CHAPTER ONE

INTRODUCTION

1.1 Background of the study

Dividend is the portion of earning distributed to the shareholders by a
company. A company has three alternatives for distribution of earning to
its shareholders, they are Cash Dividend, Stock Dividend and Retention
of Earning to the company. Dividend policy is the process of selecting
any of the above mentioned alternatives for the distribution of earning.
Dividend policy involves the decision to pay out earning versus retaining

them for investment in the firm.

Payment of dividend affects the cash position of the company. A
company may decrease its dividend to investment in possible investment
opportunities. In this way, the firm’s dividend policy is closely related

with the firm’s investment and financing decisions.

Dividend policy is concerned with determining the proportion of firm’s
earning to be distributed in the form of cash dividend and proportion of
earning to be retained. Determining the part of earning to be distributed
as dividends is a key factor that leads the firm’s stockholders and
potential investors to determine the firm’s common stock value in the
market place. The firm should establish and implement effective dividend
policy that leads the firm to stockholder’s wealth maximization. (Paudel,
Baral, Gautam and Rana; 2006;237)

Determination of earning to be distributed as cash dividend affects the
value of firm’s common stock in to the stock market where as retention of

earning of the firm maximizes the wealth of shareholders Determining the



part of earning to be distributed as dividends is a key decision that affects

the value and provides cushion for possible risks, the firm may face.

Dividend payout ratio of the company largely depends upon the liquidity
position and changing capital requirement of the company. If the liquidity
of the company is adequate, the firm may prefer to pay cash dividend
otherwise the firm may prefer stock dividend. Similarly, if the firm has
profitable investment opportunities it prefers to retain more amounts

reducing dividend payout ratio.

After the implementation of liberal economy in Nepal since 1990,
capitals for huge investment are being raised from primary security
market and secondary security market. Liberalization has put private
sector in mainstream of investment market and is the key investor in

security market.

In current Nepalese context, many business firms are running with the
funds generated from general public through stock market. Among them,
most of the banks and financial institutions are listed in stock exchange
and have grown themselves as major investment opportunities. At
present, 299 companies are listed with Nepa Stock Exchange Limited,
the only stock exchange in Nepa with total market capitalization of Rs.
145,998,373,980. Among them, 156 banks and financia institutions are
listed with Nepa Stock Exchange Limited with total market
capitalization of Rs. 76,773,784,400.00. Banks and financia institutions
have been seen as best investment opportunities as these companies are
making good profit in comparison to other sectors of investment. Banks
and financial institutions have raised capital from primary and secondary
market. Most of the commercia banks and financial institutions have sold
their share to general public are listed in security market. Although
recently operated commercial banks (Mega Bank Nepal Limited, Janta



Bank Nepal Limited, Century Bank Limited, Commerz and Trust Bank
Limited and Civil Bank Limited) haven’t gone to IPO and their shares are
not listed with NEPSE.

Dividend policy is the mgor decision of the firm. Mostly, dividend is
paid in cash to its shareholders. Dividend payment reduces the total
amount of interna financing. Consequently, it must be considered in
relation to the overall financial decision. "A commercial bank is a deder
of money and substitute for money, such as check or abill of exchange. It
also provides a variety of financial services' (The Encyclopedia of
Britannic; 1985; 600)

"By adividend policy, we mean some kind of consistent approach to the
distribution versus retention decision rather than making the decision on
purely ad - hoc basis from period to period" (Pearson, Charles and
Gordon; 1972;405)

The dividend payout ratio obviously depends on the way earnings are
measured but net earning may not confirm and may not be an
approximate measure of the ability of the firm to pay dividend. So, what
and how much it is desirable to pay dividend is aways a controversial

topic because shareholders expect higher dividend.

"The objective of a dividend policy should be to maximize shareholder’s
return so that the value of their investment is maximized. Shareholders
return consists of two components: dividend and capital gain. Dividend
policy has direct influence on these two components of return” (Pandey;
1999)

In a capital structure decision, each and every firm can obtain additional
fund by issuing new equity and retention of the earnings. So after

measuring the firm's profit, there is further problem of what amount of



these profits should be distributed in terms of dividend. It is a big
financia decision because the firm has to choose one between the
distribution of profit to the shareholders or retaining it to finance the
business. Different firms adopt different approaches to distribute
dividend. In order to maximize the shareholders wealth, the firm should
use a large amount of profit for the payment of dividend. But since the
firm's objective is the expansion of its business, the firm retains profit to

finance in investment programs.

