy XY
2003/04 | 263.03 20 -
69184.78 400 | 168.266 -14.316 | 2408.896 | 5260.6
2004/05 | 308.3 31.58 -
95048.89 | 997.2964 | 122.996 -2.736 | 336.5171 | 9736.114
2005/06 | 457.45 35 | 2092605 1225 | 26.154 0.684 | 17.88934 | 16010.75
2006/07 | 491.83 40 | 241896.7 1600 | 60.534 5.684 | 344.0753 | 19673.2
2007/08 | 635.87 45 | 404330.7 2025 | 204.574 10.684 | 2185.669 | 28614.15
2156.48 | 171.58 | 1019722 | 6247.296 0 0 | 5293.046 | 79294.81
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Note:

Valuesof X represent net profit per share
Vauesof Y represent dividend per share

Results:

n=>5 a=8.87

SX =2156.48 b =0.059
SY=171.58 S X =133.89
SXY =79294.81 S Y=848
SX?=1019722 r=0.8723
SY? = 6247.296

X = 431.296 y =34.316

Simple regression results of DPS=a+ b Np

Where,
DPS = Dividend per share
Np = Net Profit per share

Then,
Coefficient of determination (R?) = 0.8723
Standard Error (S.E) = 0.009575
t value =b/S.E=6.16

For calculation of regression Constant (a) and regression Coefficient (b) following
two equations are used:

Regression equation of y or x
SY =Na+ b SX------m-mm- 0]
SXY =aSX +bSX?- (i)
Putting the value we have solve the equation

For S xand S y we have

o 2 , o L2 o 2 , \ 2
ax ea Xy ay eavyu
s )= -z , sy) = - !
(s.) n B (sy) N B
For correlation we have
Wherex:X-Q_
y=Y-y
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Simple regression results of Pm =a+ b DPS

Where,

Pm = Market price per share
DPS = Dividend per share

Then,

Coefficient of determination (R?) = 0.7867

Standard Error (S.E) = 10.57
t value =b/S.E=4.5421

r=_ 2% SE. =  syvI-r’
ns.s sx_ Jn
APPENDIX - B9
Variablesusein Analysis
Year X Y Y2 x=X-X | Y=Y-Y | xy XY
2003/04 | 20 840 400 | 705600 | -14.316 -476 | 6814.416 | 16800
2004/05 | 3158 | 920 | g97.20964 | 846400 | -2.736 -396 | 1083.456 | 29053.6
2005/06 | 35 1100 1225 | 1210000 |  0.684 216 | -147.744 | 38500
2006/07 | 40 1740 1600 | 3027600 | 5.684 424 | 2410.016 | 69600
2007/08 | 45 1980 2025 | 3920400 | 10.684 664 | 7094.176 | 89100
171.58 6580 | 6247.296 | 9710000 0 0 | 17254.32 | 243053.6

Note:

Values of X represent Dividend per share

Valuesof Y represent Market value per share

Results:

n=>5 a=940.732

SX =171.58 b =48.01

SY=6580 S X =8.48

SXY =243053.6 S Y=458.4146

SX? = 6247.296 r=0.8870

SY?=9710000

X =34.316 y = 1316

For calculation of regression Constant (@) and regression Coefficient (b) following

two equations are used:
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Regression equation of y or x
SY =Na+ b SX------------ (i)
SXY =aSX +bSX?- (i)

