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CHAPTER ONE 
 

INTRODUCTION 
 

1.1 Background of the study 

Nepal is a country with various sectors being in developing phase. Nepal is developing 

its economy from different sectors such as tourism, hydropower, construction etc. For 

the development of these sectors, financial institutions play a vital role to provide the 

financial support. Hence, various commercial banks, finance companies, insurance 

companies etc. are established from both government sector as well as private sector to 

boost the economy of the country from their perspective. So, the active participation of 

these financial institutions towards economic development is very important for the 

country. 

Financial Institutions play a major role in the proper functioning and development of the 

economy of any country. The importance of financial institutions in the developing 

countries like Nepal is very vast and big. The major roles of financial institutions are 

following; 

• Act as intermediaries between the individuals who lend and who borrow 

• Accept deposits and in turn lend it to people who are in need of financial 

resources 

• Make the flow of investment easier 

• Pool the scattered funds and mobilize them in productive sector 
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So no one can deny the role, financial institutions play in developing an economy of a 

country. 

Investment, in its broadest sense, means the sacrifice of current Rupees (Dollars) and 

resources for the sake of future Rupees (Dollars) and resources. In the other words, it is 

a commitment of money and other resources that are expected to generate additional 

money and resources in future. 

Investments are made in Assets. Assets generally are of two types; 

-Real Assets (Land, Building, Plant, Machineries, Factories etc.) 

-Financial Assets (Stocks, Bonds, T-Bills etc.) 

Investment in any assets either in real or in financial assets will generate some reward 

or return for undertaking it. If the return is uncertain, there is some risk in it. So higher 

the risk, higher is the return and lower the risk, lower is the return. 

Return in the investment is combination of two components. The first component that 

usually comes to mind is the periodic cash receipts (either interest or dividend). This 

cash receipt is also known as Ordinary Gain on investment. The second component is 

the appreciation (or depreciation) in the price of the asset and it is known as Capital 

Gain/Loss. So, mathematically the total return is the sum of Capital Gain/Loss and 

Ordinary Gain. 

Total Return = Capital Gain/Loss + Ordinary Gain 

Every shareholders, who invests his/her money expects both capital and ordinary 

return. That means, the shareholder wants good dividend as well as good value of the 

share. Otherwise, the shareholder could sell it in the secondary market. So it is 

necessary for an organization to make an appropriate and convincing dividend policy 

decision. 
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Dividend policy is decision regarding distribution of dividend out of net income and 

retaining the income in the organization. A company has to decide what portion of net 

income to be distributed to the shareholders and what portion to be retained for 

reinvestment in future. So, dividend policy is allocating the net income between dividend 

and retention. Dividend policy may have some impact on the value of stock. 

1.2 Focus of the Study 

The study will mainly focus on the dividend policies of commercial banks. The study will 

go through different practices and applications of dividend policies in the Nepalese 

financial business context. The study will go through the method of dividend payment 

undertaken by the selected companies. With the view on different theories of dividend 

policy, it is very difficult subject matter to study. The study will also study the impact of 

dividend policy on the market price of shares of the selected banks and finance 

companies. 

With the view on the dividend policy, the study will further focus on the different features 

of dividend such as Dividend per share (DPS), Earning per share (EPS), Market price 

per share (MPS) and other relating ratios. 

1.3 Selected Companies for the study 

There are various commercial banks operating within the country. According to the 

recent data, there are 26 commercial banks operating under the license of A group 

bank. Some new commercial banks are on the way to start its operations. So, people 

from various parts of the country are benefiting from the services of those commercial 

banks. Furthermore, some potential investors are focused on investing on these 

commercial banks. Because according to the NEPSE transactions, the common share 

of commercial banks will yield more than other firms. For the purpose of comparative 

study of dividend policy of commercial banks, 4 commercial banks are selected as 
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sample among the population of commercial banks. The selected commercial banks for 

the study are as following; 

1) Himalayan Bank Limited (HBL) 

2) Everest Bank Limited (EBL) 

3) Bank of Kathmandu Limited (BOK) 

4) Nabil Bank Limited (NABIL) 

1.4 Statement of Problem 

In recent years, the over-subscription of ordinary shares in initial public offering showed 

that the people are diverting towards investing in shares, bonds rather than other 

traditional assets. It is also due to the high increase in the bullion price. Generally, 

people are investing their money in the common stocks. Some investors are being more 

rational towards the investment process. They are studying background, past history 

and performance of the organization, market demand of the stock, dividend policy 

undertaken by the organization etc. before investing their money. But still more 

investors are investing without knowing the basic concept and process of the 

investment. Most of the investors are not aware of the risk involved in investing on such 

securities. Investors should be aware of the policies and decisions taken by the 

company management towards wealth or profit maximization. 

Dividend policy is the decision to distribute the net income to shareholder or to retain or 

reinvest in the company. Common shareholders are considered as real owner of the 

company. So they look after the return on their shares. So dividend policy directly 

affects the view of the common shareholders towards the company. If company is 

distributing the dividend regularly, common stockholders will be more positive towards 

the company. But if the company cannot make its shareholders satisfy, it will lose the 

belief from the common shareholders. 
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In general, the dividend policy will affect the stock price in market. If the dividend policy 

is shareholder oriented, then the market price of the stock will increase. It’s because 

people want to invest in those stocks, which give more return. But some scholars and 

experts do not agree with this relationship of dividend and market price of stock. Some 

experts believe to have a positive relationship whereas others believe to have negative 

relationship. Thus the controversy exists on impact of dividend policy on stock price. 

• If there are no tax disadvantages associated with dividends and companies can 

issue stock at no cost to raise equity whenever needed, dividends do not matter, 

and dividend policy does not affect value. 

• If dividends have a tax disadvantage, dividends are bad, and increasing 

dividends will reduce value 

• If stockholders like dividends, or dividends operate as a signal of future 

prospects, dividends are good, and increasing dividends will increase value 

Moreover; the study will be focused on the following problems regarding the subject 

chosen for the study. This study deals with the following issues; 

• Does there exist the positive or negative relationship between dividend and stock 

price? 

• What kind of dividend policies are following by the commercial banks of Nepal? 

• Is there any consistency between dividend policies followed by commercial 

banks? 

• Do the Nepalese investors take care about the dividend policies followed by the 

related companies before investing? 

1.5 Objectives of the study 

The main objective of the study is to find out the appropriate dividend policies and 

practices in Nepal. However, following objectives can be considered more specific; 

• To examine the prevailing practices and efforts made in dividend policy 
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• To examine the relationship between dividend and market price of the stock 

• To identify the appropriate dividend policy followed by the commercial banks 

• To provide required suggestions on the basis of findings 

1.6 Importance & Significance of the study 

The study will have a significant importance in the present context of dividend policies 

taken by the commercial banks in Nepal. As dividend is one of the most important 

factors to make the stockholders satisfy with the company and make a positive impact 

on different financial analyzer such as creditors, market researchers etc. The study will 

be helpful for the companies to take the decisions on the dividend policies. So, the 

study will provide some knowledge for those new investors who want to invest in new 

shares without studying the background of the company. Besides, financial institutions 

may also benefit in one way or the other from this study. Moreover, it will support the 

future researchers by providing valuable information too. 

1.7 Limitation of the study 

The study will be limited to the study of the dividend policy of commercial banks. Since, 

it is not possible to take all commercial banks as sample; the study will be analyzed on 

some selected sample companies. Also, data and information of only 5 years will be 

included in the study. 

This study is basically for the partial fulfillment for the MBS program. So following 

limitations could affect the result; 

• The study is based on secondary data like annual reports of the selected 

companies, reviews, journals, articles, published and unpublished thesis works, 

and various related material from various websites. 
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• The Balance Sheet, Income Statement and other statements from various 

published and unpublished reports have been considered as the subject matters 

of the study. 

• The factors like cash dividend, earnings and the market price of stock are 

considered under study. 

• Due to annual distribution system in Nepal, dividend has not been considered for 

calculation of holding monthly periodic return. 

• Dividend policy of only financial institutions is taken into account. Dividend Policy 

of other companies associated with industry, trade, agriculture is not covered. 

• The study covers the data of previous five years period only. 

• The study will confine to select only four companies. 

• The study is for the partial fulfillment for the MBS program. So, time and cost 

limits restrain the study. 

1.8 Organization of the study 

The study will be organized into following five chapters listed below;  

Chapter 1: Introduction 

This chapter deals with subject matters of the study consisting background of the study, 

introduction to selected sample companies, statement of problem, objective of the 

study, significance of the study and limitation of the study. 

Chapter 2: Review of Literature 

This chapter deals with review of the different literature of the study field. Therefore it 

includes conceptual framework, theoretical review along with the review of major books, 

journals, previous research works and thesis reports on the subject matter. 
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Chapter 3: Research Methodology 

This chapter deals with research methodology and it includes research design, 

population and sample selection, sources of data, data collection procedure, tools for 

analysis of the study, and limitations of the methodology. 

Chapter 4: Presentation and Analysis of Data 

This chapter deals with analysis and interpretation of collected data using appropriate 

financial and statistical tools. This chapter will illustrate the collected data into a 

systematic format. Similarly, analysis and interpretation of these data will also be 

included in this chapter.  

Chapter 5: Summary, Conclusions and Recommendations 

This chapter deals with summary of the entire study. Conclusions of the study will also 

be included in this chapter. As well as, possible and viable recommendations will also 

be presented in this chapter.  
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CHAPTER TWO 
 

REVIEW OF LITERATURE 
 

2.1 Conceptual Framework 

The three major decisions in a company are Investment Decision, Financing Decision 

and Dividend/Share repurchases Decision. Dividend decision is not only important for 

the desire of the shareholders but also firm’s internal growth. 

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 firm. Retained earnings 

are the most significant internal sources of financing the growth of the firm. On the other 

hand, dividends may be considered desirable from shareholders’ point of view as they 

tend to increase their wealth. Dividends constitute the use of the firm’s funds. (Pandey, 

I. M., 1997; 672) 

2.1.1 Introduction to Dividend 

Dividend is a periodic payment made by a company to its shareholders. It is 

compensation to the shareholders for the use of and risk to their investment funds. Or in 

other words, it is that portion of the net earning divided by the company among the 

shareholders as a return for their money invested. 

When a company earns a profit, that money can be put to two uses: it can either be re-

invested in the business (called retained earnings), or it can be paid to the shareholders 

of the company as a dividend. Paying dividends is not an expense; rather, it is the 
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division of an asset among shareholders. Many companies retain a portion of their 

earnings and pay the remainder as a dividend. Publicly-traded companies usually pay 

dividends on a fixed schedule, but may declare a dividend at any time, sometimes 

called a special dividend to distinguish it from a regular one. 

2.1.2 Dividend Payment Process 

Dividends are normally paid quarterly. Dividends must be "declared" (approved) by a 

company’s Board of Directors each time they are paid. There are four important dates to 

remember regarding dividends. The dividend payment procedure follows following 

dates; 

⇒ Declaration date 

The declaration date is the day the Board of Directors announces its intention to pay a 

dividend. On this day, a liability is created and the company records that liability on its 

books; it now owes the money to the stockholders. On the declaration date, the Board 

will also announce a date of record and a payment date. 

⇒ Ex-dividend date 

The ex-dividend date is the day after which all shares bought and sold no longer come 

attached with the right to be paid the most recently declared dividend. This is an 

important date for any company that has many stockholders, including those that trade 

on exchanges, as it makes reconciliation of who is to be paid the dividend easier. Prior 

to this date, the stock is said to be cum dividend ('with dividend'): existing holders of the 

stock and anyone who buys it will receive the dividend, whereas any holders selling the 

stock lose their right to the dividend. On and after this date the stock becomes ex 

dividend: existing holders of the stock will receive the dividend even if they now sell the 

stock, whereas anyone who now buys the stock now will not receive the dividend. 

It is relatively common for a stock's price to decrease on the ex-dividend date by an 

amount roughly equal to the dividend paid. This reflects the decrease in the company's 

assets resulting from the declaration of the dividend. The company does not take any 
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explicit action to adjust its stock price; in an efficient market, buyers and sellers will 

automatically price this in. 

⇒ Holder of Record date 

Shareholders who properly registered their ownership on or before the date of record 

will receive the dividend. Shareholders who are not registered as of this date will not 

receive the dividend. Registration in most countries is essentially automatic for shares 

purchased before the ex-dividend date. 

⇒ Payment date 

The payment date is the day when the dividend cheques will actually be mailed to the 

shareholders of a company or credited to brokerage accounts. 

2.1.3 Forms of Payment 

Corporate firms choose to make the payment of dividends in view of its objectives, 

needs and policies. The firms may distribute the dividends in various forms. Some are 

briefly explained below; 

i) Cash Dividend 

Most companies pay dividends in cash. Sometimes cash dividend may be 

supplemented by a bonus issue (stock dividend). A company should have enough bank 

balance at the time of paying cash dividend, arrangement should be made to borrow 

funds. When the company follows a stable dividend policy, it should prepare a cash 

budget for the coming period to indicate the necessary funds which would be needed to 

meet the regular dividend payments of the company. It is relatively difficult to make cash 

planning in anticipation of dividend needs when an unstable policy is followed. 

The cash account and the reserves account of a company will be reduced when the 

cash dividend is paid. Thus, both the total assets and the net worth of the company are 

reduced when the cash dividend is distributed. The market price of the share drops in 

most cases by the amount of the cash dividend distributed. 
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ii) Script Dividend 

When company has been suffering from the cash problem but has earned profit, script 

dividend is paid (issued). Script is a form of promissory note promising to pay the holder 

at specified later date. Under this type of dividend, company issues and distributes to 

shareholders transferable promissory notes which may be interest bearing or not. 

iii) Stock Dividend 

Stock dividend is a form of dividend out of two forms; cash and stock. In the stock 

dividend company distributes shares as dividend to the shareholders’ and this dividend 

is distributed either form past retained earnings or from net profit earned in the 

respective year. The share price of stock dividend is fixed at market price at the time of 

dividend declaration. 

The declaration of stock dividend will increase the paid up share capital and reduce the 

retained earnings. Therefore, it involves making a transfer from the retained earnings 

amount to the other shareholders’ equity accounts like common stock and additional 

paid-up capital (share premium or excess of par value) 

There are number of reasons why company declares stock dividend. The following are 

the reasons; 

• to increase share capital 

• to provide tax benefit to the shareholders. Receipts of stock dividend is not 

taxable income but cash dividend is a taxable income 

• to conserve cash in the organization. A company having less liquidity pay stock 

dividend to conserve cash 

• to provide psychological value to the shareholders 

• to decrease the share price at taxable range 

The share issued to shareholders as dividend is called stock dividend. This is method of 

paying dividend without reducing cash balance. The issue of stock dividend is also 

known as bonus shares. Payment of stock dividend increases the number of 
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outstanding shares of the company. Simply, it is a recapitalization of the owner’s equity 

portion, i.e. the reserves and surpluses and transfer a portion of retained earnings to the 

capital accounts. 

iv) Stock Split 

Stock split is also a kind of stock dividend where company breaks (increase or 

decrease) shares through splitting (breaking) the par value of the share. Split takes 

place in two ways: Straight split, and Reverse split. 

Straight stock split: In the straight split company increases number of shares through 

a proportional reduction in the par value of stock. Straight split takes place to bring the 

market price in reasonable range (affordable by small investors) and to increase the 

total dividend without increasing dividend per share. With a stock split, the number of 

shares increases. Stock splits are similar to stock dividends. As a result of the stock 

split, the common stock, paid-in capital and retained earnings accounts remain 

unchanged. Shareholders’ equity also stays the same; the only change is in the par 

value of the stock. Except in accounting treatment, the stock dividend and stock split are 

very similar. 

Reverse stock split: In the reverse stock split, company reduces number of shares 

outstanding through merging the par values of the stocks. This takes place to bring low 

priced shares up at desirable trading levels. Reverse stock split is the opposite of 

straight stock split where the par value increase but the common stock, retained 

earnings, additional paid-in capital remain unchanged. 

v) Stock Repurchase 

Company repurchases its own stock as dividend decision. It is also said that stock 

repurchase is an alternative of cash dividend. Under this plan, company distributes cash 

to the shareholders buying back some of its own outstanding stock, thereby decreasing 

the number of shares, which would increase EPS and the stock price. 

Company repurchases its own stock due to number of reasons, such as; 
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• to bring change in the existing capital structure 

• to increase value of stocks in the future 

• to distribute temporary excess cash 

• to manage excess liquidity 

vi) Property Dividend 

If the declared dividend is provided in the form of property (assets) instead of cash, the 

dividend is said to be property dividend. This form of dividend may be followed when 

there are assets that are no longer necessary in operation of the business or in extra 

ordinary circumstances. Company’s own products and securities of subsidiaries are the 

examples that have been paid as property dividend. 

vii) Bond Dividend 

Bond dividend by its name is a dividend that is distributed to shareholders in form of a 

bond. In other words company declares dividend in form of its own bond with a view to 

avoid cash out flows. 

Though there are different forms of dividends, in general, the form of dividends popular 

in Nepal are cash dividend and stock dividend. 

2.1.4 Theories of Dividend 

Different dividend theories have been advanced and new and thus head to the 

controversy regarding those theories as the theories consider the dividend decision to 

be both relevant and irrelevant. Some of the relevant and irrelevant theories have been 

discussed below; 

2.1.4.1 Residual Theory of Dividend 

The crux of the argument supporting the relevance of dividends to valuation is that the 

dividend policy of a firm is a part of its financing decision. As a part of financing decision 

of the firm, the dividend policy of the firm is a residual decision and dividends are a 

passive residual. 
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Residual theory is that in which the first priority is given to the profitable investment 

opportunities. If there are profitable opportunities, the firm invests in those and residual 

income (if any) is distributed to stockholders. 

A theory that suggests that the dividend paid by the firm should be the amount left over 

after all acceptable investment opportunities have been untaken. (Lawrence J. Gitman, 

1988; 616) 

Using this approach the firm would treat the dividend decision in three steps as follows; 

STEP I: Determine the optimum level of capital expenditure which would be the level 

generated by the point of intersection of the investment opportunities schedule (IOS) 

and weighted managerial cost of capital (WMCC) function. 

STEP II: Using the optimal capital structure proportion, it would estimate the total 

amount of equity financing needed to support the expenditures generated in STEP I. 