Dividends are distributed out of profits. The aternative to the payment of
dividend is the retention of earnings / profits. The retained earnings
congtitute an easlly accessible important source of financing the
investment requirement of firms. There is, thus, a type of reciproca
relationship between retained earnings and cash dividends. The larger the
retention, the lesser is the dividend and the smaller the retention, the
larger is the dividend. Thus, the aternative uses of net earning dividend
and retained earning are competitive and confliction (Khan and Jain;
1990; 35)

Dividend practice in Nepa had been started since implementation of
Company Act 2053, under its directives. Before implementation of liberal
economic policy since 1990 AD, most of the companies were government
owned and practice of Private and Limited Companies were not in
practice. Biratnangar Jute Mill, Juddha Match Factory and Nepal Bank
Limited being foremost companies of Nepal, they had started to transfer
their earning to the government as Dividend athough the amount was not
enough. The origina practice of Dividend was started in banking sector
since the establishment of Nabil Bank Limited, first private sector
commercia bank of Nepal.



The government enterprises have not been able to generate sufficient
earning as compared to the organizations that are established and
operated on public sector. For example two government owned banks,
Nepal Bank Limited and Rastriya Banijjaya Bank Limited are recording
loss since a long time and their reserve account are negative. Hence the
government is not receiving dividends from these banks for severa years.
Private banks and financia institutions are paying dividend in some
extend athough their dividend payment too are not as per the desire of
shareholders. Most of the companies are retaining their earning to meet
specific capital requirement as per the provision of Nepal Rastra Bank
(Central Bank of Nepal).

Dividend practice in Nepalese companies hasn’t been long and also banks
and financia institutions are still having problem for taking proper
dividend decision. The establishment of first joint venture bank (Nabil
Bank Limit in collaboration with Arab Bank Limited) in July 1984 and
first private sector commercial bank brought new trend, practice and
Investment opportunity for Nepalese investors. The trend of joint venture
in Nabil Bank Limited is followed by more six commercial banks and
two finance companies at present. The joint venture banks in Nepal have
brought new hope for productive mobilization of funds according to their

new trends of dividend.

The basic objectives of this study are to identify the dividend policies of

the five selected commercia banks.
1.2 Focus of the Study

Dividend is the maor decision which affects the value of firm. So the
study is based on dividend policy of the commercia banksin Nepal and
their impact on market price per share. Joint venture banks and their

dividend policies are focused for the study. There are 31 commercial



banks in Nepal and seven of them are joint venture banks at present.
Nepal Investment Bank Limited was established in 1986 as a joint
venture between Nepalese and French partners, although the bank is not a
joint venture bank at present as the French investors sold their shares to
Nepalese investors. Only five commercial banks established in joint
venture are chosen for the study. So the study analyzes the financial
statement of the sample banks and whether the dividend policy followed
by them does effect on market price per share and whether the policy is

relevant or not. The selected banks for the study are as follows.

» Standard Chartered Bank Nepal Limited(SCBNL)
» Everest Bank Limited (EBL)

» Himalayan Bank Limited (HBL)

» Nepal Investment Bank Limited (NIBL)

» Nepal SBI Bank Limited (NSBL)

1. Standard Chartered Bank Nepal Limited

Standard Chartered Bank Nepal Limited has been in operation in Nepal
since 1987 when it was initially registered as a joint- venture operation.
Today the Bank is an integral part of Standard Chartered Group having an
ownership of 75% in the company with 25% shares owned by the
Nepalese public. The Bank enjoys the status of the largest international
bank currently operating in Nepal.

With 18 points of representation, 23 ATMs across the country and with
more than 400 staff, Standard Chartered Bank Nepal Ltd, isin a position
to serve its customers through an extensive domestic network. In
addition, the global network of Standard Chartered Group gives the Bank
a unique opportunity to provide truly international banking services in
Nepal.



SCBNL had first distributed 10% cash dividend to its shareholders on
1989 AD out of the profit of Fiscal Year 1988/89. The bank has pad
dividend to the shareholders throughout the period of its operation.

2. Everest Bank Limited

Everest Bank Limited (EBL) started its operations in 1994 with a view
and objective of extending professionalized and efficient banking services
to various segments of the society in the kingdom of Nepal and thereby
contributes in the economic development of the country. The bank had
come into former operations from 18" October 1994(1% Kartik, 2051
B.S). EBL isajoint venture with Punjab National Bank (PNB), one of the
largest commercia banks in India having over 3700 branches and more
than 300 foreign correspondents around the globe. PNB has a century old
tradition of successful banking and is known for its financia strengths
and will laid down modern banking system and procedures. PNB is
providing the tough management services to EBL under the technical
services agreement signed between the two institutions. EBL, thus, has
advantages of the banking expertise and financial strength of its partner,
currently with over 39 branches in various parts of the Kingdom of
Nepal.

EBL had first distributed 10% interim and 5% final cash dividend to its
shareholders on 1999 AD out of the profit of Fiscal Year 1998/99 after
this the bank is distributing cash dividend to its shareholders regularly.

3. Himalayan Bank Limited

Himalayan Bank Limited (HBL) was established in 1993 in joint venture
with Habib Bank Limited, one of the largest commercia bank of
Pakistan. It is the first commercia bank of Nepa with maximum
shareholding by the Nepaese private sector. Besides commercial

activities, the Bank also offersindustrial and merchant banking.