Putting the value in equation we have get value of aand b

o 2 , 2 o 2 , o
_JAax® éaxy _lay® gayy
(s,)= - 5 (sy) = ol g
n &nif n E&nd4
For correlation we have
Where x =X- X
y=Y-y
- B
ns,s, sx +/n
APPENDIX - B10
Variablesusein Analysis
Year X Yo x Y2 x=X-X | Y=Y-Y | xy XY
2003/04 20 | 1324.16 -
400 | 1753400 | -14.316 | 534.51 | 7652.045 | 26483.2
2004/05 | 31.6 | 1541.76 -
097.2964 | 2377024 -2.736 | 316.91 | 867.0658 | 48688.78
2005/06 | 35 |1766.18 1225 | 3119392 0.684 | -92.49 | -63.2632 | 61816.3
2006/07 | 40 | 2147.04 1600 | 4609781 5.684 | 288.37 | 1639.095 | 85881.6
2007/08 | 45 | 2514.21 2025 | 6321252 | 10.684 | 655.54 | 7003.789 | 113139.5
171.6 | 9293.35 | 6247.296 | 18180848 0 0 | 17098.73 | 336009.3
Note: Vauesof X represent Dividend Per Share
Values of Y represent Net Worth
Results:
n=5 a=226.60
SX =171.6 b=4756
SY=9293.35 S X =8.48
SXY =336009.3 S Y=426
SX? =6247.296 r=0.6368
SY? = 18180848
X = 34.316 y =1858.67

Simple regression results of NW =a+ b DPS
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Where,
DPS = Divided per share
NW = Net Worth (In Million)

Coefficient of determination (R?) = 0.8960
Standard Error (S.E) = 6.864
t value =b/S.E=6.9289

For calculation of regression Constant (a) and regression Coefficient (b) following
two equationsis used:

Regression equation of y or x
SY =Na+ b SX------m-mm- 0]
SXY =aSX +bSX?- (i)
Putting the value in equation we have get value of aand b

o 2 , 2 o 2 , O 2
ax eaX| Yy eayu
(5)= - (sy) =, =2 -
x n &nf¥ & n i
For correlation we have
Where x =X- X
y=Y-y
r = a—xy SE = ﬂ1/| —_ r2
ns,s, sx +/n
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APPENDIX-C,

EVEREST BANK LIMITED

Y ear DPS | EPS | Net profit (In | Market  Price | Net ~ worth | Book  Value
Million) Per share (in| (InMillion) | Per Share (in
Rs.) Rs.)
2003/04 | 20 | 45.61 | 143.64 680 540.3 1715
2004/05 | 20 | 54.2 | 170.73 870 692.6 219.87
2005/06 | 25 |62.8 | 273.31 1379 822.8 217.67
2006/07 | 40 | 78.4 | 296.35 2430 1106.6 292.75
2007/08 | 50 | 91.82 | 451.20 3132 1581.2 321.77
APPENDIX-C»
Calculation of dividend growth rate
Y ear DPS
2003/04 20
2004/05 20
2005/06 25
2006/07 40
2007/08 50

If we analysis the growth of dividend paid we find difference between the actual dividend
paid by the bank and dividend to be paid according to growth rate.
Dividend paid in based year (D,) =20
Dividend paid in final year (D5) =50
No. of years (n) = 5 years

Growth rate (g) =?

We know that

Ds = Do (1+g) *

(1+g) * =50/20

(1+g) =(2.50)%%®

g=25.7%

According to this formulathe growth rate of HBL is 25.7%
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APPENDIX - C3

Calculation of dividend payout ratio

Y ear DPS EPS DPR= DPS
EPS
2003/04 20 45.6 43.86%
2004/05 20 54.2 36.90%
2005/06 25 62.8 39.81%
2006/07 40 78.4 51.021%
2007/08 50 91.82 54.45%
Where,
DPS = Dividend per Share
EPS = Earning Per Share
DPR = Dividend payout ratio
APPENDIX - C4
Calculation of price earning ratio
Y ear MVPS EPS PIE ratio= MVPS
2003/04 680 45.6 14.92
2004/05 870 54.2 16
2005/06 1379 62.8 22
2006/07 2430 78.4 31
2007/08 3132 91.82 34.1
Where,

MVPS = Market value per share
EPS = Earning Per Share

P/E ratio = Price earning ratio

APPENDIX - C5

Calculation of market value per shareto book value per share

Year MVPS BVPS MVPS
BVPS
2003/04 680 171.5 3.96
2004/05 870 219.87 3.96
2005/06 1379 217.67 6.34
2006/07 2430 292.75 8.30
2007/08 3132 321.77 9.73
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Where,
MVPS = Market value per share
BVPS = Book value per share