STEP III: Because the cost of retained earnings (Kr) is less than the cost of new 

common stock (Kn), retained earnings are inadequate to meet this needs, new common 

stock would be sold. If the available retain earnings are in excess to this needs, the 

surplus amount would be distributed as dividends. 

Under this policy, the firms use earning to finance the investment opportunities having 

good returns. If the firm has earnings left after financing all acceptable investment 

opportunities, these earnings would then be distributed to shareholders in the form of 

dividend policy as strictly a financing decision the payment of cash dividend is passive 

residual. 

2.1.4.2 Wealth Maximization Theory 

Under wealth maximization theory, larger dividends is announced and distributed to 

shareholders in order to (or in hope with) maximize the wealth of the stockholders. 

Basically, this theory is beneficial for those companies, which are just established and to 

those companies whose financial profiles are in decreasing trends. The main purpose of 
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the wealth maximization theory of dividend is to make assurance to the stockholders 

that company has better market value and good future. 

2.1.5 Overview: Dividend Policy 

Dividend policy determines the division of earnings between payments to stockholders 

and reinvestment in the firm. Retained earnings are one of the most significant sources of 

funds for financing corporate growth, but dividends constitute the cash flows that accrue 

to stockholders. (Weston & Copeland, 1992; 657)  

The Objective of a dividend policy should be to maximize a shareholder’s return so that 

value of his investment is maximized. Return consists of two components; dividends and 

capital gains. Dividend policy has a direct influence on these two components of return. 

(Pandey I. M., 1997; 672) 

Dividend Policy involves the decision by the financial manager to pay out earnings or to 

retain them for reinvestment in the firm. 

Dividend policy has two opposing effects, which the financial manager must consider. 

The optimal dividend policy for a firm strikes the balance that investors in the aggregate 

want between current dividends and future growth, thereby maximizing the price of the 

stock. 

Dividend policy is of great importance in the corporate firm because it affects the financial 

structure, the flow of fund, corporate liquidity and investor’s attitude. Thus, it is one of the 

crucial decision and firm attempts to maximize the value of the firm’s common stock by 

means of this decision. Due to its rapidly increasing importance, many thoughts and 

provoking ideas in this area are up-coming, which needs to be reviewed. 

2.1.5.1 Stable Dividend Policy 

A stable dividend policy is a long term policy. It does not affect by variation in earning 

from year to year. When a firm constantly pays a fix amount of dividend and maintains it 

for all times to come regardless of fluctuations in the level of its earnings, it is called a 
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stable dividend policy. The dividend will be regular. Stability of dividend means 

regularity in paying dividend even though the amount of dividend may fluctuate from 

year to year. By stability we maintaining a position in relation to a dividend trend line, 

preferably one that is upward slopping. (Van Horne, J. C., 2000; 325) 

The shareholders generally prefer stability or regularity of dividend because the 

company distributes a stable dividend over the year the market price of the share may 

be increased. It is suitable for those companies, which have got stable income. All other 

things being the same stable dividend may have a positive impact on the market price 

of the share. In other words, the term dividend stability refers to the consistency in the 

stream of dividends. There are three types of dividend stability which are given below. 

a) Constant DPS 

Under constant DPS, a fixed amount of dividend per share is distributed each financial 

year throughout some financial years. The dividend per share for every year is constant. 

Such as if ABC Company pays Rs. 15 per share as dividend to the equity shareholders, 

the dividend per share for next year will also be Rs. 15 per share under the constant 

DPS scheme. 

b) Constant Payout Ratio 

Under constant payout ratio companies pay dividend at constant rate of earning each 

year. Under this policy the payout ratio remains constant but the dividend fluctuates with 

earning fluctuations. The variability in dividend signals uncertainty of dividend in the 

future to the shareholders. Such as if ABC Company pays 20% dividend of total 

earnings to its shareholders, then the next year also the rate of dividend will be same, 

but DPS will vary according to the earnings of the Company. 

c) Low Regular Dividend plus extra Dividend 

Dividends are usually settled on a cash basis, as a payment from the company to the 

customer. They can also take the form of shares in the company (either newly-created 

shares or existing shares bought in the market), and many companies offer dividend 
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reinvestment plans, which automatically use the cash dividend to purchase additional 

shares for the shareholder. 

2.1.5.2 No Immediate Dividend Policy 

If the company does not declare dividend unless the company earn large income is called 

no immediate dividend policy. In other words, if there is not any hurry about dividend 

payment and if it could be only when the company earns more profit is known as no 

immediate dividend policy. This policy is usually pursued the following circumstances; 

- When the firm is new and rapidly growing concern, which needs tidy amount of 

funds to finance its expansion program 

- When the firms access to capital market is difficult 

- When availability of funds is costlier 

- When stockholders have agreed to accept higher return in future 

2.1.5.3 Regular Stock Dividend Policy 

If the company regularly pays dividend to its shareholders is stock instead in cash, then it 

is called regular stock dividend policy. Regular stock dividend policy is also designated as 

bonus shares. Such policy should follow under the following circumstances; 

- When the firm needs cash generated by earnings to cover its modernization and 

expansion project 

- When the firm is deficient in cash despite high earnings, this is particularly true 

when the firm’s sale is affected through credit and entire sales proceeds are tied in 

receivables 

2.1.5.4 Irregular pay Dividend Policy 

It is the policy in which, the firm does not pay any fixed amount of dividend every year of 

dividend varied in correspondence with change in level of earnings, i.e. higher earnings 

means higher dividend and vice versa. The firm with unstable earnings also adopts this 

policy, when there are investable opportunities the company retains more and when there 
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is not any investable opportunities, the company distributes the earnings as dividend or 

there is not regularity of dividend payment therefore it is the most used type of dividend 

policy in the Nepalese context of present. 

2.1.6 Dividend-Reinvestment Plans 

A plan that enables a stockholder to automatically reinvest dividends received back into 

the stock of the paying firm. There are two types of DRPs. 

1) Plans which involve only 'old' stock that is already outstanding 

2) Plans which involve newly issued stock 

Some companies have dividend reinvestment plans, or DRIPs. These plans allow 

shareholders to use dividends to systematically buy small amounts of stock, usually with 

no commission and sometimes at a slight discount. In some cases the shareholder 

might not need to pay taxes on these re-invested dividends, but in most cases they do. 

Management and the board may believe that the money is best re-invested into the 

company: research and development, capital investment, expansion, etc. Proponents 

suggest that a management eager to return profits to shareholders may have run out of 

good ideas for the future of the company. Some studies have demonstrated that 

companies that pay dividends have higher earnings growth, however, suggesting that 

dividend payments may be evidence of confidence in earnings growth and sufficient 

profitability to fund future expansion.  

When dividends are paid, individual shareholders in many countries suffer from double 

taxation of those dividends: the company pays income tax to the government when it 

earns any income, and then when the dividend is paid, the individual shareholder pays 

income tax on the dividend payment; in many countries, the tax rate on dividend income 

is lower than for other forms of income to compensate for tax paid at the corporate level. 

This is often used as justification for retaining earnings, or for performing a stock 

buyback, in which the company buys back stock, thereby increasing the value of the 

stock left outstanding. In contrast, corporate shareholders often do not pay tax on 
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dividends because the tax regime is designed to tax corporate income (as opposed to 

individual income) only once. The shareholder will pay a tax on capital gains (which is 

often taxed at a lower rate than ordinary income) only when the shareholder chooses to 

sell the stock. If a holder of the stock chooses to not participate in the buyback, the price 

of the holder's shares should rise, but the tax on these gains is delayed until the actual 

sale of the shares. Certain types of specialized investment companies (such as a REIT 

in the U.S.) allow the shareholder to partially or fully avoid double taxation of dividends.  

Shareholders in companies which pay little or no cash dividends can reap the benefit of 

the company's profits when they sell their shareholding, or when a company is wound 

down and all assets liquidated and distributed amongst shareholders. 

2.1.7 Factors influencing Dividend Policy 

Many variables influence dividends, however. For example, a firm’s cash flows and 

investment needs may be too volatile for it to set a very high regular dividend. Yet, it 

may desire a high dividend payout to distribute funds not necessary for reinvestment. In 

such a case, the directors can set a relatively low regular dividend – low enough that it 

can be maintained even in low profit years or in years when a considerable amount of 

reinvestment is needed – and supplement it with an extra dividend in years when 

excess funds are available. 

I. Stability of earnings: The nature of business has an important bearing on 

the dividend policy. Industrial units having stability of earnings may formulate 

a more consistent dividend policy than those having an uneven flow of 

incomes because they can predict easily their savings and earnings. Usually, 

enterprises dealing in necessities suffer less from oscillating earnings than 

those dealing in luxuries or fancy goods. 

II. Age of corporation: Age of the corporation counts much in deciding the 

dividend policy. A newly established company may require much of its 

earnings for expansion and plant improvement and may adopt a rigid dividend 
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policy while, on the other hand, an older company can formulate a clear cut 

and more consistent policy regarding dividend. 

III. Liquidity of Funds: Availability of cash and sound financial position is also 

an important factor in dividend decisions. A dividend represents a cash 

outflow, the greater the funds and the liquidity of the firm the better the ability 

to pay dividend. The liquidity of a firm depends very much on the investment 

and financial decisions of the firm which in turn determines the rate of 

expansion and the manner of financing. If cash position is weak, stock 

dividend will be distributed and if cash position is good, company can 

distribute the cash dividend. 

IV. Extent of share Distribution: Nature of ownership also affects the dividend 

decisions. A closely held company is likely to get the assent of the 

shareholders for the suspension of dividend or for following a conservative 

dividend policy. On the other hand, a company having a good number of 

shareholders widely distributed and forming low or medium income group, 

would face a great difficulty in securing such assent because they will 

emphasize to distribute higher dividend. 

V. Needs for Additional Capital: Companies retain a part of their profits for 

strengthening their financial position. The income may be conserved for 

meeting the increased requirements of working capital or of future expansion. 

Small companies usually find difficulties in raising finance for their needs of 

increased working capital for expansion programs. They having no other 

alternative, use their ploughed back profits. Thus, such Companies distribute 

dividend at low rates and retain a big part of profits. 

VI. Trade Cycles: Business cycles also exercise influence upon dividend Policy. 

Dividend policy is adjusted according to the business oscillations. During the 

boom, prudent management creates food reserves for contingencies which 

follow the inflationary period. Higher rates of dividend can be used as a tool 

for marketing the securities in an otherwise depressed market. The financial 

solvency can be proved and maintained by the companies in dull years if the 

adequate reserves have been built up. 
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VII. Government Policies: The earnings capacity of the enterprise is widely 

affected by the change in fiscal, industrial, labor, control and other 

government policies. Sometimes government restricts the distribution of 

dividend beyond a certain percentage in a particular industry or in all spheres 

of business activity as was done in emergency. The dividend policy has to be 

modified or formulated accordingly in those enterprises. 

VIII. Taxation Policy: High taxation reduces the earnings of he companies and 

consequently the rate of dividend is lowered down. Sometimes government 

levies dividend-tax of distribution of dividend beyond a certain limit. It also 

affects the capital formation. N India, dividends beyond 10 % of paid-up 

capital are subject to dividend tax at 7.5 %. 

IX. Legal Requirements: In deciding on the dividend, the directors take the legal 

requirements too into consideration. In order to protect the interests of 

creditors an outsider, the companies Act 1956 prescribes certain guidelines in 

respect of the distribution and payment of dividend. Moreover, a company is 

required to provide for depreciation on its fixed and tangible assets before 

declaring dividend on shares. It proposes that Dividend should not be 

distributed out of capita, in any case. Likewise, contractual obligation should 

also be fulfilled, for example, payment of dividend on preference shares in 

priority over ordinary dividend. 

X. Past dividend Rates: While formulating the Dividend Policy, the directors 

must keep in mind the dividend paid in past years. The current rate should be 

around the average past rat. If it has been abnormally increased the shares 

will be subjected to speculation. In a new concern, the company should 

consider the dividend policy of the rival organization. 

XI.  Ability to Borrow: Well established and large firms have better access to 

the capital market than the new Companies and may borrow funds from the 

external sources if there arises any need. Such Companies may have a better 

dividend pay-out ratio. Whereas smaller firms have to depend on their internal 

sources and therefore they will have to build up good reserves by reducing 

the dividend pay out ratio for meeting any obligation requiring heavy funds. 
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XII. Policy of Control: Policy of control is another determining factor is so far as 

dividends are concerned. If the directors want to have control on company, 

they would not like to add new shareholders and therefore, declare a dividend 

at low rate. Because by adding new shareholders they fear dilution of control 

and diversion of policies and programs of the existing management. So they 

prefer to meet the needs through retained earning. If the directors do not 

bother about the control of affairs they will follow a liberal dividend policy. 

Thus control is an influencing factor in framing the dividend policy. 

XIII. Repayments of Loan: A company having loan indebtedness are vowed to a 

high rate of retention earnings, unless one other arrangements are made for 

the redemption of debt on maturity. It will naturally lower down the rate of 

dividend. Sometimes, the lenders (mostly institutional lenders) put restrictions 

on the dividend distribution still such time their loan is outstanding. Formal 

loan contracts generally provide a certain standard of liquidity and solvency to 

be maintained. Management is bound to hour such restrictions and to limit the 

rate of dividend payout. 

XIV. Time for Payment of Dividend: When should the dividend be paid is another 

consideration. Payment of dividend means outflow of cash. It is, therefore, 

desirable to distribute dividend at a time when is least needed by the 

company because there are peak times as well as lean periods of 

expenditure. Wise management should plan the payment of dividend in such 

a manner that there is no cash outflow at a time when the undertaking is 

already in need of urgent finances. 

XV. Regularity and stability in Dividend Payment: Dividends should be paid 

regularly because each investor is interested in the regular payment of 

dividend. The management should, in spite of regular payment of dividend, 

consider that the rate of dividend should be all the most constant. For this 

purpose sometimes companies maintain dividend equalization fund.  
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2.1.8 Conflicting Theories of Dividend Policy 

Basically two schools of thoughts have been advanced in the theoretical literature of 

finance. One school, associated with Myron Gordon and John Linter, among others 

holds that the capital gains expected to result from earnings retention are riskier than 

dividend expectations. Accordingly these theories suggest that the earnings ratios are 

typically capitalized at bigger rates than the earnings of a high payout firm, other things 

held constant. (Weston & Brigham, 1972; 686) 

The other schools, associated with Merton Miller and Franco Modigliani holds that 

investors are basically indifferent to returns in the form of dividends or capital gains 

when firms raise or lower their dividends. If their stock prices tend to rise of fall in like 

manner, does this prove that investors prefer dividends? Miller and Modigliani argue 

that it does not; that they affect change in dividends has no the price of a firm’s stock is 

related primarily to information about expected future earnings conveyed by a change in 

dividends. Recalling that corporate managements dislike cutting dividends, Miller and 

Modigliani argue that increase in cash dividends raise expectations about the level of 

future earnings that they have favorable information content. (ibid; 687) 

Dividends are probably subject to less uncertain than capital gains, but they are taxed at 

a higher rate. How do these two forces balanced out? Some argue that the uncertain 

factor dominates; other feel that the differential tax rate is the stranger force and causes 

investors to favor corporate retention of earnings; still other like Miller and schools, 

reason that investors have opportunities for altering the tax effects of dividends, nor do 

systematic empirical studies settle the manner. (ibid; 687) 

2.1.9 Role of Expected Dividend on Stock Value 

This is one of the prime issues of this research. According to generally accepted theory, 

stock prices are the present value of future cash flows streams. In other words, the 

capitalization of income procedure applies to common stocks as well as to bonds and 

other assets. What are the cash flows that corporations provide to their stockholders? 
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What flows do the markets in fact capitalize? A number of different models have been 

formulated. They are; (Op. Cit; 687) 

• The stream of dividends 

• The stream of earnings 

• The current earnings plus flows resulting from future investment opportunities, 

and 

• The discounting of cash flows as in capital budgeting models 

In the dividend formulation, a share of common stock may be regarded as a similar to a 

perpetual bond or share of perpetual preferred stock and its value may be established 

as the present value of its stream of dividends. This is, 

Value of stock (P0) = PV of expected future dividend 

ൌ ૚ሺ૚ࢊ ൅ ሻ૚ࢍࡷ ൅ ૛ሺ૚ࢊ ൅ ሻ૛ࢍࡷ ൅  ڮ
ൌ ෍ ૚ሺ૚ࢊ ൅ ሻ૚ஶࢍࡷ

࢘ୀ૚  

Stock values with growth: 

ൌ ࢋࢉ࢏࢘ࡼ  ࢋ࢚ࢇࡾ ࢔࢕࢏࢚ࢇࢠ࢏࢒ࢇ࢚࢏࢖ࢇ࡯ࢊ࢔ࢋࢊ࢏࢜࢏ࡰ

૙ࡼ ൌ  ࢍࡷ૚ࢊ

Constant/Normal growth: 

૙ࡼ ൌ ෍ ૙ ሺ૚ࢊ ൅ ሻ࢚ሺ૚ࢍ ൅ ሻ࢚ஶࢍࡷ
࢚ୀ૚  
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Or, 

૙ࡼ ൌ ࢍࡷ૚ࢊ െ  ࢍ

Super Normal Growth: 

Present Price = PV of dividend during super normal growth period + value of stock price 

at end of super normal growth period discounted back to present 

૙ࡼ ൌ ෍ ૙ ሺ૚ࢊ ൅ ሻ࢚ሺ૚࢙ࢍ ൅ ሻ࢚࢙ࡷ ൅ ൬ ࡺࢊ ൅  ૚ ࢙ࡷ െ ࡺ൰࢔ࢍ
࢚ୀ૚  ൬ ૚ሺ૚ ൅  ൰ࡺሻ࢙ࡷ 

2.1.10 Review of Company Act 

Human is governed by natural rules and human works are governed by their rules and 

regulations. Companies are approved by constitutional provision of the country. 