Despite the cut-throat competition in the Nepalese Banking sector, HBL
has been able to maintain alead in the primary banking activities with the
highest deposit base and loan portfolio amongst private sector banks and
extending guarantees to correspondent banks covering exposure of other
local banks under its credit standing with foreign correspondent banks.
Legacy of Himalayan lives on in an institution that's known throughout
Nepal for its innovative approaches to merchandising and customer
service.

HBL had first distributed 10% cash dividend to its shareholders on 1994
AD out of the profit of Fiscal Year 1993/94. The bank has paid dividend
to its shareholders throughout the years of its operation except during
1994/95 the bank hadn’t paid dividend.

4. Nepal Investment Bank Limited

Nepal Investment Bank Limited (NIBL), previously Nepa Indosuez
Bank Ltd., was established in 1986 as a joint venture between Nepalese
and French partners. The French partner (holding 50% of the capital of
NIBL) was Credit Agricole Indosuez, a subsidiary of one the largest
banking group in the world. With the decison of Credit Agricole
Indosuez to divest, a group of companies comprising of bankers,
professionals, industrialists and businessmen, has acquired on April 2002
the 50% shareholding of Credit Agricole Indosuez in Nepa Indosuez
Bank Ltd. The name of the bank has been changed to Nepal Investment
Bank Ltd. upon approval of bank’s Annual General Meeting, Nepal
Rastra Bank and Company Registrar’s office.

NIBL had first distributed 10% cash dividend to its shareholders on 1988
AD out of the profit of Fiscal Year 1987/88. The bank didn’t pay
dividend during fiscal years 2000/01 and 2001/02, except these years the

bank has paid good sum of dividend to its shareholders.



5. Nepal SBI Bank Limited

Nepal SBI Bank Limited (NSBL) is the first Indo-Nepal joint venture in
the financial sector sponsored by three ingtitutional promoters, namely
State Bank of India (SBI), Employee Provident Fund (EPF) and
Agriculture Development Bank Lit (ADBL) through a Memorandum of
Understanding signed on 17th July 1992. NSBL commenced operation
with effect from July 7, 1993. Under the Banks & Financia Institutions
Act, 2063, Nepal Rastra Bank granted fresh license to NSBL classifying
itasan "A" class licensed institution on April 26, 2006 under license No.
NRB/I.PraKa.7/062/63. ADBL divested its stake in the Bank by selling
its entire 5% promoter shares to SBI on 14th June, 2009. Consequently,
the Bank's corporate status has undergone change from its previous status
as a Joint-venture Bank to a Foreign Subsidiary Bank of SBI. Presently
fifty five percent of the total share capital of the Bank is held by the SBI,
fifteen percent is held by the EPF and thirty percent is held by the general
public. The services provided by Nepal SBlI Bank Limited include
deposits, remittances, various types of loan facilities, letter of credit, bank
guarantees, retaill financing (house loans, vehicle loans and education
loan), ATM facility, 365 days banking etc.

NSBL had first distributed 20% cash dividend to its shareholders on 1996
AD out of the profit of Fiscal Year 1995/96. The bank has high
fluctuation in payment of dividend, the bank didn’t paid dividend during
fiscal years 1999/2000, 2000/01, 2001/02, 2003/04 and 2007/08.

1.3 Statement of the Problem

The problem towards which this study was directed is; dividend policy is
not straight forward and simple aspect of corporate finance, it is more
technical area of finance in the sense that it is a complex one having

numerous implications for the firm. But Nepalese Commercial Bank has



not satisfactory result about dividend decision. Different government
rules and regulations are the main factors. But there is no limit to the
identification of the problem about dividend policy that is visible in
Nepalese Commercial bank. In this context, researcher has find out

following problems existing in this study:

» What are the prevailing dividend policies of sample banks?

» Doesthe dividend policy affect the market price of the sharein
related commercial banks?

> Arethe banks able to pay return to itsinvestors?
> Isthere any uniformity among the banks in dividend distribution?

» What is the relationship of dividend with earning per share and
market price of the share in selected commercia banks?

1.4 Objectives of the Study

The main objective of this study is to examine the dividend policies of
selected banks and the effect of their dividend policy into the market
price of their share. Dividend decision is a manageria perspective and
each firm adopts dividend policy as per their portfolio, stake holder’s
requirements and their expansion opportunity. The aim of the study is
basically to analyze and evaluate the application of dividend decision in
the selected banks and the study focuses on the prevalent dividend polices
and to suggest the direction of future endeavor on share market in Nepal.
It focuses on the dividend practices of commercial banks& finance
companies with a view to suggest ways to maximize the shareholders
return, i.e. vaue of ther investment is maximized. Besides that, the

specific objectives of the study are as follows:

» To examine the dividend polices of selected banks.
» To analyze the effect of dividend on market price of the share.

