DIVIDEND POLICY: A COMPARATIVE STUDY BETWEEN
NEPAL INVESTMENT BANK LTD.
AND
STANDARD CHARTERED BANK LTD.

By:
Dhirendra Tamrakar
Patan Multiple Campus
T.U Registration No: 7-2-25-52-2001
Second Year Symbol: 1319/062
CampusRoll No.:36/061

A Thesis Submitted to:
Office of the Dean
Faculty of Management
Tribhuvan University

In partial fulfillment of therequirementsfor the
Degree of
Master of Business Studies (M.B.S)

Kathmandu, Nepal
December, 2010



RECOMMENDATION

Thisisto certify that the thesis

Submitted by:
Dhirendra Tamr akar

Entitled

DIVIDEND POLICY: A COMPARATIVE STUDY BETWEEN
NEPAL INVESTMENT BANK LTD.
AND
STANDARD CHARTERED BANK LTD.

has been prepared as approved by the Department in the prescribed format of
Faculty of Management, Thisthesisis forward for examination.

Mr. Rakesh Chandra Mishra Mrs. Krishna Badan Nakar mi
Thesis Super visor Campus Chief

Mr. Bishnu Gopal Khimbaja
Co-ordinator
MBS Programme

Date: oo



VIVA- VOCE SHEET

We have conducted the viva- voce examination of the thesis Presented by
Dhirendra Tamrakar

Entitled

" DIVIDEND POLICY: A COMPARATIVE STUDY BETWEEN NEPAL INVESTMENT
BANK LTD AND STANDARD CHARTERED BANK LTD."

and found the thesis to be the original work of the student and written according to
prescribed format. We recommend the thesis to be accepted as partia fulfillment of
the requirements of Master' Degree in Business (M.B.S.).

Viva-voce Committee

Head, Research Committee

Member (Thesis Supervisor)

Member (External Expert)

Date: ..o



DECLARATION

| here by declare that the data and work reported in this entitled “DIVIDEND
POLICY: A COMPARATIVE STUDY BETWEEN NEPAL INVESTMENT
BANK LTD AND STANDARD CHARTERED BANK LTD.” Submitted to office
of the Dean, Faculty of fulfillment of the requirement of the degree of Master Of
Business Studies (M.B.S) under the guidance and supervision of Mr. Rakesh
Chandra Mishra of Patan Multiple Campus, Tribhuvan University.

Dhirendra Tamrakar

Researcher

Campus Roll No:-36/061

Second Yr. Exam Roll No.: 1319/062



ACKNOWLEDGEMENT

This research study on “DIVIDEND POLICY: A COMPARATIVE STUDY
BETWEEN NEPAL INVESTMENT BANK LTD AND STANDARD
CHARTERED BANK LTD.” Has been prepared to fulfill partial requirement of
Master Degree of Business Studies Program. This study has been carried out under
the supervision of z of Patan Multiple Campus. | am extremely grateful for his kind
support, valuable advice and time.

| also acknowledge al my friends who have helped in different ways. | am greatly
thankful to the staff of Security Exchange Board Nepal (SEBO/N) for providing
required data during the study period.

| hope the possible errors would be covered by the subsequent studies in this field
in future.

Dhirendra Tamrakar
Researcher
Date:



Table of Content

Recommendation
Viva-Voice Sheet
Declaration
Acknowledgement
Table of contents
List of Tables

Abbrev

iations

Chapter 1 - INtrodUCION ......cccooiiiiiiiie e e e e e e e e ven e e e e L

12
13
14
15
1.6
1.7

Ch

Revi

Chapt

Background of the Study..........cooiiiii 1
FOCUS OF the StUAY ... e e e 4
Statement of Problem....... ..o 5
Objective OF the STUAY ... ....ouie e e 5
Importance of the StUdY.........cooii it 6
Limitations of the study...........cooiii i 6
Organization of the StUdY..........cooi i e 7
apter 2—Review Of LiteratUre. .. ..o e e e e e
Conceptual Framework..........cvieiie i a0 9
Concept Of DIVIAEN. ... ..e e e e e e e e e e e e s 10
Conflicting Theories on DIVIAENdS. .. .......ouuie it e e 11
Types of Dividend (Forms of Dividend)...........ccooiiiiiiiiiii e e e 12
Residual Theory of DIVIAENS. ... ..oeieie it e e e e 13
Stability Of DIVIAENGS. ... .t e e e e e e e e e 14
Factors Influencing Dividend POIICY..........ovieiiiiii i e 15
Legal Provisionsregarding Dividend POIICY..........ocvvviiiiie i e, 20
EW Of M@ Or SEUAIES. ...t e e e e e e e et e e e nneas
Walter’s StUdY (1996)... ... e e e e e e 22
Myron J. Gordon’s Study (1962)........covuiiinieteee e e e e e e 24
Modigliani and MiIller StUAY...... ..o e 26
Deepak Chawala and G. Srinivasan Study (1975).......ccvieiie i v 28
LINter’s STUAY (1956). .. ... e i it e e e e e e e e 30
Van Horne and Mc- Donald Study (1971)......ccvuvririie e e e e e e 31
R. Michadl, Richard H. Thales and Kent L. Womack Study (1995)....................... 31
Friend and Puckett Study (1964)... e e 1 |
Review of Journalsin Nepalese Perspectlve....................................... e 34
ReVIEW Of PreVioUS TNESIS. .. ...ttt e et e e e e e e e e eanas 38
er 3—Research Methodology ... ...oiviis i e e e