Company’s decisions are based on their rules and regulations. But in Nepalese context, 

companies do not have any rules and regulations regarding dividend policy. There are 

some provisions regarding dividend in the Company Ordinance, 2062 (2006). These 

provisions may be seen as under; 

Section 2 (q) states that bonus share mean a share issued as an additional share to 

the shareholders by capitalizing saving earned from profit or reserve fund and also 

includes a circumstances where paid up value of the shares is increased by capitalizing 

the said surplus and reserve fund. (Companies Ordinance 2062) 

Section 179 Bonus shares (1) may be issued by a company to its shareholders out of 

the amount available for the distribution of dividends after adopting a special resolution 

to this effect in the general meeting. Sub-section (2) the company shall have to inform 

the office before issuing bonus shares under sub-section (1). 
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Section 182: Dividend as follows, 

1. Except in the following circumstances, the dividend shall be distributed to the 

shareholders within 45 days of the decision made to provide the Dividend: 

a. If any law prohibits the distribution of Dividend 

b. If the right to receive Dividend is subject to any dispute 

c. If, without the fault on the part of the company, the Dividend cannot be 

distributed within the above mentioned time limit due to any god’s act 

2. A company wholly or partly owned by His Majesty’s government shall distribute 

Dividend only with prior approval of HNG and HMG may issue necessary 

directives in relation to distribution of such Dividend. 

3. If Dividend is not paid stipulated is sub section (1) the same shall be paid 

together with the interest at the rate as prescribed. 

4. The shareholders in whose name the share is registered in the shareholders 

registers the time of declaration of the dividend or his successor shall be entitled 

for the payment of the Dividend. 

5. A company shall not pay or distribute Dividend except from profit allocated for the 

purpose. 

A company shall eliminate pre-incorporation expenses, deduct the amount 

depreciation as per the accounting standard prescribed by competent authority 

under law enforced and allocate any amount to be allocated or paid out of profit 

under the law enforced and eliminate the accumulated loss of the preceding years 

before the payment or distribution of Dividend out of the profit in a particular year. 

Provided that a company which is required to transfer any amount out of the profit to 

certain reserve fund under the law in force, Dividend shall not be reserve fund. 

In Company Act of India, there are some provisions regarding Dividends; 

- Dividend should be paid only out of profit available after providing for depreciation 

as per rules and after transferring 10 percent or more of profits to reserve. 
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- Unpaid Dividend should be transferred to "Unpaid Dividend Account" with 7 days of 

the expiry of 42 days of dividend declarations. If not, the company shall pay an 

interest of 12 percent per annum. 

- Any unpaid Dividend declared before enforcement of this Act should also be 

transferred to the "Unpaid Dividend Account" within six month from the 

commencement of this Act. 

- Dividend remained unpaid or unclaimed for 3 years from the date of transfer to 

"Unpaid Dividend Account" must be transferred to the general reserve account of the 

central Government. The claimants still apply to the government. 

- On transfer of the unpaid dividend to the general account the company must also 

furnish a statement in the prescribed from setting forth the nature of sums, the 

names and addresses of the concerned persons the amount to which each is 

entitled and the nature of his claim there to. 

2.1.11 Dividend Payment Procedure in Nepal 

In Nepalese context, to carry out the dividend payment procedure, the Board of 

Directors proposes the amount or percent of dividend or bonus shares to the 

shareholders. The reports on proposed dividend or bonus shares should be 

presented to following organization; 

- Nepal Rastra Bank 

- Security Board of Nepal 

- Annual General Meeting of the company 

If the above listed organizations have approved the proposed dividend, then only the 

company can carry out the dividend payment process to the shareholders. Any 

changes on the payment procedures should be reported to them and company 

should get approval from these organizations. 
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2.2 Empirical Review 

In this part, various studies related to dividend policy from different researchers in 

different time are reviewed for the study. For the review, some major studies from 

international scholars and their opinions and conclusions are reviewed in this section. 

Furthermore, different studies on the context of Nepalese dividend policy from different 

researchers and students are also reviewed. 

2.2.1 Review of Major Studies 

There have been so many studies made by different persons and institutions for 

dividend policy and stock price. There are two opinions regarding to dividend payout 

and market price of shares. One point of view is that dividends are irrelevant and the 

amount of dividend payout does not affect the market value of the shares. On the other 

hand, other point of view suggests that dividend is relevant and the amount of dividend 

paid affect market price of the shares. 

There is always raise the critical and confused question, whether dividend policy affect 

the market value of the shares or not. To highlight this matter, different studies carried 

out by different international scholars and researchers should be overviewed. Therefore 

some of the main researches are going to be discussed below; 

2.2.1.1 Walter’s Study 

An approach developed by Professor Walter is of considerable interest. Walter 

conducted a study on dividend and stock prices in 1966. 

The main point, which he emphasized, is that, there is a significant relationship between 

the internal rate of return and cost of capital are determining factors to retain profit or 

distribute dividends. As long as the internal rate of return (R) is greater than the market 

rate (K), the stock price will be enhanced by retentions and will very inversely with 

dividend payout. 

Walter’s model is based on the following assumptions; 
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⇒ The firm finances all investment through retained earnings that is, debt or new 

equity is not issued. 

⇒ The firm’s internal rate of return 'r' and its cost of capital 'k' are constant. 

⇒ All earnings are either distributed as dividends or reinvested internally 

immediately. 

⇒ The value of EPS and DPS are assumed to remain constant forever in 

determining a given value. 

⇒ The firm has a very long or infinite life. 

He insists in the fundamental premise that stock prices over the long period reveal the 

present value of the expected dividends. The retained earnings affect stock prices in 

consideration of their impact on future dividends. Operating on the objective of 

maximizing the wealth position of the ordinary shareholders, the appropriate dividend 

payout is suggested by the following formula 

Vc = 
஽ାሺ ோ௔/ோ௖ሻሺாି஽ሻோ௖  

Where, 

Vc = Theoretical market value of company’s ordinary share 

Ra = Internal productivity of retained earnings 

Rc = Market capitalization rate 

E = Earning per share 

D = Dividend per share 

According to Walter’s model, the optimum dividend policy depends on the relationship 

between the firm’s internal rate of return 'r' and its cost of capital 'k'. Walter’s view on the 

optimum dividend payout ratio can be summarized as follows; 

a) Growth Firm (r > k) 

Growth firms are assumed to have ample profitable investment opportunities. These 

firms would reinvest retained earnings at a rate that is higher than the rate expected by 
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shareholders from investing elsewhere. These firms will maximize the value per share if 

they follow a policy of retaining all earnings for internal investment. Thus, the optimum 

payout ratio for a growth firm is zero. The market value per share Po increases as 

payout ratio declines when r > k. 

b) Normal Firms (r = k) 

If the firms have r = k, there is no role of stock prices variation i.e. dividends are 

indifferent from stock price. In other words dividend payment doesn’t affect the value of 

the shares. Whether the firms retains the profit or distributes dividends is a matter of 

indifference. This kind of firm is referred as normal firms. 

c) Decline Firms (r < k) 

Some of the firms don’t have any profitable investment opportunities to invest the 

earnings. Such firms would earn on their investments rates of returns less than the 

minimum rate required by investors. Investors of such firms would like earnings to be 

distributed to them so that they may either spend it or invest elsewhere to get a rate 

higher than earned by declining firms. The market value per share of a decline firm with 

r < k, will be maximum when it does not retain earning at all. Thus, the optimum payout 

ratio for a declining firm is 100 percent. 

Thus, in Walter’s model, the dividend policy of the firm depends on the availability of 

investment opportunities and relationship between the firm’s internal rate of return 'r' 

and cost of capital 'k'. Reinvestment, if (r > k). If, (r < k) it should distribute all earnings 

as dividends. If r = k, would remain indifferent. 

When dividend policy is treated as a financing decision the payment of cash dividends 

is passive residual. 

Limitations of Walter’s model 

Walter has assumed that, firm is first financed by retained earnings. It can be applicable 

to only those firms who have financed all capital by equity. He has assumed that the 

firm’s internal rate of return 'r' and cost of capital 'k' are equal if earnings per share and 
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dividends per share are constant which is not applicable for Nepalese companies. Rate 

of return (r) changed with increase and decrease of investment, and cost of capital (k) 

changes with risk born by the firms. 

2.2.1.2 Gordon’s Study 

Myron Gordon develops another popular model explicitly relating the market value of 

firm to dividend policy, which explains that dividend policy affects the value of shares 

even in a situation where the return on investment and required rate of return are equal. 

This model explains those investors are not indifferent between current dividend and 

retention of earnings with the prospects of future dividends, capital gain and both. The 

conclusion of the study is that investor gives more emphasis to the present dividend 

more than future capital gain. His argument stresses that an increase in dividend payout 

ratio leads to increase in the stock price for the reason that investors consider the 

dividend yield (P1/P0) is less risky that the expected capital gain. 

Hence, investor’s required rate of return increases as the amount of dividend 

decreases. This means there exist positive relationship between the amount of dividend 

and stock prices. 

His model is based on the following assumptions; 

⇒ The firm is an all-equity firm. 

⇒ The internal rate of return (R) and cost of capital (Ke) are constant. 

⇒ The firm and its stream of earnings are perpetual. 

⇒ The corporate taxes do not exist. 

⇒ The retention ratio 'b' once decided upon is constant. Thus the growth rate g = br 

is constant. 

⇒ Ke must be greater than 'g'. 

⇒ No external financing is available, so retained earnings would be used to finance 

for any expansion. 
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Based on the above assumptions, Gordon has provided following formula, to determine 

the market value of a share. 

P = 
ா ሺଵି௕ሻ௄೐ି ௕௥  

Where, 

P = Price of the share 

E = Earning per share 

b = Retention ratio 

1 – b = Percentage of earnings as dividends 

E (1 – b) = Dividend per share 

Ke = Capitalization rate or cost of capital 

br = Growth rate (g) 

According to this model, the following facts are revealed. 

In the case of growth firm, share price tend to decline in correspondence with increase 

in payout ratio of decrease in retention ratio i.e. high dividend corresponds to earnings 

leads to decrease in share prices. Therefore, dividend and stock prices are negatively 

correlated in growth firm. But in the case of normal firm, share value remains constant 

regardless of changes in dividend policies. It means dividend and stock prices are free 

from each other in normal firm i.e. r = k firm. In the case of declining firm, share price 

tends to rise in corresponding with rise in dividend and stock price are positively 

correlated with each other in declining firm. 

2.2.1.3 Modiglani & Miller’s Study 

In their 1961 article, MM hypothesis provides the most comprehensive argument in 

support of the irrelevance of dividends i.e. dividend policy has no effect on the share 

price of the firm. They argue that the value of the firm depends on the firm’s earnings, 
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which result from its investment policy. Thus, when investment decision of the firm is 

given, dividend decision, the split of earnings between dividends and retained earnings 

is of no significance in determining the value of the firm. 

Their hypothesis of irrelevance is based on the following assumption; 

⇒ The firm operates in perfect capital market. 

⇒ There are no taxes. 

⇒ The firm has a fixed investment policy. 

⇒ Risk of uncertainty does not exist. 

Considering the above assumption, MM formula to determine the value of the firm is as 

follows; 

np0 = 
௣భ ሺ௡ା ∆௡ሻି ூାாଵା ௄೐  

Where, 

Np0 = Value of the firm 

p1 = Market price of the share at the end of year 

n = no of existing shares 

∆n = no of additional shares 

I = Total investment 

E = Total earning of the firm 

There is no any role of dividend in above equation. So Modigliani and Miller concluded 

that dividend policy has no effect on the share price or value of the firm. 

The MM proposition is not relevant in case of Nepal since its assumption significantly 

deviates when it is applied. The assumption of perfect capital market mechanism and 

rational investors prove faulty assumptions in case of Nepal. Flotation cost, 

transformation cost and tax effect on capital gain are neglected by MM hypothesis, 

which is not appropriate. For the assumption of 'in a world without taxes', one critic 
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satires, 'such a world is probably a moon or other planet in the universe'. Tax is 

everywhere in the world. Without taxes, the world economy is not possible. Arbitrage 

argument as described by MM applied only when there are very sensitive investors and 

which are lacking in Nepal. The assumption that investors are indifferent between 

dividend and retained earnings does hold true for unconscious investors. 

2.2.1.4 Lintner’s Study 

Lintner (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 some 28 companies. He concluded that a major portion of the 

dividend of a firm could be expressed in the following way; 

DIVt = pEPSt --------------------------------------------------- (1) 

and, 

DIVt – DIVt - 1 = a + b(DIVt – DIVt – 1) + et ------------- (2) 

Or, 

DIVt = a + bDIVt + (1 – b)DIVt – 1 + et ------------------(3) 

Where, 

DIVt = Firm’s desired payment 

EPSt = earnings 

P = targeted payout ratio 

a = constant relating to dividend growth 

b = the 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; 

⇒ Firms generally think in terms of proportion of earnings to be paid out. 
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⇒ Investment requirements are not considered for modifying the pattern of dividend 

behavior. 

⇒ Firms generally have target payout ratios in view while determining change in 

dividend per share (or dividend rate). 

2.2.1.5 Friend & Puckett’s Study 

Friend and Puckett (1964) conducted the study and the relationship between dividends 

and stock prices, by running regression analysis on the data of 110 firms from five 

industries in the years 1956 and 1958. These five industries were chemicals, electric 

utilities, electronics, food and steels. These industries were selected to permit a 

distinction made between the results for growth and non-growth industries and provide 

the basis for comparison with result by other authors for earlier years. They also 

considered cyclical and non-cyclical industries that they covered. The study periods 

covered a boom year for the economy when stock prices, leveled off after rise (1956) 

and a somewhat depressed year for the economy when the stock prices however, rise 

strongly (1958). 

They used dividends, retained earnings and price earnings ratio as independent 

variables in their regression model of price function. They used supply function and 

dividend function as well. In their dividend function earnings, last year’s dividends and 

price earnings ratio are independent variables. They quoted that; the dividend supply 

function was developed by adding, to the best types of relationship developed by Linter. 

Symbolically, their price function and dividend supply function are presented below; 

Price Function: 

Pt = a + bDt + cRt + d (P/E)t – 1 

Where, 

Pt = Per share price at time’t’ 

Dt = Dividends at time’t’ 
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Rt = Retained earnings at time’t’ 

(P/E)t – 1 = Lagged price earnings ratio 

Dividend Supply Function: 

Dt = e + fEt + gDt – 1 + h (P/E)t – 1 

Where, 

Et = earning per share at time’t’ 

Dt – 1 = Last year Dividend 

Their study based on the following assumptions; 

⇒ Price does not contain speculation components. 

⇒ Earnings fluctuation may not sum zero over the sample. 

Their regression results based on the equation of Pt = a + b Dt + cRt showed the 

company’s strong dividend and relatively weak retained earnings effects on three of the 

five industries, i.e. chemicals, foods and steels. Again they tested other regression 

equation by adding lagged earnings price ratio to the above equation and resulted the 

following equation, Pt = a + b Dt + cRt + d(E/P)t – 1. They found that more than 80% of 

the variation in stock prices could be explained by three independent variables. 

Dividend have predominant influence on stock prices in the same three industries out of 

five industries but they found the difference between the dividend and retained earnings 

coefficients are not quite so market as in the first set of regressions. They also found 

that the dividends and retained earnings coefficients are closed to each other for all 

industries in both years except for steels in 1956, and the correlation are higher again 

except for steel. 

They also calculated dividend supply equation i.e. Dt = e + fEt + gDt – 1 + h(P/E)t – 1 and 

they derived price equation for industry group in 1958. In their derived price equation is 

seems that there was no significant changes from those obtained from the single 

equation approach as explained above. They argued that the stock prices more 
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accurately the price earning ratio does not seem to have a significant effect on dividend 

payout. On the other hand, they noted that the retained earnings effect is increased 

relatively in three of the four cases tested. Further, they argued that their results 

suggested price effects on dividend are probably not a serious source of bias in the 

customer derivation of dividend and retained earnings affects on stock prices. Though, 

such a bias might be marked. The disturbing effect of short run income movements is 

sufficiently great. 

Further, they used lagged price as a variable instead of lagged earnings price ratio and 

showed that more than 90% of variation in stock prices can be explained by the three 

independent variables and retained earnings received greater relative weight than 

dividends in the most of the cases. The only exceptions were steels and foods in 1958. 

They considered chemicals, electronics and utilities as growth industries in their groups 

and the retained earnings effect was larger than the dividend effect for both years 

covered. For the other two industries, namely food and steel, there were no significant 

systematic differences between the retained earnings and dividend coefficients. 

Similarly, they tested the regression equation of Pt = a + b Dt + cR by using normalized 

earnings again. They obtained normalized retained earnings by subtracting dividends 

from normalized earnings. That normalization procedure was based on the period 1950-

61. Again, they added the prior year’s normalized earnings price variable and they 

compared the result. Comparing the result they found that there was significant role of 

normalized earnings. When they examine the later equation they found that the 

difference between dividends and retained earnings coefficients disappeared. Finally 

they excluded that management might be able to increase prices some what by raising 

dividends in foods and steels industries. Finally, Friend and Puckett concluded that it is 

possible that management might be able, at least in some measure to increase stock 

prices in non-growth industries by raising dividends and growth industries by greater 

retention, i.e. low dividends. 
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2.2.1.6 Mahapatra & Sahu’s Study 

R. P. Mahapatra and P. K. Sahu studied on determinants of corporate dividend behavior 

in India and econometric analysis. The objectives of their study were as follow; 

 To examine the relative significance of some known dividend models in the 

Indian situation. 

 To enquire into the determinants of corporate dividend behavior with the help of 

some known regression models. 

Their study was based on the judgmental sample of 90 companies for period 1977-78 to 

1988-89. They collected the data from various volumes of Bombay stock exchange 

official directory, covering a period of 12 years i.e. from 1977-78 to 1988-89. 

The known dividend models they use to examine the relative significance in the Indian 

situation were as follows; 

Linter’s Model 

Dt = a1 + a1p1 + a2Dt – 1 + Ut 

Britain’s Cash Flow Model 

Dt = a1 + a1c1 + a2Dt – 1 + Ut 

Britain’s explicit depreciation Model 

Dt = a0 + a1p1 + a2Dt – 1 + a3AtUt 

Darling Model 

Dt = a0 + a1p1 + a2Dt – 1 + a3At + a4∆S-2 + Ut 

Where, 

Dt and Dt-1 = Total equity dividend in period 't' and 't-1' respectively 

Pt and Pt-1 = Net Profit after tax in period 't' and 't-1' respectively 

Ct = Cash Flow in period’t’ 

At = Amount of depreciation in period’t’ 
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∆S-2 = Change in sales in a year over the preceding two years 

Ut = Error term 

A comparative review of the various regression models used in their study revealed that 

Britain’s cash flow model is the "model of good fit" not only at the macro level, but also 

at the industry group level in the Indian situation. None of the other models provide as 

satisfactory explanation of dividend behavior as Britain’s cash flow model. Based on this 

model, their study attempted to examine the impact of a few more determinants of 

dividend behavior with the help of their sample data. Those determinants were 

Investment Demand (ID), Flow of Net Debt (FND), Interest (I), Liquidity (L), Behavior of 

Share Price (SP) and changes in the Britain’s cash flow model, which provided the 

model of good fit in most of the sample classifications. 