» To examine the returns of the commercial banksto its investors.
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» To anayze the relationship between dividends per share (DPS),
earning per share (EPS) and market per share (MPS).

» To examine the relationship of dividend with other financia
variables of the selected commercial banks.

1.5 Rationale of the study

Getting more return from the limited source of investment is the essential
part for every investor while they seek to invest in different sector on
portfolio. Nowadays, people are very much attracted towards investment
in share for the purpose of getting higher return. So dividend policy has
become an effective way for attracting the large number of new investors,
retain present investors and to maintain goodwill and the desired
controlling position of the firm. Despite investor’s high expectation, there
are amost none of the firms adopting clear dividend policy in Nepal.
Therefore this study of the divided policy of the selected commercial
banks in Nepal may be rewarding.

The study is not only helpful to the researcher but the final outcome of
the study will prove to be a vauable tool for various concerned groups
like shareholders, banks, finance companies etc. The shareholders will be
able to know whether the dividend policy of the company where they
invested their money is relevant or not. They will also be able to know
the position of the company in the financial market. The banks & finance
companies will know the dividend practices followed by other banks.
They will also be able to compare their own dividend practices with those
of the banks chosen and find out whether they need to improve their
dividend policy or not. This research will also be useful to management
to point out the loopholes and suggest the remedies about the appropriate
dividend policy and also for stockbrokers, financial agencies, policy

makers and other interested person.
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It may be useful to government as well for policy making, controlling,
supervision and monitoring. Furthermore, students will able to study
about dividend policy and will be helpful as they can take it as reference
If they are doing the research in the similar topics. As mentioned above,

researchers can use it as areference for thar research.

Beside this, the research work may also help to assess trend and practice
of dividend policies followed by joint venture banks and it may aso

emphasi ze the return of foreign investment from Nepal ese market.
1.6 Limitations of the Study

There are limitations that weaken the generdizations — e.g. inadequate

coverage of industries, time constraint, reliability of statistical tools used

and other variables.

» The study is mainly conducted on the secondary data. So the result
depends on the reliability of secondary data.

» The study covers aperiod of five years (i.e. that is 2005/06 — 2009/10)

» There are many factors that affect dividend decisions and valuation of
the firm. However, only those factors related with dividend will be
considered in the study.

» Five joint venture commercial banks are taken as sample for this
study.

1.7 Organization of the Study
This study is divided in to five chapters.

Chapter One deds with the subject matter of the study. The outline of
the research is presented in the chapter. The whole research will be based
on the introduction chapter. It deals with introduction, background of

commercial banks, statement of the problem, objectives of the study,
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limitation of the study, significance of the study and organization of the
study.

Chapter Two deals with the review of literature. It includes a discussion
on the conceptua framework on dividend policy. It also includes review
of various studies (i.e. various books, journals & articles, master’s degree
thesis etc) related with dividend decision. It also includes maor studies

relating with dividend decision.

Chapter Three explains the Research methodology used to evaluate
dividend practices of commercial banks in Nepal. It consists of research
design, source of data, population and sample statistical tools and
financia tools.

Chapter Four isthe main part of the study which fulfills the objective of
the study by presenting data and analyzing them with the help of various
statistical tools as per methodology. In this chapter, descriptive anaysis
of the gathered data and information using statistical as well as financial
toolsis carried out. In this chapter, magjor findings of the study have been
conducted based on primary and secondary data.

Chapter Five includes the major findings and conclusion of the study.
This chapter deals with the summery and conclusion of the study and
gives recommendations for improvement in the dividend behavior of the
listed Banks.
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CHAPTER TWO

REVIEW OF LITERATURE

2.1 Conceptual Framework

In ssimple words, dividend refers to a portion of earning, which is
distributed to shareholders in return of their investment in share capital.
Dividend decision is very important decision of any firm. Thisis not only
important for the shareholders but also for the firm's internal growth.
Dividends are desirable from shareholder's point of view as it helps to
increase their current wealth. It is desirable from company's point of
view, as it helps in the growth of the firm. The Dividend policy
determines the amount of earnings to be distributed to the shareholders
and to be reinvested in the firm. Most Shareholders expect two forms of
return from the purchase of common stock. These are capital gain and
dividend. Capital gain may be defined as the profit resulting from the sale
of common stock. The shareholders expect an increase in the market
value of common stock over time. The shareholders expect, a some
point, a distribution of the firm's earnings in the form of dividend. From
matured and stable firm, most investors expect regular dividends to be
declared and paid on the common stock. Dividend is generally paid in
cash. Therefore it reduces the cash balance of the company. There is a
reciprocal relationship between retained earning and cash dividends. If
retained earning is kept more by the company less will be the dividend
and vice versa. It can also be paid in the form of bonus share, right share,
etc. Dividend policy affects the financial structure of the flow of funds,
corporate liquidity, and investors' attitudes. Thus, it is one of the central
decision area related to policies seeking to maximize the value of firm's

common stock.
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Conceptually speaking, the difference between Dividend and Dividend
policy is only of degree but not of kind itself. The Dividend policy affects
the over-al financing decisions of the firm.