APPENDIX - C6
Calculation of Dividend Yield Ratio

Y ear DPS MV PS DIY ratio= DPS
MVPS
2003/04 20 680 2.94%
2004/05 20 870 2.30%
2005/06 25 1379 1.81%
2006/07 40 2430 1.65%
2007/08 50 3132 1.60%
Where,
DPS = Dividend per share
MVPS = Market value per share
D/Y = Dividend yield ratio
APPENDIX - C7
Variablesusein Analysis
Years | X Y X2 Y2 X=X-X | y=Y-y | XY XY
2003/04 | 45.61 | 20 2080.272 400 | -20.95 11| 23045 | 9122
2004/05 | 54.2 20 2937.64 400 | -12.36 11| 135.96 1084
2005/06 | 62.8 25 3943.84 625 -3.76 6| 2256 1570
2006/07 | 78.4 40 6146.56 1600 | 11.84 9| 106.56 3136
2007/08 | 91.82 | 50 8430.912 2500 | 25.26 19 | 479.94 4591
332.83 155 | 23539.22 5525 0 0| 975.47 | 11293.2
Note:
Values of X represent Earning Per Share
Valuesof Y represent Dividend Per Share
Results:
n=>5 a=-45.16
SX =332.83 b = 1.4008
SY=155 S X =8.1535
SXY =11293.2 S Y=16.086
SX? = 23539.22 r=0.7100
SY?=5525
X =54.198 y =30.758

Simple regression results of DPS = a+ b EPS

Where,
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DPS = Divided per share
EPS = Earning Per Share

Then,
Coefficient of determination (R?) 0.5041
Standard Error (S.E) = 0.5887
t value =b/S.E=2.379

For calculation of regression Constant (a) and regression Coefficient (b) following
two equationsis used:

Regression equation of y or x

SY =Na+ b SX------m-mm- 0]

SXY =aSX +bSX?- (i)

Putting the value in the equation, we get value of aand b
For S x and S y we have

ax® saxy’ a
s )= - X , sy) = - ,
(S.) n &nli (SY) n E&nli

For correlation we have

Where x =X- X
y=Y-y
r :ﬂ S.E. - ﬂ\ﬂ—rz
ns,s, sx +/n
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APPENDIX - C8
Variablesusein Analysis

Simple regression results of DPS=a+ b NP

Where,
DPS = Divided per share
NP = Net Profit (Rsin million)

Coefficient of determination (R?) = 0.8819

Standard Error (S.E) = 0.01602
t value =b/S.E=6.4607

[ Thevaluesa, b, r and S.E. are calculated as same asin Appendix B7]
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Y ear X Y X2 Y2 X:X-;( y:Y-;l Xy XY
2003/04 | 143.64 | 20 -
20632.45 400 | 123.406 11 | 1357.466 | 2872.8
2004/05 | 170.73 | 20 29148.73 400 | -96.316 11 | 1059.476 | 3414.6
2005/06 | 273.31 | 25 74698.36 625 | 6.264 6| -37.584 | 6832.75
2006/07 | 296.35 | 40 87823.32 1600 | 29.304 9| 263.736| 11854
2007/08 | 451.2 | 50 203581.4 2500 | 184.154 19 | 3498.926 | 22560
1335.23 155 | 415884.3 5525 0| 6142.02
Values of X represent Net Profit
Valuesof Y represent Dividend per Share
Results:
n=5 a=3.36
SX =1335.23 b =0.1035
SY=155 S X =109
SXY =47534.15 SY=12
SX? =415884.3 r=0.9391
SY?=5525
X = 267.045 y =31




APPENDIX - C9
Variablesusein Analysis

Y ear X Y X2 Y2 =X - X yzy_y Xy XY
2003/04 20 680 400 462400 11 -1018.2 (11200.2 {13600
2004/05 20 870 400 756900 11 -828.2 9110.2 17400
2005/06 25 1379 625 1901641 -6 -319.2 [1915.2 (34475
2006/07 140 2430 1600 5904900 9 731.8 6586.2 (97200
2007/08 50 3132 2500 0809424 |19 1433.8 [27242.2 156600

155 8491 5525 188352650 0 56054 319275
Note:

Values of X represent Dividend Per Share
Valuesof Y represent market Price Per Share

Results:

n=5 a=-715.15
SX =155 b=77.85
SY=8491 S X =12
SXY =319275 S Y=940
SX?=5525 r=0.9876
SY? = 18835265

X =31

y =1698.2

Simple regression results of Pm =a+ b DPS
Where,
Pm = Market price per share
DPS = Divided per share
Coefficient of determination (R?) = 0.9876
Standard Error (S.E) = 32.98
t value =b/S.E=2.36

[ Thevaluesa, b, r and S.E. are calculated as same as in Appendix B8]
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APPENDIX - C10

Variablesusein Analysis

Y ear X Y X2 Y2 =X - X yzy_g, Xy XY
2003/04 20 540.3 400 291924.1 -11 -408.4 144924 10806
2004/05 20 692.6 400 479694.8 -11 -256.1 2817.1 (13852
2005/06 25 822.8 625 676999.8 -6 -1259 [755.4 20570
2006/07 140 1106.6 1600 1224564 9 157.9 1421.1 44264
2007/08 50 1581.2 2500 2500193 19 632.5 12017.5 {79060
Total 155 47435 |B525 5173376 0 0 21503.5 (168552
Note:

Values of X represent Divided per share
Vauesof Y represent Net Worth.

Results:
n=>5 a=2273
SX =155 b=29.87
SY=47435 S X =12
SXY =168552 S Y=367
SX?=5525 r=0.9765
SY?=47435
x =31
y =9487
Simple regression results of NW = atb DPS
Where,

NW = Net Wroth (in Million)
DPS = Divided Per Share

Coefficient of determination (R?) = 0.9535
Standard Error (S.E) = 2.794
t value =b/S.E=10.69

[ Thevaluesa, b, r and S.E. are calculated as same asin Appendix B9]
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APPENDIX-D,

NEPAL INVESTMENT BANK LIMITED

Y ear DPS | EPS | Net Profit [In | Market Price | Net Worth [In | Book  value
million] Per Share million] Per Share
[inRg| [inRg|
2003/04 | 15 51.7 | 152.37 940 729.048 246.89
2004/05 | 125 | 39.5 | 232.6 800 1180.17 200.8
2005/06 | 55.46 | 59.35 | 350.51 1260 1415.44 239.68
2006/07 | 30 62.57 | 501.41 1729 1878.12 234.97
2007/08 | 40.83 | 57.87 | 696.71 2450 2686.79 223.171
APPENDIX -D»,
Calculation of dividend Growth rate
Y ear DPS
2003/04 15
2004/05 12.5
2005/06 55.46
2006/07 30
2007/08 40.83

If we analysis the growth of dividend paid we find difference between the actual dividend
paid by the bank and dividend to be paid according to growth rate.
Dividend paid in based year (D,) =15
Dividend paid in final year (D5) =40.83
No. of years (n) =5 years

Growth rate (g) =?

We know that
Ds = Do (1+9) *

(1+g) * =40.83/15

(1+g) =(2.722)°®

9=28.45%

According to this formulathe growth rate of NIBL is 28.45%
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APPENDIX -D3
Calculation of dividend payout ratio

Y ear DPS EPS DPR:D—PS
EPS
2003/04 15 51.7 29.01%
2004/05 12.5 39.5 31.65%
2005/06 55.46 59.35 93.44%
2006/07 30 62.57 47.95%
2007/08 40.83 57.87 70.92%
Where,
DPS = Dividend per Share
EPS = Earning Per Share
DPR = Dividend payout ratio
APPENDIX - Dy
Y ear MVPS | EPS P/E ratio= MVPS
EPS
2003/04 | 940 51.7 | 18.18
2004/05 | 800 395 | 20.25
2005/06 | 1260 | 59.35 | 21.23
2006/07 | 1729 | 62.57 | 27.63
2007/08 | 2450 | 57.87 | 42.34
Where,