After using various regression equations they found that dividend decision is primarily 

governed by cash flow, a measure of company’s capacity to pay and dividend paid in 

the previous year, in majority of the sample companies. 

Among other determinants, investment demand has been found having significant 

impact on the dividend decision of electrical goods and chemical industries. The impact 

of flow of net debt on dividend decision found significant in care of new companies at 

the aggregate level and paper industry at the industry group level of their study. 

Similarly, they found that liquidity factor turns out to be a significant determinant of 

dividend payout in cotton and general engineering industries of their study. They found 

that determinants like interest payment, change in sales and behavior of share prices in 

general do not have any significant bearing on the dividend decision of the sample 

companies. 

The findings of the above mentioned studies conducted in the context of India may or 

may not be applicable in Nepalese perspective because of dissimilarities that exist 

between Nepalese and Indian Capital market environment. Indian capital market is very 

big matured, organized and very several years of experiences. Nepalese capital market 
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is small, unorganized and has experience only few years. Hence the Indian result may 

not be directly comparable to that of Nepal. 

2.2.2 Review of Major Studies on Nepalese context 

Since Nepalese capital market is small, and at emerging stage, there are few studies 

regarding corporate dividend policy and its impact on share prices. Here is little review 

of studies in Nepalese perspective; 

2.2.2.1 Shrestha’s Study 

There are very few articles published related to dividend in Nepal. The article by Dr. M. 

K. Shrestha pubished in 1981 about the dividend performance of some public 

enterprises highlighted the following issues. 

HMG expects two things from the public enterprises: i) They should be in a positive to 

pay minimum dividend and ii) Public enterprises should be self supporting in financial 

matters in future years to come but none of these two objectives are achieved by public 

enterprises. 

The article point’s irony about government business that government has not allowed 

banks to follow an independent dividend policy and HMG is found to pressurize dividend 

payment in case of Nepal Bank Limited regardless of profit. But it has allowed Rastriya 

Banijya Bank to be relieved from dividend obligation in spite of considerable profit. 

2.2.2.2 Pradhan’s Study 

The study on stock market behavior in small capital market is a popular case study 

made by Radhe Shyam Pradhan. 

Pradhan’s study was based on the data collected from 17 enterprises from 1986 

through 1990. 

The objectives of this study were as follows; 
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♦ To assess the stock market behavior of Nepal. 

♦ To examine the relationship of market equity, market value to book value, price 

earnings and dividends with liquidity, profitability level age, assets turnover and 

interest coverage. 

Some findings of his study, among others are as follows; 

 Higher the earnings on stock larger the ratio of dividend per share to market price 

per share. 

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

 Positive relationship between the ratio of 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 leverage are more variable for the stock 

paying higher dividends. 

2.2.2.3 Manandhar’s Study 

The main statement of the problem of the study is to set test whether Nepalese 

corporate firms consider the lagged earnings and pay dividend in current year. To test 

this problem, he has considered 17 corporate companies as sample and set different 

hypothesis and drawn the following conclusion; 

 There is significant relationship between the change in dividend policy in terms of 

DPS and change in lagged earnings. 

 There is positive relationship between change in lagged consecutive earnings 

and dividend per share. 

 There is relation between distributed lag profits and dividend. 
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 When change in lagged consecutive earnings is greater than zero, in 65% of the 

case change in dividend per share. 

 Increase in EPS has resulted to increase in the dividend payment in 66.6% of the 

cases, while decrease in EPS has resulted decrease in dividend payment. 

 Nepalese corporate firms have followed the practice of maintaining constant 

dividend payment per share. 

 Corporate firm do not take into account one year or two year lagged earnings. 

2.3 Review of Master’s Degree Thesis 

In this review section, the unpublished thesis reports prepared by students of master’s 

level are reviewed for the further highlight on the dividend policy and its impact on share 

price. 

Gautam, R. R. (1998) has conducted a research work on comparative study on 

dividend policy of Nepal Grindlays Bank Ltd, Nepal Indosuez Bank Ltd and Nepal Arab 

Bank Ltd. The main objectives of the study were; 

• To identify the type of dividend policy followed by the banks 

• To examine the impact of dividend on share price 

• To identify the relationship between DPS and other financial indicators 

• To know the uniformity among DPS, EPS and DPR of the sample companies 

With various analyses, following conclusions were drawn from the study; 

• No clearly defined dividend policy is found followed by the sample companies 

• The market price of the share does not 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 difference in DPS and DPR 

Rajbhandari, P. L. (2001) in her comparative study of dividend policy between banks 

and insurance companies, concluded that the sample institutions have average 
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earnings which can be considered satisfactory. However, no consistency in dividend 

payment is found in all the sample institutions i.e. NGBL, NIBL, NABIL, NIC and EIC 

except NLGI which seems to be paying average DPS Rs. 20 every year. 

On her study, she further concluded that none of the six sample institutions have a 

clearly defined and appropriate dividend policy. The dissimilarity and insignificant 

relationship between the financial indicators of all three banks and insurance companies 

helps to conclude that they don’t seem to follow and practice the dividend policy as 

established and developed in our context. However the analysis based on pooled data 

of dividend payment ratio between banks and insurance companies concluded that 

there is a kind of similarity in dividend payment decision of banks and insurance 

companies. 

She further concluded on investors that they are not found to be investing their capital 

by studying the financial performance of the institutions but rather randomly without 

properly understanding the stock market. 

The institutions don’t seem to follow the optimal dividend policy of paying regular 

dividend as per the shareholder’s expectation and interest. This would create (increase) 

uncertainty among the shareholders. But this does not mean that the institutions need to 

follow liberal dividend policy as the shareholders might even expect higher dividend as 

always. If the institutions are liberal on shareholders, it might make the company to 

raise extra capital in the near future. 

The major findings of the study also makes conclusion that controversy existed in 

declaring dividend by the companies in the sense that the major factors like the earning 

and liquidity position of the firm have been neglected, ignored and disregarded which 

must have been considered the most. 

Dhakal, L. R. (2002) in his study of dividend policy of Banking, Finance companies and 

Hotel sector has concluded that the retained earnings have strong influence on stock 

prices in financial sector, compare to others. Another conclusion he found out from the 

study that there is no positive relationship between market price per share and dividend 
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per share but stock price of share is affected inconsistently by dividends, earnings, not 

profit, and net worth. The other point he found out that dividend payment is based on 

net profit in the individual sector. Lastly, he concluded that all the sectors have not 

clearly defined the dividend policy. The companies of those sectors do not have clear 

vision to maintain good image in the stock market. 

Shrestha, M. (2004) on her study on dividend practices of listed insurance companies 

in Nepal concluded that most of the insurance companies of the Nepal give first priority 

to earnings to get into the decision of dividend and next priority to the past dividend. 

After that, concern about change in the stock price. 

In the study, further concluded that DPS and EPS are positively correlated in all 

companies, higher EPS will generate higher DPS. There is no uniformity in dividend 

distribution policy adopted by insurance companies in Nepal. Most companies are not 

paying regular cash dividend. 

At last, the researcher ended the study with the conclusion that the insignificant 

relationship between DPS and other financial variables (i.e. EPS, MPS, NW and NP) 

indicate that the dividend policy of most of the companies is not better. They are 

adopting the dividend policy according to their required with the change in time. 

Luitel, B. (2006) has done a study related to dividend policy and its impact on share 

price in Nepalese context. The researcher has selected three commercial banks and 

three manufacturing companies as sample for the study. From the study, the researcher 

has specified following conclusions; 

- The market price of the share is the consequent results of various factors. Since 

the study aims at finding the impacts of dividend policy on the market price of the 

share. 

- The study of DPS and MPS indicate that stocks with larger ratio of dividend per 

share to market price per share have higher dividend yield. 

- The better the liquidity position the higher will be the amount to pay dividend. 
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- The more the earning generated by the company, the higher will be the dividend 

distribution and vice versa since EPS and DPS are positively correlated. 

- The positive correlation between the MPS and DPS calls to draw the conclusion 

that the more the company distribute dividend the higher will be the market price 

per share. However, the bonus share distribution intervened this conclusion 

because such relation is negative in case of EBL, UNL and NLOL. It may be the 

impact of intervening variable like bonus share. 

- This study rests to conclude that the cash dividend can’t be said as a sole factor 

to affect price of share. But there are other factors like earning power, bonus 

share, information value of dividend decisions etc. that also cause the share 

price fluctuation. In the imperfection market mechanism like Nepalese share 

market, the security brokers, other market makers and the rumors they spread in 

market have also a significant role in the share price fluctuation. 

Dongol, G. (2006) has done a study, which has main objective as to find out the impact 

of dividend policy on market price of stock. From the study, the researcher has found 

that none of the sample firms have adopted consistent dividend policy. The researcher 

further concluded that dividend policy depends upon earnings, and EPS and DPS 

having positive correlation may impact upon market price of stock. 

The researcher has done some multiple regression analysis, which gave some 

conclusions. As from the first model of multiple regression analysis, there is positive 

impact of LDPS and EPS on DPS in some cases, whereas in some cases there is 

negative impact too. Similarly, as from the second model of multiple regression 

analysis, the dividend policy sometimes makes impact upon MPS whereas sometimes 

just to the reverse it does not make any impact upon MPS at all. 

The researcher further concluded on the study that the majority of Nepalese firms give 

first priority to the earnings to make dividend decisions. The second priority goes to the 

availability of cash and at the same time the priority also goes to the analysis of past 

dividend trend. Moreover, the study found that the concern about maintaining or 
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increasing the stock price level also influences the dividend policy of the firm and hence 

that may make impact upon market price of stock. 

Ranabhat, B. (2006) has done research on dividend policy of banks, insurance 

companies and finance companies. On his study, he has analyzed the dividend policy 

situation of different sample firms with the help of different analytical tools. From the 

analysis he has done, he reached on the conclusion that; 

- The capital market of Nepal is still immature 

- Dividend practices of all sample financial institutions are neither stable nor constantly 

growing. Dividends are distributed on an ad hoc basis. 

- Change in DPS affect the market price per share differently in different financial 

institutions as under. 

- The study of the impact of cash dividend on market price of share revealed that 

dividend per share has positive impact on MPS in all sectors. 

- DPS and EPS are positively correlated. The highest relationship has been found in 

banking sector and lowest in insurance and finance sector. 

- Market price per share of listed companies is higher than net worth per share. There 

exist vast difference between MPS and NWPS. This situation clearly indicates that the 

investors are not comparing book value and market value of the share. 

Bhurtel, K. (2006) has done research on dividend policy and its effects on stock price, 

with taking some selected commercial banks as sample to collect the data. From the 

study held by the researcher, it can be concluded that there is not any consistency in 

the dividend policy of the sample firm except SCBL, therefore sometimes the result of 

the different test accept the theoretical assumption of dividend and sometimes do not. 

Company used to make dividend decision haphazardly. 

Researcher found the majority of the Nepalese firm gives first priority to earnings to get 

in to decision of dividend. The second priority goes to the cash availability and third 

priority give to past dividend (terminologically lagged dividend). After all concern about 
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maintaining or increasing the stock price priority also influences the dividend policy of 

the firm in Nepal. 

The market price of the stock is influenced by the dividend decision in most of the 

cases. However, the influences is not much high and not always in the same direction. 

Sometimes dividend decision effect positively to MP and sometimes it affect negatively 

to MP. The investors seem to invest for capital gain rather than dividend. Thus a little 

impact of dividend decision on stock price is recognized in case of Nepalese banking 

sectors. 

Raut, S.R. (2008) has carried out the study on dividend policy of commercial banks. 

She has done her study taking three commercial banks (NIBL, SCBNL, and NSBI) as 

sample banks for her study. In her study she has analyzed the relationship of dividend, 

market price and earnings with correlation analysis as well as regression analysis. 

Through out the study, she reached on conclusion that the banks are paying dividend to 

the shareholders there is instability of dividend and inconsistent payout ratio is the most 

applied phenomenon of Nepalese dividend distribution practices. Further she concludes 

that the banks don't seem to follow the well defined optimum dividend policy of paying 

regular dividend as per the shareholders expectation. 

Every year EPS and MPS of selected commercial banks are highly fluctuating. The CV 

of EPS has ranged from 8.55 to 53.08 percent.  Similarly market prices per share are 

also fluctuating. This short of fluctuation causes not to win public faith. The average 

dividend yield of banks has ranged from 1.051 percent to 4.59 percent. The highest 

percent of 4.59 % is also cannot be considered so encouraging figure. 

From her analysis through regression equation concluded that a change in dividend per 

share affects the share price differently in different banks. The market price of share is 

affected by the financial position and the dividend paid by the firms. 

Yadav, V.K (2007) has carried out study on dividend policy and its impact on market 

price of stock, with taking two different sectors banking and insurance companies for the 

study. The researcher has taken Nabil Bank and Himalayan Bank from banking sector 
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and Himalayan General Insurance Company Limited and United Insurance Company 

Nepal Limited from insurance company sector as sample firms for the study. 

The researcher has concluded that more or less the dividend policy depends on the 

earning per share of a company; the earning per share and dividend per share having 

the positive relation may also impact on market price of stock. 

For that argument, two multiple regression equations formed. The first multiple 

regression was formed to see the relationship of the average dividend per share and 

earning per share to dividend per share. The results of different test reveal that there is 

positive relationship between DPS & EPS most of the times. But for MPS it would not 

happen all the time that increase of EPS & DPS increases the MPS. The second 

multiple regression was formed to see the effect of EPS & DPS to MPS. But it also 

concludes the fact that some times the increase in DPS & EPS affects the MPS and 

some times it does not.  

The relation between DPS and EPS were observed as positive all the times in the 

simple firms, it could highlight the fact that “pay as much as the investors expects fro 

their investment.” Among the sample firms, HBL is a strong company with the financial 

market reputation, if the result of it compared to other firms, it can be said that although 

EPS affects DPS it is less concerned with MPS. Therefore the MPS is more or less 

dependent with DPS in the efficient capital market. 
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CHAPTER THREE 
 

RESEARCH METHODOLOGY 
 

3.1 Introduction 

The process of searching again and again to come closer and closer to the truth is 

known as research; (Pant, 2009; 6). Research means searching for some new fact or 

knowledge regarding to the specific problem. By research, the problem is analyzed 

through various systematic tools, and draws appropriate conclusions. 

Research Methodology is a way to systematically solve the research problem; (Kothari, 

1990; 10). It may be understood as a science of studying how research is done 

scientifically. In it we study the various steps that are generally adopted by a researcher, 

studying his research problem among with the logic behind them. 

This chapter looks into the research design, nature and sources of data, data collection 

procedure and tools & technique of analysis. 

A research methodology helps us to find out accuracy, validity and suitability. The 

justification on the present study can not be obtained without help of proper research 

methodology. For the purpose of achieving the objectives of study the applied 

methodology is used. The research methodology used in the present study is briefly 

mentioned below. 
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3.2 Research Design 

The research design is a mixture of descriptive, exploratory, and analytical. While 

analyzing the research, both parametric and non-parametric tools will be used wherever 

and whenever necessary.  

A research design is the arrangement of condition for collection and analysis of data in 

a manner that aims to combine relevance to the research purpose with economy in 

procedure. Descriptive and analytical research designs have been used to this study. 

With the help of maintained research design the study evaluates the dividend policy 

structure of selected sample commercial banks as well as its impact on the market price 

of the stocks of the respective banks. 

The research design is basically focused on analytical study. Ratio analysis, correlation 

and regression analysis have been done for analyzing the research. The research 

examines the relationship of EPS, MPS and DPS with respect to the dividend policy of 

the banks. 

3.3 Sources of Data 

Data is the raw material for any kind of research through which further analysis of study 

can be done. Therefore, data collection happens to be a very important task. In this 

study, various types of data collection methods are adopted. They are presented in the 

tabular and graphic method as required in this report. Mainly primary and secondary 

data collection methods have been used. 

The primary data are those which are collected a fresh and for the first time and thus 

happen to be original in character. The Secondary data, on the other hand are those, 

which have already been collected by some one else and already, been passed through 

the statistical process; (Kothari, 1990; 117) 

Primary sources of necessary data and materials will be collected from direct and 

indirect conversation with the employees or staffs and the customers of various 

commercial banks. Some materials and data will be collected from interview, face to 
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face and telephone interview company officials, customers of the company and various 

departments whenever and wherever necessary. 

Secondary sources of data will be collected from the Annual Reports of sample 

commercial banks, final accounts, income statements, official records, financial 

statistics and other journals. Various financial reports from Securities Board of Nepal 

(SEBO), Nepal Stock Exchange (NEPSE), Nepal Rastra Bank (NRB) and other financial 

organizations will provide other necessary data needed for the study. Various other 

related organizations and departments will be visited to collect necessary data for the 

study. 

The study is mainly based on secondary data.  So, the major sources of secondary data 

for this study are as follows: 

a) Annual reports of the HBL 

b) Annual reports of the EBL 

c) Annual reports of the BOK 

d) Annual reports of the NABIL 

e) Reports of NRB 

f) Reports of NEPSE 

g) Published and unpublished bulletins, reports relating to dividend policy 

h) Previous studies and reports 

i) Unpublished official records 

j) Various Books 

k) Various Internet Websites 

3.4 Population and Sample 

Currently there are 26 commercial banks are operating with expanding their branches 

all over the country. So collection the data from all banks is very complicated. With that 
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reason only some banks are chosen as sample for the study. The study will mainly 

focus the data from such sample commercial banks. The selected commercial banks for 

the sample are; 

1) Himalayan Bank Limited (HBL) 

2) Everest Bank Limited (EBL) 

3) Bank of Kathmandu Limited (BOK) 

4) Nabil Bank Limited (NABIL) 

3.5 Data Collection Procedure 

The data and information are collected from both the primary and secondary sources. 

For the collection of secondary data and information, directives of Nepal Rastra Bank, 

annual reports selected sample commercial banks; various publications of Nepal Rastra 

Bank, Security Board of Nepal, NEPSE, magazines, the other publications and the 

internet websites have been used to search about the dividend policy. Also, for other 

related information, various books and periodicals have been referred from library. 