“Dividend implies to the portion of earnings that is paid to the
shareholders while dividend policy refers to the guidelines that
management uses in establishing the portion of retained earnings and
remaining paid to the shareholders in the form of dividend.”
(Mathur;1979;297).

“The arguments of funds plugging back into the firms/companies in an
anaogy to the financial management's objective to increase the value of
the shareholders wealth or well being and that well being can be
measured by dividend received but more accurate measure is the market
value of the stock.” (William; 1973;156).

“Dividend refers to that portion of a firm’s net earning which is paid out
to the shareholders.” (Khan. and Jain; 1992;543).

“Dividend policy of the firm, thus, affects both the long term financing
and the wedlth of Shareholders. As a result, the firm's decision to pay
Dividends may be shaped by two possible view points.” (Pandey; 1999).

"The power to declare dividends is lodged in the board of directors
of the corporation. At a meeting of the board, in accordance with
the charter and corporate by-laws, the board passes a resolution
declaring the amount of dividend, the period which it covers, the
payable date, and the record date of ownership." (Cooke and Bomeli;
1967;180).

“Dividend is the residue left after meeting all obligations and
adjusting for retention of earnings and other provisions. Itis a

residue since shareholders get dividends only when there exists balance
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of earnings after paying fixed obligations such as operating expenses,

interest, provisions for depreciation, and setting.” (Van Horne; 2000).

"When we treat dividend policy as strictly afinancing decision, the
payment of cash dividends is a passive residual." (Van Horne;2000).

“Dividend payout of course reduces the amount of earnings retained in

the firm and affect the firm’s internal financing” (Sharma; 2001;334).

“The dividend policy should be optimal which balances the opposing

forces and maximizes stock price.” (Thapa and Gautam;2004;1).
2.1.1 Objectives Motives of Dividend declaration

Firms enjoy the funds of other shareholders. Investors also want their
funds to be utilized in productive sectors where the return will be higher.
The shareholders like to have fair return on their investment. So, dividend
Is one of widely used means of providing returns to shareholders. The

firms declare and provide dividend for following motives:
Increase Market Price of Share

Dividend scheme followed by the firm greatly affects the market price of
share. Stable dividend policy has a positive impact on the market price of
share. Shareholders are likely to pay a premium for a stock with a
relatively assured minimum stable dividend. The price of shares with
stable dividend is higher than that with fluctuating dividend. No firms or
shareholders would like to have lower share prices. Hence, one of the
motives of providing dividend is to maintain or increase the market value

of shares.
To Provide Fair Return to Shareholders

Shareholders are the owner of the firms. The firms must compensate them

in return for the use of their fund. The return paid by the firmis said to be
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fair, if it is higher than the return that could be earned if the investment
were made anywhere else. This motive is aso concerned with the market
price of share. It is the shareholders who pay extra amount for shares and
thereby increase the share price. If the firm is able to meet shareholders
expectation, the price of shares of such firm will never decline. Hence to
provide fair return to shareholders must be one of the motives of
providing Dividend.

To Be Competitivein the Market

There are various firms which are producing/providing similar products
and/or services. Only those firms can sustain in the market which can
compete other firms of similar nature. Similarly, the competition compels
the firms to pay dividend to shareholders. Non-payment of dividend may
have negative impact on share price and reputation of a firm, if its
competitive firms are providing dividend to their shareholders. Hence, the

firms pay dividend to be competitive in the market.

In addition to the above three motives, the firms could have severa
reasons of providing dividend. The firm prefers to pay dividend if it has
enough fund and no investment opportunities. The firms pay dividend to

foster its reputation in the market.
2.1.2 Typesof Dividends

Corporate firm chooses to make the payment of Dividends in view of its

objective, need and policies. Dividend can be paid in various forms.

"The type of dividend that corporations follow is partly a matter of
attitude of directors and partly a matter of the various circumstances and
financia constraints that bound corporate plans and policies' (Shrestha;
1980: 670).
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“Corporations need to follow various types of dividend in view of
the objectives and policies, which they implement.” (Thapa and
Gautam; 2004;9)

Different types of dividends, the firm may choose to pay is briefly
explained below:

Cash Dividend

Cash dividend is proportion of earning paid in cash to the shareholdersin
proportion to their shareholdings. The cash account and the reserve
account of a Company reduce thereby reducing the total assets and the net
worth of the company. The market price of share drops in most case by
the amount of cash dividend distributed. The firm has to maintain
adequate balance of cash for the payment of cash dividend otherwise
funds to be borrowed for this purpose may be difficult. Cash planning is
useful for the company paying stable dividend. So the companies should
wisely make decisions regarding payment of cash dividend. The market
price of the share drops in most cases by the amount of the cash dividend
distributed. (Hastings, 1996;370)