MVPS = Market value per share

EPS = Earning Per Share

P/E ratio = Price earning ratio

APPENDIX - Ds

Y ear MVPS | BVPS MVPS

BVPS
2003/04 | 940 246.89 | 3.81
2004/05 | 800 200.8 3.98
2005/06 | 1260 | 239.68 | 5.26
2006/07 | 1729 | 23497 | 7.36
2007/08 | 2450 | 223.171 | 10.97
Where,

MVPS = Market value per share
BVPS = Book value per share
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APPENDIX - D6
Calculation of Dividend yield ratio

Y ear DPS | MVPS D/Y ratio= DPS
MVPS
2003/04 | 15 940 1.596
2004/05 | 12.5 | 800 1.563
2005/06 | 55.46 | 1260 4.401
2006/07 | 30 1729 1.73
2007/08 | 40.83 | 2450 1.66
Where,
DPS = Dividend per share
MVPS = Market value per share
D/Y =Dividend yield ratio
APPENDIX - D7
Variablesusein Analysis
Year X Yo | xo Y2 x=X-X | YY-Y | xy XY
2003/04 | 517 15 2672.89 225 | -2.498 | -15.758 | 39.36348 775.5
2004/05 | 39.5 125 | 1560.25 | 156.25 | -14.698 | -18.258 | 268.3561 | 493.75
2005/06 | 59.35 | 5546 | 3522423 |3075.812 | 5.152 | 24.702 | 127.2647 | 3291.551
2006/07 | 62.57 30 | 3915.005 900 | 8372 | -0.758 | -6.34598 | 1877.1
2007/08 | 57.87 | 40.83 | 3348937 | 1667.089 | 3.672 | 10.072 | 36.98438 | 2362.832
270.99 | 153.79 | 15019.5 | 6024.151 0 0 | 465.6227 | 8800.733
Values of X represent Earning per Share
Values of Y represent Dividend per Share
Results:
n=>5 a=-45.16
SX =270.99 b = 1.4008
SY=153.79 S X =8.1535
SXY =8800.7335 S Y=16.086
SX?=15019.5 r=0.7100
SY? = 6024.151
X =54.198 y =30.758

Simple regression results of DPS = a+ b EPS
Where,
DPS = Divided per share

EPS = Earning Per Share
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Then,

Coefficient of determination (R?) 0.5041
Standard Error (S.E) = 0.5887
t value =b/S.E=2.379

[ Thevaluesa, b, r and S.E. are calculated as same asin Appendix B]

APPENDIX - D8
Variablesusein Analysis

Y ear

X

Y

X2 Y2 x=X-X_ | Y=Y-Y |xy XY
2003/04 | 152.37 15 | 23216.62 225 | -234.35 | -15.758 | 3692.887 | 2285.55
2004/05 | 232.6 | 125 |54102.76 | 156.25| -154.12 | -18.258 | 2813.923 | 2907.5
2005/06 | 350.51 | 5546 | 120857.3 | 3075.812 | -36.21 | 24.702 | -894.459 | 19439.28
2006/07 | 501.41 30 251412 900 | 114.69 | -0.758 | -86.935| 15042.3
2007/08 | 696.71 | 40.83 | 485404.8 | 1667.089 | 309.99 | 10.072 | 3122.219 | 28446.67
1933.6 | 153.79 | 936993.4 | 6024.151 0 0 | 8647.635 | 68121.3
Values of X represent Net Profit
Valuesof Y represent Dividend per Share
Results:
n=5 a=13.1283.36
SX =1933.6 b =.0456
SY=153.79 S X =194.54
SXY =68121.3 S Y=16.086
SX? =936993.4 r=0.5527
SY?=6024.151
X =386.72 y =16.086

Simple regression results of DPS=a+ b NP

Where,

DPS = Divided per share

NP = Net Profit (Rsin million)

Coefficient of determination (R?) = 0.3055
Standard Error (S.E) = 2.9197

t value =b/S.E=0.01562

[ Thevaluesa, b, r and S.E. are calculated as same as in Appendix B-]
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APPENDIX - D9
Variablesusein Analysis