3.6 Data Analysis Tools 

Since the study will be including both primary and secondary data, the financial and 

statistical tools will be used to analyze the relationship between the variables. Central 

Tendency Measurement, Regression analysis and other ratio analysis will be used to 

analyze the collected data. 

The relationship between different variables related to study topic will be illustrated with 

the use of different financial and statistical tools. The various calculated results obtained 

through financial and statistical tools will be tabulated. Then, the results will be 

compared with various other results and interpreted. 

Various processing tools are used to present and analyze the data collected from 

different sources. The data from different sources are in raw form. Those data should be 
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presented in various statistical ways. For the analysis of the data, different statistical 

tools such as percentage, ratios, mean, standard deviation and other comparisons are 

calculated for effective study. 

Before analyzing the data, the data and information have been presented systematically 

in the formats of Tables, Graphs and Charts which will explain a lot about the data and 

information collected. 

For the analysis of the research study, the following financial tools and statistical tools 

are used. 

3.6.1 Financial Tools 

Ratio analysis is the best and widely used tools for financial analysis. It measures the 

strength and weakness of the company. A ratio is defined as a relationship between two 

components, numbers, amount or measurements, which shows how much greater one 

is than another. Hence, a ratio analysis refers to the quantitative relationship between 

two variables. Ratios can be taken as expression of relationships between two items or 

group of items and therefore may be calculated in any number and ways so far 

meaningful co-relationship is obtainable. 

Pandey (1995) emphasizes that a ratio is used as a benchmark for evaluating the 

financial position and performance of a firm. 

There are some measures to analyze the effectiveness of the Dividend Policy. These 

measures are useful to both company and the stockholders. So, following measures will 

be used in the study; 

• Dividend Per Share (DPS): The Net Profit after the deduction of taxes belongs 

to the shareholders. The amount of earning distributed and paid as cash dividend 

on per share basis is Dividend Per Share (DPS). DPS shows the part of earning 

distributed to the shareholders on per share basis. 

Dividend Per Share (DPS) = Total Dividend to shareholders 
No. of Shares outstanding 
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• Earning Per Share (EPS): Apart from the rate of return, the profitability of a firm 

from the point of view of the ordinary shareholders is the Earning Per Share 

(EPS). It measures the profit available to the equity shareholders on per share 

basis. EPS will be useful to evaluate change in the company’s earning power on 

per share basis over certain period of time or year. 

Earning Per Share (EPS) = Net Profit after Tax 
No. of Shares outstanding 

• Market Price Per Share (MPS): It is the value of the stock which is traded in the 

secondary market of the stock. It is the price given to a particular share in the 

secondary market. The MPS may go above par value or may fall below par 

value. It is generally believed that if the EPS and DPS are high, the market value 

of the share (MPS) will also be high. But some other factors also influence the 

rise and fall of market price of share. Such as political instability, inflation, supply 

of money etc. 

• Dividend Payout Ratio: This ratio measures the relationship between the 

earning belonging to the ordinary shareholders and the dividend paid to them. It 

measures the percentage of earnings that the company pays in terms of 

dividends to the shareholders. It will also show the percentage of earnings to be 

retained as reserve for the future investment for the company. 

Dividend Payout Ratio (DPR) = Dividend Per Share 
Earning Per Share 

There is a reciprocal relationship between dividends and retained earnings, the 

higher the dividend payout ratio, the lower will be the retained earnings and 

hence the capacity of internal financing of the firm is checked. It is calculated to 

indicate the percentage of the profit that is distributed as dividend. This ratio is 

calculated by dividing dividend per share by the earning per share. 

Thus, 

Retention Ratio = (1-Dividend payout ratio) 
                          = (1-DPR) 
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• Price Earning Ratio (P/E Ratio): This ratio reflects the market value per share 

for each rupee of currently reported earning per share. In other words, this 

represents the amount which investors are willing to pay for each rupee of the 

firm's earnings. 

 Price Earning Ratio (P/E Ratio) = Market Price Per Share 
Earning Per Share 

• Dividend Yield Ratio: It is defined as the ratio of dividend per share to market 

value per ordinary share. Its measures the return that an investor can make from 

dividends alone. This ratio highly influences the market price per share because 

a small change in dividend per share can bring effective change in the market 

value of the share. The share with higher dividend yields is worth buying. 

Dividend has important guidance to commit funds for buying of shares in the 

secondary market. 

Dividend Yield Ratio (DYR) = Dividend Per Share 
Market Price Per Share 

• Earning Yield Ratio: The ratio is defined as the ratio of earnings per share to 

market value per ordinary share. The share with higher earnings yield is worth 

buying. Earning yield is informative to compare the market share prices of stocks 

in the secondary market. 

Earning Yield Ratio (EYR) = Earning Per Share 
Market Price Per Share 

• Net Worth Per Share (NWPS): Net Worth is the total assets minus total liabilities 

of an individual for a company. For a company it is called shareholders’ 

preference and may be referred as book value. Net Worth per share is the ratio 

of Net Worth on number of outstanding share. 

Net Worth Per Share (NWPS) = Shareholder’s Equity 
Number of shares 

• Market Value to Book Value (MV/BV) Ratio: This ratio measures that the 

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

market is paying for the share that is reported from the net worth of the banks. 

This is important to compare the market share prices of different stocks on the 

basis of the book value per share. It shows the market share price of a stock as a 

percentage of book value per share and the effect of later on the former. The 

higher ratios represent to conclude that the better performance of joint venture 

banks in terms of market price per share to book value per share. This ratio can 

be derived by dividing market price per share by book value per share. 

Market Value to Book Value Ratio (MV/BV Ratio) = Market Value Per Share 
Book Value Per Share 

3.6.2 Statistical Tools 

The basic tools of statistics are Average or Mean, Standard Deviation (σ) and 

Coefficient of Variation (C.V.). The following formulae have been used to calculate the 

value of Mean (), Standard Deviation (σ) and Coefficient of Variation (C.V.); 

Average or Mean () = Σ x 
n 

 

Standard Deviation (σ) =  Σ x2 –  Σ x 2

n – 1 n – 1 
 

                                  =  Σ ( x – ) 2 
n – 1 

 

Coefficient of Variation (C.V.)  = S.D. (σ) × 100% 
Mean () 

 

There are other statistical tools available to measure the relationship between two data, 

validity of the calculations and other measures. The following statistical tools are also 

used to analyze the calculated data: 
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3.6.2.1 Regression Equation  

Regression analysis is concerned with the study of the relationship between one 

variable called explained or dependent variable and one or more other variables called 

independent or explanatory, variables. There are two types regression analysis. One is 

called simple linear regression analysis, which is concerned with the study of the 

relationship between one variable called the dependent or explained variable and one 

other variable called independent or explanatory variable other is called multiple-linear 

regression analysis, which is concerned with the study of the relationship between one 

variable called dependent or explained variable and more than one other variables 

called independent or explanatory variable. The regression analysis submits the 

following two concepts:  

a) Regression Constant (a)  

The value of constant which is intercept of the model indicates the average level of 

dependent variable when independent variable (s) is zero. In other words, it is better to 

understand that “a” indicates the mean or average effect and dependent variable if all 

the variables omitted from the model.  

b) Regression Coefficient (b)  

The regression coefficient of each independent variable indicates the marginal 

relationship between that variable and value of dependent variable, holding constant the 

effect of all other independent variable in the regression model. In other words, the 

coefficients describe how changes in independent variables affect the values of 

dependent variable’s estimate.  

3.6.2.2 Coefficient of (Multiple) Determination (R2)  

The coefficient of determination is a measure of degree (extent or strength) of linear 

association or correlation between two variables, one of which happens to be 

independent and other being dependent variable. In other words, R2 measures the 

percentage total variation in dependent variables explained by independent variable the 

coefficient of determination can have value ranging from zero to one. A value of one can 
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occur only if the unexplained variation is exactly on the regression line. In this study, R2 

is calculated as the requirement of model. 

3.6.2.3 Standard Error of Estimate (SEE)  

With the helps of regression equations perfect prediction is practically impossible 

standard error of estimate is a 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 differ from their predicted values on the regression line. The 

smaller the value of SEE, the closer will be the dots to the regression line & the better 

the estimates based on the equation for this line. If SEE is zero, then there is no 

variation about the line and the correlation will be perfect. Thus with the help of SEE, it 

is possible for us to ascertain how well and representative the regression line is as a 

description of the average relationship between two series.  

3.6.2.4 F-Statistic  

To test the validity of the assumption, f-test is also used. The difference between two 

sample mean can be studies through t-test where as to examine the significance of the 

differences between more than two sample means at one at the same time, F-test is 

used. F-test, i.e. the technique of analyzing variance enables to test the significance of 

difference between more than two sample means. Using this technique, one will be able 

to make inferences about whether his/her regression equation provides statistically 

significant result or not.  

3.6.2.5 Regression Model Used  

In this study the multiple regressions are used to analyze and test the relationship 

between dependent and independent variables (s). For the regression analysis, the 

multiple regression models developed by Friend & Puckett and Lintner are used for the 

study. 

According to Friend & Puckett’s Models, two functions of multiple regression equation 

are prepared for the study. They are; 
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Price Function: 

MPSt = a + b1 DPSt + b2 REt + b3 PERt – 1 

Dividend Function: 
DPSt = a + b1 EPSt + b2 DPSt – 1 + b3 PERt – 1 

where, 

MPSt  = Market Price of Stock at time ‘t’ 
DPSt  = Dividend per share at time ‘t’ 
REt  = Retained Earnings at time ‘t’ 
PERt – 1  = Price Earning Ratio at time ‘t – 1’ 
EPSt  = Earning per share at time ‘t’ 
DPSt – 1  = Dividend per share at time ‘t – 1’ 
a  = Regression Constant 
b1, b2, b3  = Regression Coefficients 
 
According to Lintner’s Models, a multiple regression equation is prepared for the study, 

which is given below; 

DPSt = a + b1 EPSt + b2 DPSt – 1  

where, 

DPSt  = Dividend per share at time ‘t’ 
EPSt  = Earning per share at time ‘t’ 
DPSt – 1  = Dividend per share at time ‘t – 1’ 
a  = Regression Constant 
b1, b2, b3  = Regression Coefficients 
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CHAPTER FOUR 
 

PRESENTATION AND ANALYSIS OF DATA 
 

4.1 Introduction 

This chapter named, Data Presentation and Analysis is considered as most crucial 

and important part of the study. The data collected from different sources should be 

presented in an understandable way that the reader of the report can understand it 

easily. 

Data analysis is an important stage of the research process. The purpose of analyzing 

the data is to change it from an unprocessed form to an understandable presentation. 

The analysis of data consists of organizing, tabulating, performing statistical analysis 

and drawing inferences.  (Pant, 2009; 298) 

This chapter provides a mechanism for meeting the basic objectives stated earlier in the 

first chapter of this research. The research has followed the methodology described in 

the third chapter in order to attain the objectives, which are related to the capital 

adequacy of the sample banks. 

This chapter consists of presentation and analysis of data which is collected from 

different sources. The data is mainly focused on the capital adequacy position and its 

impact on the performance of the sample banks, i.e. NABIL and HBL. To obtain best 

result, the data and information have been analyzed with the measures of different 

financial and analytical tools by using appropriate tables, graphs, formulae, hypothesis 

and other tools. 
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4.2 Presentation of Data 

The collected data and information are presented in this section. Various tables, charts 

and graphs are used to best present the data. The data and information has been 

presented in most understandable format. 

Dividend is a periodic payment made by a company to its shareholders. It is 

compensation to the shareholders for the use of and risk to their investment funds. Or in 

other words, it is that portion of the net earning divided by the company among the 

shareholders as a return for their money invested. 

For the study of dividend policy of commercial banks in Nepal, 4 commercial banks are 

selected as sample banks. From the selected sample banks, data related to dividend 

policy are collected and presented as well as analyzed in this chapter. 

4.3 Analysis of financial indicators 

4.3.1 Divided Per Share Analysis 

Dividend per share (DPS) is that amount, which is paid to common shareholders on a 

per share basis. DPS shows that what exactly do the ordinary shareholders receive. It is 

calculated by dividing the total dividend to equity shareholders by the total numbers of 

equity shares. Company can distribute dividend in the form of stock also, which is 

known as bonus shares. Company converts the amount of dividend to shareholders into 

par value of the equity shares. So shareholders can benefit with extra share with 

original par value. 

4.3.2 Cash Dividend Per Share Analysis 

Cash dividend is the percent of amount declared to distribute on each share to 

shareholders out of the net profit.  
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Table 4.1 
 Cash Dividend Per Share 

Fiscal Year EBL HBL BOK NABIL 

2061/62 0 11.58 15 70 

2062/63 25 30 18 85 

2063/64 10 15 20 100 

2064/65 20 25 2.11 60 

2065/66 30 12 7.37 35 

Mean (  ) 17.00 18.72 12.50 70.00 

S.D. ( σ ) 12.04 8.32 7.53 24.75 

CV % 70.83 44.43 60.29 35.36 

Source: Annual Reports of EBL, HBL, BOK and NABIL 

The above table shows the cash dividend percent on each share distributed to 

shareholders out of the net profit by the selected sample banks. Out of four selected 

sample banks, NABIL is distributing higher dividend per share. The average dividend 

per share of NABIL is Rs. 70 on each share. On compare with that, BOK has the lowest 

dividend per share with Rs. 12.50 on average. 

The average DPS of EBL is Rs. 17.00. EBL has distributed highest dividend per share 

on the year, 2065/66 which is Rs. 30 per share and EBL has not distributed cash 

dividend in FY 2061/62. The DPS data of EBL is very fluctuating. There is more 

uncertainty on the DPS of EBL. For last three years, DPS of EBL is increasing in 

constant rate. The standard deviation of DPS of EBL is 12.04 and the CV is 70.83%, 

which means there is more variation in the dividend per share of EBL. 

The average DPS of HBL is Rs. 18.72. HBL has paid highest dividend per share in the 

year 2062/63 of Rs. 30 per share. On that HBL has paid lowest DPS as Rs. 11.58 in the 

fiscal year 2061/62. There is more variability in the DPS of HBL. Only in two fiscal 

years, the DPS of HBL has increased. Otherwise, it has decreased. The standard 
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deviation of DPS of HBL is 8.32 and the coefficient of variation is 44.43%, which shows 

there is some variation in the DPS of HBL. 

The average DPS of BOK is Rs. 12.50 per share. The DPS of BOK is highest in FY 

2063/64 (Rs. 20) and lowest in FY 2064/65 (Rs. 2.11). The DPS of BOK is increasing 

from 2061/62 to 2063/64. But for last two years, the trend is fluctuating. The standard 

deviation of DPS is 7.53. The CV of DPS of BOK is 60.29%. This indicates that there is 

high fluctuation in the DPS of BOK. 

The average DPS of NABIL is Rs. 70.00 per share. NABIL has paid highest dividend of 

Rs. 100 per share in the year 2063/64 and lowest dividend per share in the year 

2065/66 of Rs. 35 per share. The standard deviation of DPS of NABIL is 24.75 and the 

coefficient of variation is 35.36%, which is acceptable in compare with other selected 

sample banks. 

The DPS data of selected commercial banks are presented in the trend form in Figure 

4.1 below; 

Figure 4.1 
Dividend Per Share 

0

20

40

60

80

100

120

2061/62 2062/63 2063/64 2064/65 2065/66

D
PS

 (R
s.

)

Fiscal Year

EBL

HBL

BOK

NABIL



65 

 

From the above analysis of dividend per share of selected sample banks, it can be 

concluded that the DPS of NABIL is highest than other selected banks on analyzing the 

average DPS of selected banks for last five fiscal years. It indicates that NABIL has 

been paying higher dividend to its shareholders in compare with other selected banks. 

From above figure also, the trend of NABIL is much higher than other trends. The trends 

of EBL, HBL and BOK are more close to each other. The average DPS of these banks 

are also much close roaming around 12 to 20. Among 4 selected sample banks, the 

average DPS of BOK is the lowest, which is Rs. 12.50 per share. The variation in the 

DPS of NABIL is lesser than other sample banks. 

4.3.3 Stock Dividend Per Share Analysis 

Stock dividend is percent of dividend distributed to the shareholders as bonus share 

instead of cash dividend. Stock dividend will increase the number of outstanding shares 

of the company. 

Table 4.2 
Stock Dividend Per Share 

Fiscal Year EBL HBL BOK NABIL 

2061/62 20 20 0 0 

2062/63 0 5 30 0 

2063/64 30 25 0 40 

2064/65 30 20 40 40 

2065/66 30 31.56 40 50 

Mean (  ) 22.00 20.31 22.00 26.00 

S.D. ( σ ) 13.04 9.79 20.49 24.08 

CV % 59.27 48.18 93.15 92.63 

Source: Annual Reports of EBL, HBL, BOK and NABIL 
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The above table shows the data of stock dividends distributed by the selected sample 

banks. In some cases, the sample banks have not distributed stock dividend (bonus 

shares). 

The average stock dividend of EBL is 22% on the equity shares. EBL has distributes a 

constant 30% of stock dividend to the shareholders from 2063/64 to 2065/66. But EBL 

has not distributed stock dividend in 2062/63. The standard deviation of stock dividend 

is 13.04 and coefficient of variation is 59.27%. 

The average stock dividend of HBL is 20.31% on the value of ordinary shares. HBL has 

regularly distributes bonus shares, which other banks are unable to do. HBL has 

distributed higher 31.56% of stock dividend in the year 2065/66 and lower 5% in the 

year 2062/63. The standard deviation is 9.79 and the coefficient of variation is 48.18%, 

which is lower among other sample banks. 

The average stock dividend distributed by BOK is 22.00%. In two fiscal years, BOK has 

not distributed stock dividend. BOK has distributed 40% of stock dividend in FYs 

2064/65 and 2065/66. The standard deviation of BOK is 20.49 and the coefficient of 

variation is 93.15%, which is very high. That means, there is very high fluctuation in the 

stock dividend of BOK. 

The average stock dividend distributed on the ordinary shares of NABIL is 26.00%. 

NABIL has not distributed stock dividend in the FYs 2061/62 and 2062/63. But after 

that, NABIL has distributed 40% in next two years and 50% in previous year. The 

standard deviation of NABIL is 24.08 and the coefficient of variation is 92.63%, which is 

also higher among sample banks. 

