
DIVIDEND POLICY AND IT'S IMPACT

ON MARKET PRICE OF STOCK

Submitted to

Office of the Dean

Faculty of Management

Tribhuvan University

Submitted by

Susma Gyawali

Lumbini Banijya Campus

T.U. Regd. No.: 7-1-49-1276-2000

In partial fulfillment of the requirement for the Degree of Master of

Business Studies (MBS)

Butwal

March, 2010



RECOMMENDATION

This is to certify that the thesis

Submitted by

Susma Gyawali

Entitled

"Dividend Policy and its Impact on Market Price of Stock"

has been prepared as approved by the Department in the prescribed format of

faculty of management; this thesis is forward for examination.

Date: ……………

………………………………..
Krishna Gautam

(Thesis Supervisor)

………………………………..
Dr. Ishwor Gautam

(Head of the Department)

i



Viva-Voce Sheet

We have conducted the Viva-Voce examination of the thesis

Presented by

Susma Gyawali

Entitled

"Dividend Policy of and It's Impact on Market Price of Stock"

and found the thesis to be the original work of the student and written according to

prescribed format. We recommend the thesis to be accepted as partial fulfillment of

the requirements of Master's Degree in Business Studies (M.B.S)

Viva-Voce Committee

Head of Research Committee …………………....
Dr. Ishwor Gautam

Member (Thesis supervisor) ................................

Associate Prof. Krishna Gautam

Member (External Expert) …………………......

Date: ………………..

ii



DECLARATION

I hereby declare that the work reported in this thesis entitled DIVIDEND

POLICY AND IT'S IMPACT ON MARKET PRICE OF STOCK submitted to

Lumbini Banijya Campus, Faculty of Management, Tribhuvan University, is my

original work done in the form of partial fulfillment of the requirement for the

Master of Business Studies under the supervision of Mr. Krishna Gautam of

Lumbini Banijya Campus.

---------------------------

Susma Gyawali
T.U. Regd. No.: 7-1-49-1276-2000

iii



ACKNOWLEDGEMENT

As the partial fulfillment of the MBS degree, I have prepared this report. During the course, I

worked with sincerity, honesty and diligently, as far as possible. But beside my continual efforts,

I also got unforgettable support from different people and parties. I am extremely grateful and

overwhelmed by their support while completing my work.

My supervisor Mr. Krishna Gautam, Lecture of LBC had assisted me throughout the completion

of this thesis and therefore I am very much indebted with his contributions. His assistance for

this research work has been preferred to be very prudent and I would like to thank from the core

of my heart. There have been considerable helping hands from many others personalities of the

campus. In this regard, I would like thank campus Chief Dr. Ishwor Gautam for having assisted

to provide necessary suggestions during my research work.

I am thankful to Lecture Mr. Krishna Gautam and other staff member of LBC for helping me to

make final work more productive. The Liberians of the LBC will always be remembered for their

assistance to provide me necessary documents relevant to my thesis. I wish to express my sincere

thanks to all the staff members of NABIL and SCB Bank, Nepal stock exchange and security

board of Nepal that provided me necessary data and ideas required for this study. Similarly, I

would like to express debt of gratitude to my family members especially to my mom for her

continuous inspiration and support during the entire period of the study.  I would like to extend

my thanks to my friend Mr. Kapil Kafle for his inspiration and co-operation during the entire

period of thesis preparation.

I am thankful to Mr. Ramesh Chandra Ghimire for his kind support and Mr. Padam Ghimire for

providing me Computer and necessary equipments to make this look productive and

comprehensive. Finally, I am indebted to all associates who had contributed to make this thesis

complete.

Susma Gyawali

T.U. Regd. No. : 7-1-49-1276-2000

Lumbini Banijya Campus

Butwal, Rupandehi

iv



CONTENTS

CONTENTS Pages

Recommendation i

Viva-Voce Sheet ii

Declaration iii

Acknowledgements iv

List of Contents v

List of Tables /List of Figures vii

Abbreviation ix

CHAPTER-I (1-6)

INTRODUCTION 1

1.1 Background of the study 1

1.2 Focus of the Study 3

1.3 Statement of the problems 3

1.4 Objective of the Study 4

1.5 Signification of the Study 4

1.6 Limitation of the Study 5

1.7 Scheme of the Study 6

CHAPTER - II (7-44)

REVIEW OF LITERATURE

2.1 Theoretical Review 7

2.1.1 Forms of dividend 8

2.1.2 Theories of Dividend 9 2.1.3

Factors Influencing Dividend Policy 15

2.1.4 Legal Provisions Regarding Dividend Practices in Nepal 17

2.2 Review of Major Studies 19

2.3 Review of Research Works in Nepalese Perspective 32

2.4 Research Gap 44



CHAPTER-III (45-57)