Stock Dividend

A stock dividend is a payment in the form of additional share of stock
instead of cash. In other words it is the payment of dividend in the form
of stock proportionate to their shareholdings. Share is again provided to
the shareholders instead of cash as dividend. It is popularly known as
bonus share. Payment of stock dividend increases the number of
outstanding shares to the company. The bonus shares do not affect the
wealth of the shareholders. It is aso an indication of higher future profits
for the shareholders. The bonus share is aso advantageous to the

company as it conserves the cash of the company. “A stock dividend
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simply is the payment of additional stock to stockholders nothing more
than a recapitalization of the company; a stock holder’s proportional

ownership remains unchanged.” (Van Horne; 2000)
Stock Split and Rever se Split

Stock split is an accounting action to increase the number of shares
outstanding. Stock split increase the number of share and reduces the
price of share. Similarly, reverse split decreases the number of shares
outstanding. Both affect only the par value and the number of outstanding
shares and change the capital structure of the company. The equity capital

of the company is not changed.
Property Dividend

This dividend is adso known as liquidating dividend. This involves a
payment of assetsy property in any form other than cash. This form of
dividend may be used when there are assets that are no longer necessary
in operation of the business or in extraordinary circumstances. Companies
owned products and securities of subsidiaries are the examples that have

been paid as property dividend.
Bond Dividend

Bond dividend is the dividend which is distributed among the
shareholders of the company in the form of bonds. Bond dividends are
aways interest bearing. These are given when the company is unable to
take the burden of interest of loans. The bonds can be long term bonds.
Bond dividend helps to postpone the payment of cash. They are issued
rarely and are long term enough to fall beyond the current liability group.
The stockholders become secured creditors if the bond carries lien on
assets.
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Interim Dividend

Generally dividend is declared in the last of the financia year. This is
called regular dividend. If the dividend is declared before the end of the
financia year, it is called interim dividend.

Composite Dividend

If the dividend is paid partly in the form of cash and partly in the form of

property, then the dividend said to be composite dividend.
Optional Dividend

Instead of giving composite dividend company can give option to its
shareholders to take the dividend in cash or in property. The optional
dividend is, in fact, not akind of dividend but simply a choice of dividend
given to the shareholders to accept either cash or stock dividend. "If the
two are very nearly the same, as it often the case, the cash option may
be a convenience to the small shareholder, who thus avoids the case
and expense of selling either whole or fraction of shares he does not wish
to keep" (Waring; 1931; 404).

2.1.3 Dividend Policy

Dividend Policy refers to the issue of how much of the total profit afirm
should be paid to its stockholders and how much to retain for investment
so that the combined present and future benefits maximize the wealth of
stockholders. The Dividend Policy however not only specifies the amount

of dividend, but aso form of dividend payment procedure.

“In practice, net earnings may not conform and may not be an appropriate

measure of the ability of the firm to pay Dividends.” (Horne; 2000;305).
In general, Dividend Policy is concerned with the following matters:

- Amount of Dividend to be paid
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- The Policy outlines the basis to determine the amount of Dividend to be
paid.

- Form of Dividend

- Cash Dividend / Stock Dividend

- Payment Procedure

- Stock repurchases and stock splits

2.1.4 Typesof Dividend Policy

The Dividend amount paid out of profit, both from past and present, is
guided by the Dividend Policy, the firm follows. Generally, Dividend
Policy can be categorized as conservative, liberal, moderate and
progressive Dividend Policy. Whatever the Dividend Policy followed by
corporate firm, it is the concept that resolves the apparent conflict by
finding optimal Dividend payout that balance the need of the shareholders
for their current income and expected future growth of the corporate
firms so as to maximize the value of the firm. Within the framework of
types of Dividend Policy mentioned above, the corporate firm may

choose to follow any of the dividend policy mentioned below:
Regular and stable dividend policy

Regular and stable Dividend Policy is mostly used by most of the
corporate firms. It is based on maintaining fix annual cash dividend for
several years. It can be changed only when future earning looks
sufficiently strong and permanent to support a new higher level of
Dividends. Irrespective of fluctuations in earnings, Dividend per share
remains relatively stable unless payout ratio drops below minimum of
earning per share. The corporate firms that adopt regular and stable
Dividend Policy regard the payment of Dividend is an important variable
In the stock valuation process.
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Regular plusextradividend policy

The policy refers to the combination of regular dividend with the
payment of additional dividends whenever earnings are significantly
high. Under this policy, low level of dividend is set first and then extra
dividend in the time of final announcement of annual dividend is paid.
The policy is undertaken to give the shareholders the impression of
corporate firms' intention of paying regular Dividends. Corporate firm
pursuing this policy emphasizes on need to pay regular Dividends and at
the same time need to retain earnings to meet long-term financial

requirement.
Fixed payout policy

Corporate firms following fixed payout policy establish fix percentage of
profits that will be paid out each year as dividends. Dividend Payout
Ratio (DPR) relatively remains constant and may increase with the
increase in profit. Dividend per share fluctuates from year to year while it

may lead to erratic market prices for the corporate firms' stocks.
Earning based dividend policy