From above analysis of stock dividend distributed by selected sample banks, it can be 

concluded that NABIL has distributed highest stock dividend though it has not 

distributed in starting two years. HBL has lowest stock dividend. But HBL has uniformity 

in to distribution of stock dividend. There is very high variation in the data of BOK and 

NABIL. Their coefficients of variation are more than 90%. 
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4.3.4 Earning Per Share Analysis 

Earning per Share (EPS) is one of the most important financial indicators, which 

measure the earning capacity of a firm. It measures the profit available to the ordinary 

shareholders on a per share basis. EPS is calculated by dividing net income available to 

the common stockholders by the total number of common shares outstanding. The EPS 

of the selected sample banks is presented below in Table 4.3; 

Table 4.3 
Earning Per Share 

Fiscal Year EBL HBL BOK NABIL 

2061/62 54.22 47.91 30.1 105.49 

2062/63 62.78 59.24 43.67 129.21 

2063/64 78.42 60.66 43.5 137.08 

2064/65 91.82 62.74 59.94 108.31 

2065/66 99.99 61.9 54.68 106.76 

Mean (  ) 77.446 58.49 46.378 117.37 

S.D. ( σ ) 19.17 6.06 11.55 14.70 

CV % 24.76 10.36 24.90 12.53 

Source: Annual Reports of EBL, HBL, BOK and NABIL 

In above table, the Earning Per Share of selected banks are presented. The EPS of 

selected banks are in Rs. amount. From the table it can be seen that the EPS of NABIL 

is much better than that of other banks. The average EPS of NABIL is Rs. 117.37. On 

compare with that the EPS of BOK is lesser among 4 selected banks. The average EPS 

of BOK is only Rs. 46.378. 

The average EPS of EBL is Rs. 77.446. EBL has highest EPS in FY 2065/66 (Rs. 

99.99) and lowest EPS is in FY 2061/62 (Rs. 54.22). From the table, it can be seen that 

the earning per share of EBL is increasing every year. The standard deviation of EPS of 
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EBL is 19.17 and coefficient of variation of EBL is 24.76%. The 24.76% C.V. of EBL 

indicates that there is some fluctuation in the EPS of EBL. 

The average EPS of HBL is Rs. 58.49. HBL has highest EPS in FY 2064/65 (Rs. 62.74) 

and lowest EPS is in FY 2061/62 (Rs. 47.91). From the table, it can be seen that the 

earning per share of HBL is increasing every year from FY 2061/62. The EPS of HBL 

has decreased in the year 2065/66. The standard deviation of EPS of HBL is 6.06 and 

coefficient of variation of HBL is 10.36%. The 10.36% C.V. of HBL indicates that there is 

very little fluctuation in the EPS of HBL. 

The average EPS of BOK is Rs. 46.378. BOK has highest EPS in FY 2064/65 (Rs. 

59.94) and lowest EPS is in FY 2061/62 (Rs. 30.1). From the table, it can be seen that 

the earning per share of BOK is in fluctuating trend. It has increased in 2062/63, but 

very little decreased in 2063/64. Then again it has increased next fiscal year. The EPS 

of BOK has decreased in 2065/66 again. The standard deviation of EPS of BOK is 

11.55 and coefficient of variation of BOK is 24.90%. The 24.90% C.V. of BOK indicates 

that there is high fluctuation in the EPS of BOK. The fluctuation of BOK is more than 

fluctuation of other selected sample banks.  

The average EPS of NABIL is Rs. 117.37. NABIL has highest EPS in FY 2063/64 (Rs. 

137.08) and lowest EPS is in FY 2061/62 (Rs. 105.49). From the table, it can be seen 

that the earning per share of NABIL is increasing in FYs 2062/63 and 2063/64. But it 

has been decreasing from 2063/64 to 2065/66. The standard deviation of EPS of NABIL 

is 14.70 and coefficient of variation of NABIL is 12.53%. Variation in the data of EPS of 

NABIL is also lesser. 

The EPS of selected banks are presented in the trend form in Figure 4.3 below; 
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Figure 4.2 
Earning Per Share 
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Table 4.4 

Market Price Per Share 

Fiscal Year EBL HBL BOK NABIL 

2061/62 870 920 430 1505 

2062/63 1379 1100 850 2240 

2063/64 2430 1740 1375 5050 

2064/65 3132 1980 2350 5275 

2065/66 2455 1760 1825 4899 

Mean (  ) 2053.2 1500 1366 3793.8 

S.D. ( σ ) 911.28 461.52 761.80 1778.09 

CV % 44.38 30.77 55.77 46.87 

Source: Annual Reports of EBL, HBL, BOK and NABIL 

The above table illustrates the market value per share of selected commercial banks in 

secondary market. The common shares of selected banks are listed in Nepal Stock 

Exchange (NEPSE). The above market prices are the traded price of selected sample 

banks in the given year. Among the prices, the shares of NABIL are traded in higher 

price in the market. The average MPS of NABIL is Rs. 3793.8 per share. On the other 

hand, the shares of BOK are traded in lower among the 4 selected banks. The average 

MPS of BOK is Rs. 1366 per share. 

The average MPS of EBL is Rs. 2053.2. The market price of shares of EBL is 

increasing every year, except for the year 2064/65. The MPS of EBL is decreased in the 

year 2064/65 to 2065/66. The highest price given for the shares of EBL is in the year 

2064/65, which is Rs. 3132 per share. So as the lowest is in the year 2061/62, that is 

Rs. 870 per share. The standard deviation of MPS of EBL is 911.28 and coefficient of 

variation of MPS of EBL is 44.38%. It shows there are some variations in the market 

price of EBL. 
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The average market price per share of HBL is Rs. 1500 per share. The MPS of HBL has 

increased for from 2061/62 to 2064/65. But it has decreased in the year 2065/66. The 

highest bided price for share of HBL in NEPSE is Rs. 1980 in the year 2064/65 and the 

lowest bided price for share of HBL is Rs. 920 in the fiscal year 2061/62. The standard 

deviation of MPS of HBL is 461.52. The CV of MPS of HBL is 30.77%. The variation in 

the price of HBL is very lesser. It means that the price of HBL is not so much scattered. 

The average market price per share of BOK is Rs. 1366 per share. The market price per 

share of BOK traded in NEPSE is in increasing trend from the year 2061 to 2065. But 

the price of share has decreased in the FY 2065/66. The highest bided price for the 

shares of BOK is Rs. 2350 in the year 2064/65. The lowest bided price for the shares of 

BOK is Rs. 430 in the year 2061/62. The standard deviation of MPS of BOK is 761.80 

and the coefficient of variation of MPS of BOK is 55.77%. The CV of 55.77% indicates 

that there is more fluctuation in the market price of BOK. 

The average MPS of NABIL is Rs. 3793.8 per share. The MPS of NABIL has been 

increasing every year leaving the previous fiscal year 2065/66. In the previous fiscal 

year the MPS of NABIL has decreased. The highest price bided for the shares of NABIL 

are in the year 2064/65 (Rs. 5275) but they are bided lowest in the year 2061/62 (Rs. 

1505). The standard deviation of MPS of NABIL is 1778.09 and the coefficient of 

variation is 46.87%. It shows there are some variations in the market price of NABIL. 

The data in the above table is represented as trend graph in below figure 4.3; 
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Figure 4.3 
Market Price Per Share 

 

From above analysis of market price of shares of selected sample banks it can be 

concluded that the shares of NABIL are getting higher price in the market than other 

banks in the study. The average MPS of NABIL is Rs. 3793.8 per share. The average 

MPS of BOK is lowest among 4 selected banks. The above table as well as the figure 

also indicates that the market prices of shares of all selected banks have decreased in 

the year 2065/66. The variation in the MPS is lesser in the case of HBL. It has only 

30.77% variation in the data.  

4.3.6 Net Worth Per Share Analysis 

Net worth per share is the value left for the shareholders after deducting the total 

liabilities from the total assets of the company. Net worth per share is the real value of 

any company. Because it will tell the actual condition of the company whether it has 

more value of assets or liabilities. 
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Table 4.5 
Net Worth Per Share 

Fiscal Year EBL HBL BOK NABIL 

2061/62 220 240 214 337 

2062/63 218 229 231 381 

2063/64 293 265 165 418 

2064/65 322 248 223 354 

2065/66 314 257 206 324 

Mean (  ) 273.4 247.8 207.8 362.8 

S.D. ( σ ) 50.78 14.10 25.70 37.51 

CV % 18.57 5.69 12.37 10.34 

Source: Annual Reports of EBL, HBL, BOK and NABIL 

The above table illustrates the net worth per share of the selected banks. Net worth per 

share is the value remained after deducting the total liabilities from the total assets. In 

the above table NABIL has maximum value of net worth, so as BOK has minimum value 

of net worth. 

The average NWPS of EBL is Rs. 273.4 per share. The NWPS data of EBL from 2061 

to 2066 are not so much constant. They are moving with some fluctuation. The higher 

NWPS value of EBL is Rs. 322 in 2064/65 and lowest value of NWPS is Rs. 218 in 

2062/63. The standard deviation of NWPS is 50.78 and the coefficient of variation is 

18.57%. 

The average NWPS of HBL is Rs. 247.8 per share. HBL has highest net worth value per 

share in the year 2063/64 (Rs. 265 per share). So as it has lowest net worth in the year 

20662/63 (Rs. 229 per share). The standard deviation of NWPS of HBL is 14.10 and the 

coefficient of variation is only 5.69%, which is lowest variation among other three 

sample banks. 
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The average net worth per share of BOK is Rs. 207.8 per share. BOK has lowest 

NWPS as Rs. 165 per share in the year 2063/64 and highest NWPS as Rs. 231 per 

share in the year 2062/63. The standard deviation of NWPS of BOK is 25.70 and the 

coefficient of variation is 12.37%. 

The average net worth per share of NABIL is Rs. 362.8 which is higher among other 

three selected sample banks. NWPS of NABIL is peak in the year 2063/64 (Rs. 418 per 

share) and dip in the year 2065/66 (Rs. 324 per share). The net worth per share of 

NABIL has not dropped down below Rs. 300 per share. The standard deviation of 

NWPS of NABIL is 37.51 and the coefficient of variation is 10.34%. 

The above tabulated data of net worth per share of selected sample banks are 

presented in the trend form in the figure below; 

Figure 4.4 
Net Worth Per Share 

 

From the above analysis of Net worth per share of selected sample banks, it can be 
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share. BOK has lower NWPS among selected sample banks, which is Rs. 207.8 per 

share in average. The standard deviation of HBL is lower and EBL is higher. The lower 

standard deviation of HBL has generated lower coefficient of variation as well. But the 

higher standard deviation of EBL has generated higher coefficient of variation. HBL has 

lowest CV as 5.69% and EBL has highest CV as 18.57%. That means the data of 

NWPS is more fluctuated in the case of EBL and less fluctuated in the case of HBL. 

4.3.7 Dividend Payout Ratio Analysis 

Dividend payout ratio indicates that what percentage actual earnings of a firm has been 

received by the ordinary shareholders. It is calculated by dividing the dividend per share 

to ordinary shareholders by the earning per share (EPS). The following table shows that 

dividend payout ratio of simple firms. 

Table 4.6 
Dividend Payout Ratio 

Fiscal Year EBL HBL BOK NABIL 

2061/62 0.00% 24.17% 49.83% 66.36% 

2062/63 39.82% 50.64% 41.22% 65.78% 

2063/64 12.75% 24.73% 45.98% 72.95% 

2064/65 21.78% 39.85% 3.52% 55.40% 

2065/66 30.00% 19.39% 13.48% 32.78% 

Mean (  ) 20.87% 31.75% 30.81% 58.65% 

S.D. ( σ ) 0.15 0.13 0.21 0.16 

CV % 73.64 41.12 67.81 26.88 

 
The above table illustrates the dividend payout ratio of the selected banks. Dividend 

payout ratio is the portion of earning distributed to the shareholders. The company may 

distribute its net earnings to shareholders either in the form of cash dividend or in form 
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of stock dividend (bonus shares). However, the company may retain the earning for the 

future investments. So, the dividend paid out of the earning is the dividend payout ratio. 

The dividend payout ratio of NABIL is better than other banks. The average DPR of 

NABIL is 59%. The average DPR of EBL is lowest among four sample banks, which is 

21%. 

The average DPR of EBL is 21%. The highest DPR of EBL is 40% in the FY 2062/63. 

So as the lowest DPR of EBL is 0% in the year 2061/62. The standard deviation of data 

of DPR is 0.15 and the coefficient of variation is 73.64%. This means there is very high 

fluctuation in the DPR of EBL. There is very less consistency in the dividend payout 

ratio of Everest Bank Limited. 

The average DPR of HBL is 32%. The DPR of HBL is higher in the year 2062/63 that is 

51%, and it is lower in the year 2065/66 that is 19% only. The standard deviation of 

DPR is 0.13 and the coefficient of variation is 41.12%. The CV of 41.12% indicates that 

there is some variation in the DPR of HBL. 

The average DPR of BOK is 31%. The DPR of BOK is higher in the year 2061/62 that is 

50%, and it is lower in the year 2064/65 that is only 4%. The standard deviation of DPR 

of BOK is 0.21 and the coefficient of variation is 67.81%, which means there is high 

fluctuation in the dividend payout ratio of BOK. 

The average DPR of NABIL is 59%. The dividend payout ratio of NABIL is very high 

among selected banks every year. NABIL has highest DPR in the year 2063/64 which is 

73% and the lowest DPR in the year 2065/66 which is 33%. The standard deviation of 

DPR of NABIL is 0.16 and the coefficient of variation of DPR of NABIL is 26.88%. This 

means there is less variation in the DPR of NABIL. The dividend payout ratio of NABIL 

is comparatively consistent among selected 4 sample banks. 

The dividend payout ratios of selected banks are presented below in the figure; 
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Figure 4.5 
Dividend Payout Ratio 

 

From the above analysis of dividend payout ratio, it can be concluded that the dividend 

payout ratio of NABIL is better than other banks. NABIL has been paying dividend to the 

shareholders regularly. That is the reason about NABIL has high dividend payout ratio 
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40% of earnings are retained for future investments. The DPR of EBL is lesser among 

selected sample banks. On average 21%, EBL distributes its earnings to the 

shareholders as dividend. The variation in the data to DPR of 4 sample banks shows 

less variation in the data of NABIL, and more variation in the data of EBL. 
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Price Earning Ratio is the ratio between market price per share and earning per share. 
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Table 4.7 
Price Earning Ratio 

Fiscal Year EBL HBL BOK NABIL 

2061/62 16.05 19.20 14.29 14.27 

2062/63 21.97 18.57 19.46 17.34 

2063/64 30.99 28.68 31.61 36.84 

2064/65 34.11 31.56 39.21 48.70 

2065/66 24.55 28.43 33.38 45.89 

Mean (  ) 25.53 25.29 27.59 32.61 

S.D. ( σ ) 7.19 5.98 10.34 15.99 

CV % 28.18 23.64 37.48 49.04 

 
The above table shows the price earning ratio of selected 4 sample banks under study. 

The table shows the average PE ratio of NABIL is better than other banks. NABIL has 

an average of 32.61 times PE ratio. This means the investors of NABIL are willing to 

pay Rs. 32.61in average for earning of Re. 1 by NABIL. The average PE ratios of rest 3 

banks are very close to each other ranging from 25.29 times to 27.59 times. 

The average PE ratio of EBL is 25.53 times. This means the market price of each share 

is 25.53 times of 1 rupee earning by EBL. The PE ratio of EBL is higher in 2064/65 

(34.11 times) and lower in 2061/62 (16.05 times). The PE ratio of EBL is in increasing 

trend except for the year 2065/66. The standard deviation of PE ratio of EBL is 7.19 and 

coefficient of variation is 28.18%. 

The average PE ratio of HBL is 25.29 times. The PE ratio of HBL is fluctuating. The 

higher PE ratio of HBL is 31.56 times in 2064/65 and lower PE ratio is 18.57 times in the 

year 2062/63. The standard deviation of PE ratio of HBL is 5.98 and the coefficient of 

variation is 23.64%. 
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The average PE ratio of BOK is 27.59 times. The PE ratios of BOK for five years of 

study have shown that they are increasing trend except the year 2065/66. The highest 

PE ratio of BOK is 39.21 times in the FY 2064/65 and lowest PE ratio is 14.29 times in 

the FY 2061/62. The standard deviation of PE ratios of BOK is 10.34 and the coefficient 

of variation is 37.48%. 

The average PE ratio of NABIL is 32.61 times. The PE ratio of NABIL is in increasing 

trend except for the FY 2065/66. The highest PE ratio of NABIL is 48.70 times in the 

year 2064/65. The lowest PE ratio of NABIL is 14.27 times in the year 2061/62. The 

standard deviation of PE ratio of NABIL is 15.99 and the coefficient of variation is 

49.04%. 

From above analysis of PE ratio, it can be concluded that in average, the PE ratio of 

NABIL is better among 4 selected banks and PE ratio of HBL is lesser among them. 

The variation in the PE ratios of selected banks for five years of observations shows 

that the PE ratio of NABIL is more diverged and PE ratio of HBL is less diverged. 

4.3.9 Dividend Yield Ratio Analysis 

Dividend yield is a percentage of dividends per share on market price per share. It 

shows that how much is the dividend per share on market price per share. 

Table 4.8 
Dividend Yield Ratio 

Fiscal Year EBL HBL BOK NABIL 

2061/62 0.00% 1.26% 3.49% 4.65% 

2062/63 1.81% 2.73% 2.12% 3.79% 

2063/64 0.41% 0.86% 1.45% 1.98% 

2064/65 0.64% 1.26% 0.09% 1.14% 

2065/66 1.22% 0.68% 0.40% 0.71% 

Mean (  ) 0.82% 1.36% 1.51% 2.46% 
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S.D. ( σ ) 0.01 0.01 0.01 0.02 

CV % 86.97 59.31 90.79 69.38 

 
The table presented above shows the ratio of dividend yield. This ratio expresses the 

percent of market price generated by the dividend per share distributed by the 

company. 

The average DY ratio of EBL is 0.82%. There is no uniformity in the dividend yield ratio 

of EBL. EBL has not paid cash dividend in the year 2061/62, so the dividend yield for 

that fiscal year is 0%. The DY ratio for the year 2062/63 is highest, i.e. 1.81%. The 

standard deviation of data is 0.01 and the coefficient of variation is 86.97%. The high 

coefficient of variation shows the high fluctuation of the data. 