RESEARCH METHODOLOGY

3.1 Concept 45

3.2 Research Design 45

3.3 Sources of Data Collection 47

3.4 Analysis of Data 47

3.4.1 Tools of Analysis 47

3.4.1.1 Financial Tools 48

3.4.1.2 Statistical Tools 49

3.4.2 Test of Hypothesis 55

CHAPTER - IV (58-104)

DATA PRESENTATION AND ANALYSIS

4.1 Analysis of Financial Indicators and Variables 58

4.1.1 Analysis of EPS 58

4.1.2 Analysis of DPS 61

4.1.3 Analysis of MPS 63

4.1.4 Analysis of DPR 66

4.1.5 Analysis of DYR 68

4.1.6 Analysis of P/E Ratio 70

4.1.7 Analysis of EYR 73

4.2 Analysis of Statistical Indicators and Variables 75

4.2.1 Correlation between EPS and DPS 75

4.2.2 Regression Analysis 80

4.2.3 Testing of Hypothesis 92

Major Finding 102

CHAPTER-V

SUMMARY, CONCLUSION AND RECOMMENDATION (105-108)

5.1 Summary 105

5.2 Conclusion 107

5.3 Recommendation & Suggestion 107



BIBLIOGRAPHY

Appendix

vi



LIST OF TABLES

Tables Page No.

Table No. 4.1. Analysis of EPS 59

Table No. 4.2. Analysis of DPS 61

Table No. 4.3. Analysis of MPS 63

Table No. 4.4. Analysis of DPR 66

Table No. 4.5. Analysis of DYR 68

Table No. 4.6. Analysis of P/E Ratio 71

Table No. 4.7. Analysis of EYR 73

Table No. 4.8. Correlation between EPS and DPS 75

Table No. 4.9. Correlation between last EPS and MPS 77

Table No. 4.10. Correlation between last DPS and MPS 79

Table No. 4.11. Regression of MPS on last DPS 81

Table No. 4.12. Regression of MPS on last EPS 84

Table No. 4.13. Regression of DPS on EPS 86

Table No. 4.14. Regression of MPS on last EPS and last DPS 89

Table No. 4.15. Result of t-test between the Banks 92

Table No. 4.16. Result of t-test between the manufacturing companies 93

Table No. 4.17. Result of t-test between the financial companies 94

Table No. 4.18. Pooled Average of DPS 95

Table No. 4.19. ANOVA of DPS 96

Table No. 4.20. Pooled Average of EPS 97

Table No. 4.21. ANOVA of EPS 98

Table No. 4.22. Pooled Average of DPR 98

Table No. 4.23. ANOVA of DPR 99

Table No. 4.24. Pooled Average of MPS 100

Table No. 4.25. ANOVA of MPS 101

vii



LIST OF FIGURE

Figures Page

Figure 2.1 EPS and DPS relationship under residual dividend policy 10

Figure 2.2 EPS and DPS relationship under constant dividend per share policy 13

Figure 2.3 EPS and DPS relationship under constant dividend payout ratio 14

Figure 4.1 Analysis of EPS 61

Figure 4.2 Analysis of DPS 63

Figure 4.3 Analysis of MPS 65

Figure 4.4 Analysis of DPR 68

Figure 4.5 Analysis of DYR 70

Figure 4.6 Analysis of P/E ratio 72

Figure 4.7 Analysis of Earning Yield Ratio (EYR) 75

viii



LIST ABBREVIATION

AFC - Annapurna Finance Company Limited

B.S. - Bikram Sambat

BNL - Bottlers Nepal Private Ltd.

Co. - Company

CV - Coefficient of Variation

d.f. - Degree of Freedom

DPR - Dividend Payout Ratio

DPS - Dividend Per Share

DYR - Dividend Yield Ratio

EFR - Required External Fund

EPS - Earning per Share

EYR - Earning Yield Ratio

FY - Fiscal Year

HMG - His Majesty's Government

HMG/N - His Majesty's Government, Nepal

KFC - Kathmandu Finance Company Limited

Ltd. - Limited

MANU - Manufacturing

MPS - Market Price Per Share

NABIL - Nepal Arab Bank Limited

NEPSE - Nepal Stock Exchange

NRB - Nepal Rastra Bank

P/E Ratio - Price Earning Ratio

PE - Probable Error

Rs. - Rupees

SCBNL - Standard Chartered Bank Limited, Nepal

SD - Standard Deviation

SEBO/N - Security Exchange Board, Nepal

UNL - Unilever Pvt. Ltd.

ix