Corporate firms following this policy pay dividend based on a constant
payout ratio as long as level of earnings remain stable resulting constant
dividend per share. Corporate firm's increase the payout ratio if increase
in earning is found permanent and thus increase the dividend per share.
This policy is undertaken by the corporate firm with the objective of
giving impression to the shareholders that they are paid more dividends

as earnings increases.
2.1.5 Factors affecting Dividend Policy

There are various factors that affect dividend policy. Some factors have

positive impact on dividend policy and some have negative impact. “The
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financial manager must understand the various conflicting factors which
influence the dividend policy before deciding allocation of its company’s
earnings to dividend and retained earnings. Many considerations that may
affect a firm’s decision its dividend are as follows.” (Sharma; 2001;336-
337).

Legal rules

The dividend policy of the firm has to evolve with the legal framework
and restrictions. Certain legal rules may limit the amount of dividends a
firm may pay. These legal constraints fall into two categories. First,
statutory restrictions may prevent a company from paying dividends.
Second specific limitations, which is vary by state. Generaly a
corporation may not pay adividend at following conditions:

If thefirms liabilities exceed its assets.

If the amount of the dividend exceeds the accumulated profits or
retained earnings.

If the dividend is being paid from capital invested in the firm.
The second type of legal restriction is unique to each firm and results

from the restriction in debt and preferred stock contracts.

Liquidity position

The cash or liquidity portion of the firm influences its ability to pay
dividends. When the retained earning of the company isinvested in assets
then the company will not be in the position to pay dividend. So the

greater the overall liquidity of the company, the greater will be the ability
to pay the dividend.

Desire of shareholders

Shareholders may be interested either in dividend incomes or capita
gains. Wealthy shareholder in a high income tax bracket may be
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interested in capital gains as against current dividends. A retired and old
person, whose source of income is dividend, would like to get regular
dividend. In a corporation with relatively few stockholders, management
may be able to set dividends according to the preferences of its
stockholders. For example, assume that the majority of a firm’s
stockholders are in high marginal tax brackets. They probably favor a
policy of high earning retention, resulting in eventual price appreciation,
over a high payment policy. But in alarge corporation whose shares are
widely held, it is nearly impossible for a financial manager to take

individual shareholders’ preferences into account when setting dividend
policy.
Need to repay debt

When the company has to repay debt, then it can do nothing but retain the
earning instead of paying the dividend. After issuing the debt capital, it
must be refunded in maturity in order to retire debt, for this retention of
earning is essential. So in such a case, company cannot pay the dividend
to the shareholders.

Restrictionsin debt contracts

Restrictions in debt contracts may specify that dividends may be pad
only out of earnings generated after signing the loans agreement and only
when net working capital is above a specified precedence over common
stock dividend.

Asset expansion

When the firm is growing very rapidly, there is the need if expansion of
fixed assets for which fund is required. In such a case the firm prefers to

retain earning rather then paying. The growing firm needs large amount
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for further expansion then paying the dividend. So growth firms have low
payout rations.

Profit rate

The rate of return on assets determines the relative attractiveness of
paying out earning in the form of dividend to stockholder. If other things
remain same high profit ratesis the indicator of high dividend payout.

Stability of earning

The firm which has stable earning is able to pay higher rate of dividend
then those firms which do not have stable earning. The firm with stable
earning has approximately the same earning next year too. So they can
have high payout ratio. But other firms are not able to predict the next
year’s earning so they prefer to have low payout ratio and retain more

amount for coming year.
Tax position of stockholders

The tax postion of stockholders also affects dividend policy.
Corporations owned by largely taxpayers in high income tax brackets
tend toward lower dividend payout where as corporations owned by small
investors tend higher dividend payout.

Control

The existing controlling group wanting to continue their position wants to
retain more profit paying fewer dividends. If the company raises
additional fund selling new common stock, the chances of diluting the
control position will increase. Similarly on the other sides increasing loan
amount also increase the risk of existing shareholders because of these a

company can retain more profit paying less dividend.
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Accessto the Capital Markets

A firm's access to capital markets will be influenced by the age & size of
the firm. Therefore a large well established firm with record of
profitability and stability of earning has easy access to capital markets
and other forms of external financing. Easy accessibility to the capital
market provides flexibility to the management in paying dividend as well
as in meeting the corporate obligation. Thus a fast growing firm having
tight liquidity position will not face any difficulty in paying dividendsif it
has access to the capital market.

2.2 Review of Related International Studies

Linter’s study (1956)

Linter conducted a study in 1956 which is focused in the behavioral
aspect of dividend policy. He investigated dividend pattern of 28 different
companies of America and found that firms generally predetermines the
desired payout and tries to achieve it and rarely considers other factors.