The average dividend yield ratio of HBL is 1.36%. The dividend yield ratio of HBL is 

ranging from lowest 0.68% (FY 2065/66) to highest 2.73% (FY 2062/63). The standard 

deviation of DY ratio of HBL is 0.01 and the coefficient of variation is 59.31%. 

The average dividend yield ratio of BOK is 1.51%. The dividend yield ratio of BOK is 

decreasing from the year 2061/62 to 2064/65. The highest DY ratio of BOK is 3.49% is 

the FY 2061/62 and the lowest DY ratio is 0.09% in the FY 2064/65. The standard 

deviation of DY ratio of BOK is 0.01 and the coefficient of variation is 90.79%. This 

shows that the DY ratio of BOK is most varied among other selected commercial banks. 

The average dividend yield ratio of NABIL is 2.46%. The dividend yield ratio of NABIL is 

in decreasing trend every year. It has higher DY ratio in the year 2061/62 that is 4.65% 

and lower DY ratio in the year 2065/66 that is 0.71%. The standard deviation of DY ratio 

of NABIL is 0.02 and the coefficient of variation is 69.38%. 

From the analysis of dividend yield ratio of selected commercial banks, it can be 

concluded that NABIL has been paying higher dividend compare to the market price of 

its stock. On an average NABIL pays 2.46% of dividend on market price of share. The 
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dividend yield ratio is lowest for EBL (0.82%) among other commercial sample banks. 

The dividend yield ratio of BOK is most varied and that of HBL is less varied. 

4.3.10 Earning Yield Ratio Analysis 

It measures the earning in relation to market value of share. It gives some idea of how 

much an investor might get for his money. The share with higher earnings yield is worth 

buying. Earning yield is informative to compare the market share prices of stocks in the 

secondary market. 

Table 4.9 
Earning Yield Ratio 

Fiscal Year EBL HBL BOK NABIL 

2061/62 6.23% 5.21% 7.00% 7.01% 

2062/63 4.55% 5.39% 5.14% 5.77% 

2063/64 3.23% 3.49% 3.16% 2.71% 

2064/65 2.93% 3.17% 2.55% 2.05% 

2065/66 4.07% 3.52% 3.00% 2.18% 

Mean (  ) 4.20% 4.15% 4.17% 3.94% 

S.D. ( σ ) 0.01 0.01 0.02 0.02 

CV % 31.08 25.39 44.80 57.98 

 
The table presented above shows earning yield ratio of selected sample banks. Earning 

yield is the ratio of earning and the market price of share. It shows the percent of market 

price of share generated by the earning of the company. 

The average earning yield ratio of EBL is 4.20%, which is highest among the selected 

sample commercial banks. The earning yield ratio of EBL is in decreasing trend except 

for the year 2065/66. EBL has highest EY ratio in the FY 2061/62 of 6.23% and the 
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lowest EY ratio in the FY 2064/65 of 2.93%. The standard deviation of EY ratio of EBL 

is 0.01 and coefficient of variation is 31.08%. 

The average earning yield ratio of HBL is 4.15%. The trend of earning yield of HBL is 

not so consistent. The highest earning yield of HBL is 5.39% in 2062/63 and the lowest 

earning yield is 3.17% in the year 2064/65. The standard deviation of EY ratio of HBL is 

0.01 and the coefficient of variation is 25.39%. The earning yield data of HBL is less 

varied than other compared sample banks. 

The average earning yield ratio of BOK is 4.17%. The earning yield of BOK is 7.00% in 

the FY 2061/62. But it has dropped down to 2.55% in between next three years. Then 

after, it has increased again to 3.00% in the year 2065/66. The standard deviation o EY 

ratio of BOK is 0.02 and the coefficient of variation is 44.80%. 

The average earning yield ratio of NABIL is 3.94%. The earning yield of NABIL is 7.01% 

in the FY 2061/62. But it has dropped down to 2.05% in between next three years. Then 

after, it has increased again to 2.18% in the year 2065/66. The standard deviation of 

NABIL is 0.02 and the coefficient of variation is 57.98%. The earning yield of NABIL is 

most fluctuated among other selected sample banks. 

From the analysis of earning yield ratio of four commercial banks, it can be concluded 

that EBL has highest earning yield on average and NABIL has the lowest among others. 

The standard deviations of earning yield data of all four banks are almost identical. The 

coefficient of variation of four sample banks shows that NABIL has most varied data and 

HBL has less varied data. 

4.3.11 Market Value to Book Value Ratio Analysis 

This ratio indicates the price that the market is paying for the share that is reported from 

the net worth of the banks. 
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Table 4.10 
Market Value to Book Value Ratio 

Fiscal Year EBL HBL BOK NABIL 

2061/62 3.955 3.833 2.009 4.466 

2062/63 6.326 4.803 3.680 5.879 

2063/64 8.294 6.566 8.333 12.081 

2064/65 9.727 7.984 10.538 14.901 

2065/66 7.818 6.848 8.859 15.120 

Mean (  ) 7.224 6.007 6.684 10.490 

S.D. ( σ ) 2.19 1.67 3.65 5.02 

CV % 30.37 27.73 54.55 47.90 

 
The above table illustrates the ratio of market value to book value of shares. This ratio  

The average market value to book value ratio of EBL is 7.224 times. The highest MV/BV 

ratio of EBL is 9.727 in the FY 2064/65 and the lowest is 3.955 in the FY 2061/62. The 

standard deviation of EBL is 2.19 and the coefficient of variation is 30.37%. 

The average market value to book value ratio of HBL is 6.007 times. HBL has acquired 

highest MV/BV ratio in the FY 2064/65 of 7.984 times and lowest MV/BV ratio in the FY 

2061/62 of 3.833 times. The standard deviation of HBL is 1.67 and coefficient of 

variation is 27.73%. The MV/BV of HBL is less varied compared to other three sample 

banks. 

The average market value to book value ratio of BOK is 6.684 times. BOK has highest 

MV/BV ratio in the year 2064/65 of 10.538 times and lowest MV/BV in the year 2061/62 

of 2.009 times. The standard deviation of BOK is 3.65 and the coefficient of variation of 

BOK is 54.55%. The MV/BV ratio of BOK is more fluctuated than other three banks as 

the coefficient of variation of BOK is highest among them. 
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The average market value to book value ratio of NABIL is 10.490 times, which is highest 

among other three sample banks. The market MV/BV ratio of NABIL has been 

increasing every year. NABIL’s highest MV/BV ratio is 15.120 times in the year 2065/66 

and lowest MV/BV ratio is 4.466 times in the year 2061/62. 

From the analysis of market value to book value ratio of selected sample banks, it can 

be concluded that NABIL’s shares have highest market value in compare to its book 

value of shares. So as HBL’s shares have lowest MV/BV ratio. As per the consistency, 

the MV/BV ratio of HBL seems consistent and MV/BV ratio of BOK is more inconsistent. 

4.4 Multiple Regression Analysis 

The multiple regression analysis has been done to illustrate the effect of certain 

variables on the dependent variable. According to some school of thoughts, dividend 

has some effect on market price of stock. So the regression models are made and 

analyzed to study the effect of some variables on dependent variable. 

The regression model introduced by Friend & Puckett is taken, and another two 

regression models are made for the study. So as the regression model introduced by 

Lintner is also taken and another regression model is made for the study. 

4.4.1 MPS on DPS, RE and Lagged PER 

This regression model is taken from Friend & Puckett’s Price Function Model. In this 

regression model, the price of common stock of firm in the market is taken as 

dependent variable. And the other independent variables which influence the market 

price of firm are dividend, retained earnings and lagged price earning ratio. Therefore 

the regression equation is; 

 MPSt = a + b1 DPSt + b2 REt + b3 PERt – 1 
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Using the above equation, the regression coefficient (a) and regression coefficients (b1, 

b2 and b3) are calculated along with coefficient of determination (R2), Standard error of 

estimate (SEE) and F-value. The calculated values are presented below; 

Table 4.11 
Multiple Regression Analysis of MPS on DPS, RE and LPER 
Regression Equation: MPSt = a + b1 DPSt + b2 REt + b3 PERt – 1 

Banks Regression 
Constant 

(a) 

Regression Coefficient (b)  
R 

 
R2 

 
SEE 

 
F 

 
Sig F 

b1 b2 b3 

EBL ‐1769.188 112.239 15.270 ‐16.506 0.939 0.882 625.947 2.493 0.429 

HBL ‐5386.700 210.107 18.641 ‐16.526 0.995 0.990 90.348 34.459 0.124 

BOK ‐3187.983 221.907 ‐76.348 48.047 0.930 0.864 561.490 2.121 0.458 

NABIL ‐5735.367 258.252 2.362 46.052 0.997 0.994 277.438 54.433 0.099 

Source: Appendix I 

From above table, using the regression constant and regression coefficients, the 

regression equation for the sample banks can be written as; 

For EBL: MPSt = – 1769.188 + 112.239*DPSt + 15.270*REt + (– 16.506)*PERt – 1 

For HBL: MPSt = – 5386.7 + 210.107*DPSt + 18.641*REt + (– 16.526)*PERt – 1 

For BOK: MPSt = – 3187.983 + 221.907*DPSt + (– 76.348)*REt + 48.047*PERt – 1 

For NABIL: MPSt = – 5735.367 + 258.252*DPSt + 2.362*REt + 46.052*PERt – 1 

The above table represents the linear relationship of MPS with DPS, RE and lagged 

PER. The regression constant (a) is negative in all cases. The beta coefficient (b) of 

NABIL is positive for all independent variables, compared to other banks which have at 

least on beta coefficient is negative. 

From the table, it shows clearly that the one rupee increase in DPS of EBL leads to Rs. 

112.24 increase in MPS of EBL keeping other variables constant. The one rupee 

increase in RE gives Rs. 15.27 increase in MPS and one rupee increase in lagged PER 

gives decrease of Rs. 16.51 in MPS. 
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Since all beta coefficients of NABIL are positive, it will lead to increase the MPS of 

NABIL by every one rupee increase of every taken variable. 

The coefficients of determination (R2) of selected banks are 0.882, 0.990, 0.864 and 

0.994 respectively for EBL, HBL, BOK and NABIL. The standard error of estimate is 

lower in the case of HBL (90.348) and higher in the case of EBL (625.947). 

The F-statistics of EBL and BOK are 2.493 and 2.121 respectively which is very less in 

compare to the F-statistics of HBL and NABIL (34.459 and 54.433 respectively). The F-

statistics for regression of HBL and NABIL are significant at 5% level of significance, 

which signifies that the regression equation provides a statistically significant 

explanation of variation in MPS of HBL and NABIL. But the F-statistics of EBL and BOK 

are not significant at 5% level of significance. 

4.4.2 DPS on EPS, Lagged DPS and Lagged PER 

This regression model is taken from Friend & Puckett’s Dividend Function Model. In this 

regression model, the cash dividend distributed to stockholders of the firm is taken as 

dependent variable. The independent variables which will influence the dividend 

function are earning per share, lagged dividend per share and lagged price earning 

ratio. Therefore the regression equation is; 

DPSt = a + b1 EPSt + b2 DPSt – 1 + b3 PERt – 1 

Using the above equation, the regression coefficient (a) and regression coefficients (b1, 

b2 and b3) are calculated along with coefficient of determination (R2), Standard error of 

estimate (SEE) and F-value. The calculated values are presented below; 
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Table 4.12 
Multiple Regression Analysis of DPS on EPS, LDPS and LPER 

Regression Equation: DPSt = a + b1 EPSt + b2 DPSt – 1 + b3 PERt – 1 

 
Banks 

Regression 
Constant 

(a) 

Regression Coefficient 
(b) 

 
R 

 
R2 

 
SEE 

 
F 

 
Sig F 

 b1 b2 b3 

EBL ‐24.116 ‐1.319 ‐0.751 1.078 0.913 0.834 9.808 1.676 0.504 

HBL ‐100.883 ‐0.957 ‐0.976 2.694 0.995 0.990 1.689 31.992 0.129 

BOK 36.951 0.212 0.343 ‐0.726 0.776 0.602 9.503 0.505 0.746 

NABIL ‐36.171 ‐0.888 0.361 0.864 0.996 0.993 4.194 46.086 0.108 

Source: Appendix II 

From above table, the regression equation for the sample banks can be written as; 

For EBL: DPSt = – 24.116 + (– 1.319)*EPSt + (– 0.751)*DPSt – 1 + 1.078*PERt – 1 

For HBL: DPSt = – 100.883 + (– 0.957)*EPSt + (– 0.976)*DPSt – 1 + 2.694*PERt – 1 

For BOK: DPSt = 36.951 + 0.212*EPSt + 0.343*DPSt – 1 + (– 0.726)*PERt – 1 

For NABIL: DPSt = – 36.171 + (– 0.888)*EPSt + 0.361*DPSt – 1 + 0.864*PERt – 1 

The above table represents the linear relationship of DPS with EPS, lagged DPS and 

lagged PER. The regression constant (a) is negative for EBL, HBL and NABIL. But it is 

positive in case of BOK. For all four selected sample banks, at least one beta coefficient 

is negative. In case of EBL and HBL, two beta coefficients are negative. 

From the table, it shows clearly that the one rupee increase in EPS of EBL leads to Rs. 

1.319 decrease in DPS of EBL keeping other variables constant. The one rupee 

increase in lagged DPS gives Re. 0.751 decrease in DPS and one rupee increase in 

lagged PER gives increase of Rs. 1.078 in DPS. 

The coefficients of determination (R2) of selected banks are 0.834, 0.990, 0.602 and 

0.993 respectively for EBL, HBL, BOK and NABIL. The standard error of estimate is 

lower in the case of HBL (1.689) and higher in the case of EBL and BOK i.e. 9.808 and 

9.503 respectively. 



88 

 

The F-statistics of EBL and BOK are 1.676 and 0.505 respectively which is very less in 

compare to the F-statistics of HBL and NABIL (31.992 and 46.0863 respectively). The 

F-statistics for regression equation of dividend of HBL and NABIL are significant at 5% 

level of significance, which signifies that the regression equation provides a statistically 

significant explanation of variation in DPS of HBL and NABIL. But the F-statistics of EBL 

and BOK are not significant at 5% level of significance. 

4.4.3 DPS on EPS, Lagged DPS 

This regression model is taken from Lintner’s Model In this regression model for 

dividend for stockholders is taken as dependent variable. The independent variables 

which will influence the dependent variable are earning per share and lagged dividend 

per share. Therefore the regression equation is; 

 DPSt = a + b1 EPSt + b2 DPSt – 1  

Using the above equation, the regression coefficient (a) and regression coefficients (b1 

and b2) are calculated along with coefficient of determination (R2), Standard error of 

estimate (SEE) and F-value. The calculated values are presented below; 

Table 4.13 
Multiple Regression Analysis of DPS on EPS and LDPS 

Regression Equation: DPSt = a + b1 EPSt + b2 DPSt – 1 

Banks Regression 
Constant 

(a) 

Regression 
Coefficient (b) 

 
R 

 
R2 

 
SEE 

 
F 

 
Sig F 

b1 b2 

EBL ‐9.801 ‐0.752 0.492 0.898 0.806 7.492 4.167 0.194 

HBL ‐72.007 ‐0.815 1.778 0.820 0.673 6.728 2.056 0.327 

BOK 33.146 0.199 ‐0.501 0.773 0.597 6.766 1.479 0.403 

NABIL ‐108.381 0.224 1.375 0.858 0.736 17.970 2.793 0.264 

Source: Appendix III 
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From above table, the regression equation for the sample banks can be written as; 

For EBL: DPSt = – 9.801 + (– 0.752)*EPSt + 0.492*DPSt – 1 

For HBL: DPSt = – 72.007 + (– 0.815)*EPSt + 1.778*DPSt – 1 

For BOK: DPSt = 33.146 + 0.199*EPSt + (– 0.501)*DPSt – 1 

For NABIL: DPSt = – 108.381 + 0.224*EPSt + 1.375*DPSt – 1 

The above table represents the linear relationship of DPS with EPS, lagged DPS. The 

regression constant (a) is negative for EBL, HBL and NABIL. But it is positive in case of 

BOK. Among four selected banks, NABIL has both beta coefficients positive. But for 

other sample banks, at least one beta coefficient is negative.  

From the table, it shows clearly that the one rupee increase in EPS of EBL leads to Rs. 

9.801 decrease in DPS of EBL keeping other variables constant. The one rupee 

increase in lagged DPS gives Re. 0.752 decrease in DPS. 

The coefficients of determination (R2) of selected banks are 0.806, 0.673, 0.597 and 

0.736 respectively for EBL, HBL, BOK and NABIL. The standard error of estimate of 

NABIL is higher (17.970) in compare with other selected banks. EBL, HBL and BOK has 

SEE of 7.492, 6.728 and 6.766 respectively. The F-statistics of EBL, HBL, BOK and 

NABIL is 4.167, 2.056, 1.479 and 2.793 respectively. The significance F values of EBL, 

HBL, BOK and NABIL at 5% level of significance are 0.194, 0.327, 0.403 and 0.264 

respectively. That shows the F-statistic of EBL seems moderately significant than other 

banks at 5% level of significance. 

Taking view of Lintner’s model, the target payout ratio p and speed of adjustment b can 

be calculated using following process. 

DPS*t = pEPSt --------------------------- (i) 

DPSt – Dt – 1 = a + b (DPSt – DPSt – 1) + et 

The above equation can be expressed as; 

DPSt = a + b DPS*t + (1 – b) DPSt – 1 + et 

From equation (i), we can write; 

DPSt = a + bpEPSt + (1 – b) DPSt – 1 + et 
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So the coefficient given by EPSt will be equal to bp and coefficient given by DPSt – 1 will 

be equal to (1 – b). 

Here, p is the target payout ratio, b is the speed of adjustment and et is an error term. 

The regression equations made above are used and compared with Lintner’s model; 

following results are derived for p and b. 

Table 4.14 
Target Payout Ratio 

Banks bp 1 – b Speed of Adjustment
(b) 

Target Payout Ratio 
(p) 

EBL –0.752 0.492 0.508 –1.4803 
HBL –0.815 1.778 –0.778 1.0476 
BOK 0.199 –0.501 1.501 0.1326 

NABIL 0.224 1.375 –0.375 –0.5973 

The above table shows gives the target payout ratio for coming fiscal year for the 

commercial banks. On analyzing the above table of target payout, it can be said that 

HBL has to pay 104% of its earning to shareholders, so as BOK has to pay 13% to its 

shareholders in coming fiscal year. But the target payout ratio of EBL and NABIL is 

negative, which gives meaning that these banks should not pay dividend to its 

shareholders in coming years.  