Year X Yo Y2 x=X-X | Y=Y-Y | xy XY
2003/04 | 15 940 225 | 883600 | -15.758 | -495.8 | 7812.816 | 14100
2004/05 | 125 800 156.25 | 640000 | -18.258 | -635.8 | 11608.44 | 10000
2005/06 | 55.46 | 1260 | 3075.812 | 1587600 | 24.702 | -175.8 | -4342.61 | 69879.6
2006/07 | 30 1729 900 | 2989441 | -0.758 | 293.2 | -222.246 | 51870
2007/08 | 40.83 | 2450 | 1667.089 | 6002500 | 10.072 | 1014.2 | 10215.02 | 100033.5

153.79 7179 | 6024.151 | 12103141 0 0 | 25071.42 | 245883.1
Note:

Values of X represent Dividend per Share

Valuesof Y represent market Price per Share

Results:
n=>5 a=839.80
SX =153.79 b =19.3770
SY=7179 S X =16.086
SXY =245883.1 S Y=599.25
SX?=6024.151 r=0.52018

SY?=12103141
X =386.72
y =16.086

Simple regression results of Pm =a+ b DPS

Where,
Pm = Market price per share
DPS = Divided per share

Coefficient of determination (R?) = 0.27059
Standard Error (S.E) = 31.82
t value =b/S.E=0.6089

[ Thevalues a, b, r and S.E. are calculated as same as in Appendix B8]
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APPENDIX - D10

Variablesusein Analysis

Year X Y X2 Y2 x=X-X | Y=Y-Y | xy XY
2003/04 | 15 | 729.048 225 | 531511 | -15.758 | -848.866 | 13376.43 | 10935.72
2004/05| 125 | 1180.17 | 156.25 | 1392808 | -18.258 | -397.741 | 7261.955 | 14752.16
2005/06 | 55.46 | 141544 | 3075.812 | 2003470 | 24.702 | -162.474 | -4013.43 | 78500.3
2006/07 | 30 | 1878.12 900 | 3527350 | -0.758 | 300.21 | -227.559 | 56343.72
2007/08 | 40.83 | 2686.79 | 1667.089 | 7218819 | 10.072 | 1108.872 | 11168.56 | 109701.5

153.79 | 7889.571 | 6024.151 | 14673958 0 0 | 27565.95 | 270233.4
Note:

Values of X represent Divided per share
Valuesof Y represent Net Worth.

Results:

n=>5

SX =153.79

SY=7889.517

SXY =270233.4

SX?=6024.151

SY? = 14673958
X =30.758

y =1577.91

a=1423.6922.73

b =21.3054

S X =16.086

S Y=667.066
r=0.5138

Simple regression results of NW = atb DPS

Where,

NW = Net Wroth (in Million)
DPS = Divided Per Share

Coefficient of determination (R?) = 0.2640
Standard Error (S.E) = 15.075
t value=b/S.E=1.41

[ Thevalues a, b, r and S.E. are calculated as same as in Appendix B9]
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APPENDIX-E

1. Hypothesistest of EPS
Year X1 X2 X3 —\ —\ —\
(% - % |(x, -, J b - ;)
2003/04/49.05| 456 | 51.7 471969 439.3216 6.24
2004/05/47.91 | 542 | 39.5 64.1601] 152.7696)  216.031
2005/06| 59.24 | 62.8 | 59.35 11.0224 14.1376 26.5431
2006/07| 60.66 | 784 | 62.57 22.4676]  140.1856|  70.0904
2007/08| 62.74 | 91.82 | 57.87 46.5124 638.0676 13.4836
Total | 279.6 332.82] 270.99 191.3594] 1384.482  332.3883

Mean | 55.92 |66.564 | 54.198

grand mean X=

o +n,

(279.6+332.82+270.99)/!5

58.894

Sum of square between sample banks (S.S.B) =

Exz - X

I+, - %)