3.1 )00 [8]ex (o] o DA 44

3.2 RESEAICN DESION. ..ot e e e 44
3.3 Population and Sample... ... ..o 44
34 Data COlECHION. .. ...t e e 45
35 Data ANAlYSIS TOOIS. .. ...ttt et e e e e e e e 45
3.6 Financial Indicatorsand Variables............coviiii i 46
3.7 Statistical TOOIS USEA.......cuieieie it e e e e e
Chapter 4 —Presentation & Analysisof Data............cevveiviiiiiii i

4.1 LT 18 o1 o] 1R 53
41.1 Earning Per Share (EPS)........ocooiiiiii 2. .D3
4.1.2 Dividend per Share (DPS).......oe e e e e e s et e 55
41.3 Book Value per Share (BPS) ... ..ot e e e 56
4.1.4 Market Price per Share (MPS).......ovii e e 58
415 Dividend Payout Ratio (DPR).........couuiiii i e 59
4.1.6 Price Earning Ratio (P/E Rati0).......c.vvuiiiiie it e e e e 60
4.1.6.1 Dividend Yield Ratio (DY)...cuiouiieii e i e e e e 20, 02
4.1.7 Earning Yield Ratio (EY)...ovv oot e e e e e 64
4.1.8 Market value per Share (MPS) to Book Value per Share (BPS) ratio............ 65
4.1.9 Return oN Nt WOIh. ... e e 66
4110 LiQUIdity RALIO. .. .ce et ettt e e e e e e e e 67
4.1.11  Profitability RAtio........ooveieiie e e e e e 68
4.2 Simple Correlation and RegreSSiON.........cu v e e e e e e 70
4.2.1 Earning per Share (EPS) and Dividend per Share (DPS)..........c.ccovvvennnn. 70
422 Dividend per Share (DPS) and Net Worth (NW).........cooiiiiiiiiiiiiii, 72
4.2.3 Earning Yield (EY) and Dividend Yield (DY)....ovvvvii i, 73
424 Earning per Share (EPS) and Market Price per Share (MPS)....................... 75
4.2.5 Dividend Payout Ratio (DPR) and Market Price Share (MPS).................... 77
4.3 Presentation And Analysis of Primary Data.............oovoiveiiiiiiiiine e o 78
4.4 Major Findings of the StUdIes..........covviiii e 82
Chapter 5- Summary, Conclusion & Recommendation...........................

. L UMY et e e e e 86
5.2 CONCIUSIONS. .. e e e e e e e e e e e e e e e 88
5.3  RECOMMENTELIONS. .. ...ttt ettt e et e et e e e et e e 89
2 1] o oo =T ] 1 2
Report and Selected Articles from Journal and Periodicals.........ccooveieevciecvieiie e,
TRESIS WOTK. ..o e e e

R AT =] 015

N 0] 1= 0L

(@ 01T (o] T g o U] =T PPN



41.1
4.1.2
4.1.3
4.1.4
4.1.5
4.1.6
4.1.6.1
4.1.7
4.1.8
4.1.9
4.1.10
4.1.11
4.2
4.2.1
4.2.2
4.2.3
4.2.4
4.2.5

List of Tables

Earning Per Share (EPS)......c.oiviii e e e 53
Dividend per Share (DPS).......ouuieiieiie e e e e e e 55
Book Value per Share (BPS).......c.uvuiirieie i e i e e 56
Market Price per Share (MPS)......ooiii i e 58
Dividend Payout Ratio (DPR).........ccoiiiiie i e 59
Price Earning Ratio (P/E RAtI0).......ciniiii i e 61
Dividend Yield Ratio (DY).....ieiieie i e e e e e 62
Earning Yield Ratio (EY)... ceee....04
Market value per Share (M PS) to Book Value per Share (BPS) ratlo ........... 65
Return on Net WOrth. ... e e 66
LigUidity RAtIO. .. .e et e e e e e e e e e e e e 67
Profitability RAtIO. .. ......uiuie e e 68
Simple Correlation and Regression... . Y 40
Earning per Share (EPS) and D|V|dend per Share (DPS) ......................... 70
Dividend per Share (DPS) and Net Worth (NW)........ccooviiiii i, 72
Earning Yield (EY) and Dividend Yield (DY).....cooviiiiiiiiiiiiii e, 73
Earning per Share (EPS) and Market Price per Share (MPS).................... 75

Dividend Payout Ratio (DPR) and Market Price Share (MPS)................... 77



AMSE

BOKL

CIT

CRO

HMG/N

JSML

NBBL

NBL

NCML

NEPSE

NIBL

NSBIBL

NSMFL

NY SE

oTC

SCBNL

SEBO/N

Abbreviation

American Stock Exchange

Bank of Kathmandu Ltd.

Citizen Investment Trust

Company Registrar’s Office

His Magjestery Government of Nepal
Joti Spinning Mills Ltd.

Nepal Bangladesh Bank Ltd.

Nabil Bank Ltd.

NIDC Capital Market Ltd.

Nepa Stock Exchange

Nepal Investment Bank Ltd.

Nepal SBI Bank Ltd.

Nepa Share Market Co. Ltd.

New York Stock Exchange

Over the Counter

Standard Chartered Bank Nepal Ltd.

Securities Exchange Board Nepal