4.5 Major Findings 

Some of the major findings initiated from above analysis of dividend and its various 

aspects are summarized and listed below; 

• The cash dividend distributed by NABIL very high in compare other three banks. Its 

average cash DPS is Rs. 70 on each share. But other banks are distributing on 

average only Rs 13 to Rs 18 on each share as dividend. The DPS of NABIL is more 

consistent than other banks. 
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• There is more inconsistency in the stock dividend distributed by the commercial 

banks. Except HBL, other three banks did not provide stock dividend to its 

shareholders in some years. Stock dividend of EBL is stable for last three years. The 

average SDPS of all banks is ranging from 20% to 26%. 

• The EPS of NABIL is higher among other three banks (i.e. Rs. 117.37). This shows 

NABIL is capable in earning reasonable profit. Leaving some fiscal years aside, the 

earnings of the commercial banks are in increasing trend. The EPS of EBL and BOK 

seems less consistent than other two banks. 

• The MPS of NABIL is very higher than other three banks. That is because its DPS, 

EPS is also very higher than other banks. The average MPS of HBL and BOK is 

comparatively lower than other two banks. It seems that the market price shares of 

all commercial banks have decreased in the year 2065/66. It might be due to political 

instability of the country and the improper regulations in that year regarding share 

market. 

• The net worth per share of NABIL is Rs. 362.8, which is higher among the sample 

banks. That means the worth of NABIL is maximum. On comparing BOK is less 

worthy. The NWPS of HBL is more consistent than other banks. It has only 5.69% of 

variation in the NWPS. 

• Dividend payout ratio of NABIL is more than 50% on average. But other banks have 

only 20% to 30% on average. That means NABIL is superior in distributing dividend 

out of its earnings. EBL has lower DPR than other three banks. 

• The price earning ratio of NABIL is higher. Its share price is 32 times on the earnings 

in the market, which means investors are giving more value to shares of NABIL for 

it’s every earning. It can be seen that NABIL has more variation in PE Ratio. 

• Dividend yield ratio of NABIL is 2.46% in average, which is high among other banks. 

Dividend yield of EBL is lower averaging only 0.82%. Earning yield ratio of EBL is 

4.20% in average, which is high among other banks. But the average earning yield 

of HBL and BOK is also around 4.15%. 
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• The market value to book value ratio of NABIL is higher than other banks. NABIL is 

getting 10.49 times value in the market in compare to its book value of share. But 

other banks are getting only 6 to 7 times of the book value. 

• From the regression analysis of MPS on DPS, RE and lagged PER the result is very 

mixed. In case of EBL and HBL, the increase in lagged PER will decrease the MPS. 

In case of BOK the increase in retained earnings will decrease MPS of that bank. 

But the case of NABIL is very positive. The every increase in independent variable 

will increase the MPS. The F-statistics for the regression is significant at 5% level of 

significance for NABIL and moderately significant for HBL. This indicates that the 

regression equation provides a statistically significant explanation of the variation in 

MPS of NABIL and HBL, while F-statistic is not significant at 5% level of significance 

in EBL and BOK. 

• From the regression analysis of DPS on EPS, lagged DPS and lagged PER the 

result is very inconsistent. At least one regression coefficient is negative for every 

sample commercial bank. That means at least one independent variable will 

decrease the DPS of the sample bank. Only BOK has positive regression constant in 

compare to negative regression constant of other three banks. The F-statistics for 

the regression is moderately significant at 5% level of significance for NABIL and 

HBL. This indicates that the regression equation provides a statistically significant 

explanation of the variation in DPS of NABIL and HBL, while F-statistic is not 

significant at 5% level of significance in EBL and BOK. 

• From the regression analysis of DPS on EPS and lagged DPS, regression constants 

of EBL, HBL and NABIL are negative, only BOK has positive regression constant. At 

least one regression coefficient given by EPS and lagged DPS is negative for EBL, 

HBL and BOK. But both regression coefficients are positive in case of NABIL. That 

means both EPS and lagged DPS will increase the DPS of NABIL. The F-statistics 

for the regression is moderately significant at 5% level of significance for EBL. This 

indicates that the regression equation provides a statistically significant explanation 

of the variation in DPS of EBL, but the F-statistic seems insignificant at 5% level of 

significance for HBL, BOK and NABIL. 
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• After analyzing the regression equation given by Lintner, the target payout ratios for 

the sample commercial banks are calculated using the regression equations of 

Lintner’s model. The results are very insignificant. The target payout ratio of EBL 

and NABIL is negative, which gives meaning that these banks should not pay 

dividend for some years. In case of BOK, it has to pay 13% of earning to the 

shareholders. But in case of HBL, it has to pay 104% of its earning to the 

shareholders, which means HBL has to pay whole earnings to the shareholders. 
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CHAPTER FIVE 
 

SUMMARY, CONCLUSIONS AND 

RECOMMENDATIONS 
 

5.1 Summary 

The real owners of any company are the equity shareholders. Equity shareholders are 

also known as the common shareholders. The common shareholders will get some gain 

on their investment, which is known as dividends. Company’s decision on distributing 

the dividend depends upon the dividend policy. Dividend policy gives the ratio of 

payments for the dividend and the retaining amount. Company may distribute its net 

earning as dividend or hold as retained earnings. 

Every investor expects a good return form his/her investment. An investor has mainly 

two gains; capital gain and dividend gain. If the dividend gain for the investment is 

regular and satisfying, then it is believed that the capital gain may be better. That means 

the market price of share will be better. Dividend is a periodic payment made by a 

company to its shareholders. When a company earns profit, that amount is either 

reinvested in the business (as retained earnings) or paid to the shareholders (as 

dividend). Dividend policy determines the division of earnings between payments to 

shareholders and reinvestment in the firm. Dividend policy is of great importance in the 

corporate firm because it affects the financial structure, the flow of fund, corporate 

liquidity and investors’ attitude towards the firm. The firm which assures more returns to 

the shareholders is taken as good firm in the share market. So every firm or company 

wants to be good in the market. 
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But in case of Nepalese share market, only some selected big companies are pay 

regular dividends. But other companies seem to be irregular in payment of the 

dividends. But still investors are holding their shares of those companies. Though the 

share market is very low, the investors are running for investment in new shares, which 

is very unexplainable. 

This research mainly aims at analyzing the dividend policies of selected commercial 

banks and identifies the regularity of dividend distribution of the commercial banks. Four 

commercial banks; Everest Bank Limited, Himalayan Bank Limited, Bank of Kathmandu 

Limited and Nabil Bank Limited are taken as sample banks to study dividend policy 

decision and other factors related to dividend. The study has been undertaken under 

last five fiscal years from 2061/62 to 2065/66. The available secondary data have been 

analyzed using various financial and statistical tools in this study. So, the reliability of 

the conclusions of this study is determined on the accuracy of secondary data 

5.2 Conclusion 

From the analysis of financial indicators, multiple regression equations, it can be 

concluded that the dividend policy of Nepalese commercial banks is very uncertain. 

There is no consistency in the dividend payout schemes of selected commercial banks. 

Banks are paying dividend without adopting any appropriate policy. Leaving NABIL 

aside, the other three banks has paid very low cash dividend to its shareholders. The 

banks are more focused on stock dividend rather than cash dividend. EBL, HBL and 

BOK are paying 20% to 30% of its earning to its shareholders, but NABIL is paying 

more than 55% on average to its shareholders. Taking the cash dividend, stock 

dividend and dividend payout ratio of NABIL as indicators, NABIL has highest market 

price compared to other banks. This can give conclusion that dividend payout has some 

effect on market price of the stock. The market value of commercial banks is very high 

in compare to its book value. Investors are paying 6 times to 10 times than book value 

for the stock of these commercial banks in the market. So, from the analysis of various 

financial indicators, NABIL has been giving more return to its shareholders than other 
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commercial banks in comparison. That’s why its market value is also higher than other 

commercial banks. 

After analyzing the regression models given by finance experts, the results are very 

inconsistent. Sometimes the result is in favor of the model, but the results are very 

insignificant. So, the models given by the finance experts may not give correct result to 

analyze the dividend policy and Nepalese stock market. 

Moreover, the dividend policy of Nepalese commercial banks is very uncertain and 

inconsistent. Commercial banks are focused on market image only, rather than focusing 

on the various financial indicators. So both commercial banks and investors need to be 

aware of market indicators. Commercial banks should exercise the dividend policy 

according to the earnings available in the firm, market conditions and other factors. So 

as investors also need to study the current value position of the firm before investing on 

any securities. 

5.3 Recommendation 

Based on major findings and conclusion drawn by the related study on dividend policy 

of commercial banks in Nepal, some recommendations are presented below, which may 

assist for the further applications on dividend policy subject matter. 

• The bank should consider the existing conditions and expectations of 

shareholders while distributing dividends so that it will meet the interests or 

expectations of the shareholders as far as possible. 

• Firms should have their clearly defined dividend policy i.e. stable dividend or 

constant pay out or low regular plus extras, which helps to determine the 

dividend amount. 

• There is lack of rules binding companies to pay dividend. The legal rule 

concerning dividend policy is needed for smooth growth of firm as well as 

national economy. The regulating acts are silent on these matters. Some firms 
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are not paying dividend to its shareholders, though there is profit. Those firms 

should be taken under legal rules. 

• The bank should study about the strategies to retain the ordinary investors so 

that shareholders will attract in new shares in future even the bank can't pay the 

dividend in some year. 

• Banks are advised to have target rate of return (earnings) and target payout ratio, 

which will help the banks to build good image in stock market and investors will 

be benefited on making investment decision. 

• Shareholders should be given option to choose between stock dividend and cash 

dividend instead of declaring stock or cash dividend arbitrary. For this dividend 

declaration should be proposed to the annual general meeting of shareholders 

for approval.  

• All the firms must accept one major fact that EPS is to be considered for 

determining dividend. The significant relationship of DPS with other variables in 

not so accurate. So, it is important to consider various factors rather than 

neglecting them while making dividend decision.  

• Each and every company should provide correct information regarding their 

activities and performance, so that investors can analyze the situation and invest 

their money in the best company.  

• The payment of dividend is highly fluctuating, which is neither static nor 

constantly growing. Such inconsistency and irregularity in the dividend may 

create more confusion and miss-conception. The investors’ attitude may impact 

the firm's market price per share adversely. So these banks are advised to follow 

either static or constantly growing dividend payment policy.  

• There is no clear-cut legal provision regarding dividend payments. So the 

government should act in favor of investors and should bind through such legal 

provisions or distinct rules so that the profit earning companies should distribute 

certain percent of their earnings as dividend. 
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APPENDIX I 
Multiple Regression Analysis of MPS on DPS, RE and LPER 

The Regression Equation is; MPSt = a + b1 DPSt + b2 REt + b3 PERt – 1 

Everest Bank Limited 

Regression Statistics  
Multiple R 0.939173381 
R2 0.882046639 
Adjusted R2 0.528187 
Standard Error 625.9474868 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 2929928.544 976642.8479 2.492642376 0.42853025 
Residual 1 391810.2562 391810.2562     
Total 4     
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐1769.188382 1750.81241 ‐1.010495683 0.496676591  
DPS 112.2390918 48.16406435 2.330349261 0.25805722  
RE 15.27031015 13.62929279 1.120403705 0.46388935  
LPER ‐16.50579727 34.06568861 ‐0.484528508 0.712760988  
 
Himalayan Bank Limited 

Regression Statistics  
Multiple R 0.995198076 
R2 0.99041921 
Adjusted R2 0.961677  
Standard Error 90.34839977 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 843837.1667 281279.0556 34.4585077 0.124427321 
Residual 1 8162.833342 8162.833342     
Total 4     
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐5386.700333 839.9508883 ‐6.413113443 0.09847543  
DPS 210.1066797 23.86743618 8.803068672 0.072009255  
RE 18.64132494 2.673336089 6.973057007 0.090678818  
LPER ‐16.52571124 5.996775955 ‐2.755765992 0.221606609  

 



 

Bank of Kathmandu Limited 

Regression Statistics  
Multiple R 0.929616899 
R2 0.864187578 
Adjusted R2 0.456750 
Standard Error 561.4898771 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 2006099.118 668699.706 2.121032242 0.458374936 
Residual 1 315270.8821 315270.8821     
Total 4     
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐3187.982962 7530.442228 ‐0.423346049 0.745053579  
DPS 221.9066786 364.9498748 0.608047006 0.652204804  
RE ‐76.3484738 182.9395976 ‐0.417342526 0.748301638  
LPER 48.04667138 158.9503977 0.302274622 0.813125171  

 

Nabil Bank Limited 

Regression Statistics  
Multiple R 0.996952116 
R2 0.993913522 
Adjusted R2 0.975654 
Standard Error 277.4378898 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 12569387.02 4189795.672 54.43287822 0.099232049 
Residual 1 76971.78268 76971.78268     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐5735.366605 1992.824401 ‐2.878009021 0.212893539  
DPS 258.2519507 52.03084916 4.963439092 0.126567462  
RE 2.362284186 4.937860086 0.478402414 0.715927055  
LPER 46.05154353 16.93730499 2.718941623 0.224366955  

 

 

  



 

APPENDIX II 
Multiple Regression Analysis of DPS on EPS, LDPS and LPER 

The Regression Equation is; DPSt = a + b1 EPSt + b2 DPSt – 1 + b3 PERt – 1 

Everest Bank Limited 

Regression Statistics  
Multiple R 0.913308898 
R2 0.834133143 
Adjusted R2  0.336533 
Standard Error 9.808301449 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 483.7972227 161.2657409 1.676310657 0.503834463
Residual 1 96.20277732 96.20277732     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐24.11577447 40.64515924 ‐0.59332464 0.65909222  
EPS ‐1.318579517 3.228710435 ‐0.408392002 0.75316987  
LDPS ‐0.751064548 0.500684475 ‐1.500075566 0.374319282  
LPER 1.078275583 1.459630387 0.738731937 0.594950378  
 
Himalayan Bank Limited 

Regression Statistics  
Multiple R 0.994830771 
R2 0.989688263 
Adjusted R2 0.958753 
Standard Error 1.689015757 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 273.8003458 91.26678192 31.99229053 0.129070753
Residual 1 2.852774228 2.852774228     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐100.8834459 12.79121615 ‐7.886931524 0.080289885  
EPS ‐0.95685926 0.172591164 ‐5.544080229 0.113607213  
LDPS ‐0.975633525 0.1187415 ‐8.216449398 0.077101927  
LPER 2.693631797 0.277791603 9.696591852 0.06542269  

 



 

Bank of Kathmandu Limited 

Regression Statistics  
Multiple R 0.776011877 
R2 0.602194433 
Adjusted R2  ‐0.591222 
Standard Error 9.503125289 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 136.7095297 45.56984325 0.504596954 0.746069596 
Residual 1 90.30939025 90.30939025     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept 36.95109183 38.33314844 0.963946175 0.511685657  
EPS 0.212066444 1.799124427 0.117872027 0.925304997  
LDPS 0.34303816 1.390326668 0.246732058 0.846001298  
LPER ‐0.72583268 1.950161473 ‐0.372191067 0.7731687  

 

Nabil Bank Limited 

Regression Statistics  
Multiple R 0.996403069 
R2 0.992819075 
Adjusted R2 0.971276 
Standard Error 4.194432667 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 3 2432.406735 810.8022449 46.08594405 0.107765478 
Residual 1 17.5932654 17.5932654     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐36.17149977 21.75215708 ‐1.662892542 0.344678804  
EPS ‐0.887553986 0.14852381 ‐5.975836362 0.105554307  
LDPS 0.361318874 0.132790509 2.720969119 0.224213261  
LPER 0.864137104 0.168742674 5.121034789 0.122769765  

 
 
  



 

APPENDIX III 
Multiple Regression Analysis of DPS on EPS and LDPS 

The Regression Equation is; DPSt = a + b1 EPSt + b2 DPSt – 1 

Everest Bank Limited 

Regression Statistics  
Multiple R 0.898036302 
R2 0.8064692 
Adjusted R2 0.612938 
Standard Error 7.49159075 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 2 467.7521361 233.876068 4.16713619 0.1935308 
Residual 2 112.2478639 56.12393197     
Total 4     
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐9.801427749 15.71818134 ‐0.623572634 0.64503849  
EPS ‐0.752393198 0.382415245 ‐1.967477001 0.299362712  
LDPS 0.491792032 0.199460828 2.465607092 0.245294134  
 
Himalayan Bank Limited 

Regression Statistics  
Multiple R 0.820206193 
R2 0.6727382 
Adjusted R2 0.345476 
Standard Error 6.728224063 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 2 186.1151219 93.05756095 2.055657578 0.3272618 
Residual 2 90.53799809 45.26899905     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐72.00705298 46.53843984 ‐1.547259711 0.365274934  
EPS ‐0.814866368 0.458687148 ‐1.776518856 0.326389999  
LDPS 1.778396523 0.88999011 1.998220546 0.295393964  

 



 

Bank of Kathmandu Limited 

Regression Statistics  
Multiple R 0.772442487 
R2 0.596667396 
Adjusted R2 0.193335 
Standard Error 6.766244608 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 2 135.4547878 67.7273939 1.479343325 0.403332604 
Residual 2 91.5641322 45.7820661     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept 33.14634764 14.72178775 2.251516474 0.266090723  
EPS 0.199196511 0.47433775 0.419946569 0.746891074  
LDPS ‐0.501192044 0.294472918 ‐1.701997068 0.338179508  

 

Nabil Bank Limited 

Regression Statistics  
Multiple R 0.85812808 
R2 0.736383802 
Adjusted R2 0.472768 
Standard Error 17.97024881 
Observations 5 
ANOVA 
Source df SS MS F Sig F 
Regression 2 1804.140315 902.0701577 2.793393609 0.263616198 
Residual 2 645.8596846 322.9298423     
Total 4         
 
Predictor Coefficients Standard Error t – Stat P-value  
Intercept ‐108.3813871 77.49058104 ‐1.398639495 0.395155885  
EPS 0.224006629 0.560333583 0.399773699 0.757886323  
LDPS 1.374771094 0.623399056 2.205282605 0.271024783  

 

 

 