= 5(55.92-58.804)*+5(66.564-58.894)2 +5(54.198-58.894)>
= 448,63

Sum of square within sample banks = é(Xl - ;(1)2 + é(X2 - Z)Z + E:Ql(XS - Z)Z

=191.3594+1384.482+332.3883

= 1908.23
2. Hypothesistest of DPS
Y ear X1 X2 X3 —Y\ —\2 —\2
(% - %S (%, - . (% - %)
2003/04| 20 20 15 204.9479 121]  248.3146
2004/05 31.58 20 125 7485696 121)  333.3546
2005/06, 35 25 5546 0.467856 36 610.1888
2006/07| 40 40 30 32.30786 81  0.574564
2007/08 45 50 40.83 114.1479 361  101.4452
Total | 17158 155 153.79] 359.3571 720,  1293.878
Mean | 34316 31 30.758

grand mean X=
grand mean X=
Sum of square between sample banks (S.S.B) =

o +n

(171.58+155+153.79)/15

32.025

- X

(- %)

= 5(34.316-32.025)*+5(31-32.025)* +5(30.758-32.025)°
= 39.522
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Sum of square within sample banks = é(Xl - ;(1)2 + é(X2 - Z)Z + E:Ql(XS - Z)Z

= 359.3571+720+1293.878
=2373.235
3. Hypothesistest of MPS
Y ear X1 X2 X3 —\2 —\2 —\2
(% - %J (%, - % |(x, - x)
2003/04 840 630 940 226576| 1036731 245817.6
2004/05 920 870 800 156816]  685915.2  404241.6
2005/06 1100 1379 1260 46656 101888.6]  30905.64
2006/07 1740 2430 1729 179776]  535531.2]  85966.24
2007/08 1980 3132 2450 440896 2055782 1028602
Total 6580 8491 7179|  1050720| 4415849 1795533
Mean 1316 1698.2 1435.8
grand mean X= (6580 +8491+7179) /15
=1483.33

Sum of square between sample banks (S.S.B) =

e e

= 5(1316-1483.33)°+5(1698.2-1483.33)* +5(1435.8-1483.33)°
= 382137.733

o -2 o —R o —\
Sum of square within sample banks:a()(l - Xl) + a(X2 - Xz) + a(X3 - )(3)
= 1050720+4415849+1795533
= 7262102
4, Hypothesistest of NET PROFIT

Y ear X1 X2 X3 ( —)2 ( —)2 ( —)2
X=X) I\ =X) I\ X-X
2003/04 263.03 143.64 152.37| 2831345 1522904 54919.92
2004/05 308.3 170.73 232.6| 15128.02] 9276.772| 23752.97
2005/06 457.45 273.31 350.51 g84.0317 39.2377 1311.164
2006/07 491.83 296.35 501.41 3664.365 858.7244 13153.8
2007/08 635.87 451.2 696.71 4185052 33912.7 96093.8
Total 2156.48 2156.48 1933.6| 89640.38| 59316.47] 189231.7
Mean 431.296 267.046 386.72
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Grand mean X=  (2156.48+2156.48+1933.6)/15
361.6873

Sum of square between sample banks (S.S.B) =

i nfe -] nf-5]

= 5(431.296-361.6873)%+5(267.046-361.6873)? +5(386.72-361.6873)°
= 72144.913

Sum of square within sample banks:a(X1 - X1) + a(X2 - X2) + a(x3 - Xs)
= 89640.38+59316.47+189231.7

=338188.50
Hypothesistest of NET WORTH

Y ear X1 X2 X3 —\2 —\2 —\2
(Xl - Xl) (Xz - Xz) (Xs - Xe)
2003/041324.16/540.3 | 729.048 285700.9 166790.6 720573.5
2004/05/1541.76/1692.6 | 1180.17 100431.9 65587.21 158197.9
2007/08 2514.21|1581.2f 2686.79 4297327 400056.3 1229597
Total | 9093.35(4743.5)  7889.571 907577.2 673217.2 2224892
Mean | 1g58.67| 948.7] 1577.914

grand mean X=  1858.67+948.7+1577.914)/15 =1461.761

Sum of square between sample banks (S.S.B) =

o] + b - oo -

= 5(1858.67-1461.761)*+5(755.8-1461.7613)° +5(405.4-1461.761)°
=2171299.37

Sum of square within sample banks = é(Xl - ;(1)2 + é(X2 - Z)Z + E:Ql(XS - Z)Z

=907577.2+673217.2+2224892
=3805686.4
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