The model developed from hisresearch is asfollows
* =P.EPS

D-De-1 =at+b (D*;-D¢-1) + €

Where,
*= Desired Dividend

EPS; = Earnings per Share

P=Targeted payout Ratio

a=Constant related to dividend growth

b=Adjustment factor relating to previous period’s dividend and desired
level of dividend (b>1)
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According to this study, firms generally prefer desired proportion of
earning to be paid as dividend. Investment opportunities of the firm 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.

Modigliani and Miller’s Study (1961)

The most comprehensive argument for the irrelevance of dividend has
been made by Frano Modigliani and Metro-Miller in 1961 A.D. They
argue that value of the firm depends on the income produced by the
assets, not on how this income is split between dividends and retained

earnings.

Professor Modigliani and Miller hold that investors are indifferent to
dividend and capital gains so dividends have no effect on the wealth of
stakeholders. According to them it is the investment policy of the firm
which increases earnings of firm and there by value of the firm. The
manner in which earnings are divided into dividends and retained
earnings does not affect this value. The assumptions of this study are as

follows:

a Perfect capital market in which all investors are rational.

b.  Anabsence of flotation costs on securitiesissued by the firm.
C. A world of no taxes.

d. A giveninvestment policy for the firm not subject to change.

e Perfect certainty by every investor as to future investments and

profits of the firm. (MM dropped this assumption later).

Modigliani and Miller provided following model to prove their theory
(Niraula; 2003;25-26).
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Market Value of Share

The market value of a share at the beginning of the period is defined as
equal to the present value of the dividend paid at the end of the period
plus the market price at the end of the period.

Symbolicaly,

1 :
Po= ——(D;+ Py) === [
0 1+Ke( 1 1) ()

Where,

Po= Market price of share at the beginning of the period.
D,=Dividend per share at the end of the period.

P,= Market price per share at the end of the period

Ke= Capitalization rate for the firm

If no new external financing exists the market value of firm can be
computed by multiplying both sides by the no of the outstanding shares as
follows:

_n(b, +h)

NP,
071K,

...................................... (ii)

Where,
n=No of outstanding shares.
New Shares

If retained earnings are not sufficient to finance the investment
opportunities, issuing new shares is the other alternative. Assuming that n
Is the number of newly issued equity share at the price of P1, the value of
firm at time O will be:

_nD, +R(N+M)-Mp,
1+K,

nP1
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Where,

N=No. of shares at the beginning

M= No of sharesissued at the end of the period.
Total Number of Shares

A firm can pay dividends and raise funds to undertake the optimum
investment policy. If the firm finances all investment opportunities either
by issue of new equity of retained earnings, the total number of new

shares can be computed on the following way:

MP;=I-(E- N Dy) ----=-=====mmmmmmmmmmmmmae (iv)

Where,

MP;= Amount obtained from the sale of new shares.

| = Amount required for new investment during the period.

E = Tota earnings during the period.

E - = Total dividend paid.

Substituting the value of MPL1 of the equation (iv) to equation (iii) we get,

_ NP +B(N+M)-1+E-ND,
1+K,

NP,

A firm which pays dividends will have to raise funds externally to finance
its investment plans. MM’s argue that dividend policy does not affect the
wedlth of shareholder, implies that when the firm pays dividends, its
advantage is offset by externa financing. This means that the terminal
value of the share at the first period if the holding period is one year
declines when the dividends are paid, the weath of the shareholders-
dividends + termina price unchanged. As a result the present value per

share after dividend and external financing is equal to the present value

29



per share before the payment of dividends. Thus the shareholders are
indifferent between payment of dividends and retention of earnings
(Gautam and Thapa; 2004;9.8-9.9).

Gordon’s Model (1962)

Myron J. Gordon conducted a research in 1962 regarding the interesting
approach relating the market value of the firm to dividend policy. He
holds that investors have a strong preference for present dividends to

future capital gains under the condition of uncertainty.

This is relevant theory similar to the Walter’s model. In this study, he
explained that “the investors prefer present dividend rather than future
capital gains.” According to him market value of a share is equal to the
present value of an infinite stream of dividends to be received by the
shareholders.

Gordon’s model is based on the following assumptions. (Pandey; 1999)
1. Thefirmisan al-equity firm.

2. No external financing is available consequently retained earnings
would be used to finance any expansion.

3. The interna rate of return (r) of the firm is constant. This ignores the

diminishing marginal efficiency of investment.

4. The appropriate discount rate (k) for the firm remains constant. Thus
Gordon’s model also ignores the effect of a change in the firm’s risk

class and its effect on k.
5. Thefirm and its stream of earnings are perpetual .
6. The corporate taxes do not exist.

7. The retention ratio (b) once decided upon is constant. Thus the growth

rate g=r, is constant forever.
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8. K > br =g. If this condition is not fulfilled, we cannot get meaning

value for the share.

According to Gordon’s dividend capitalization model, the market value of
the share is equal to the present value of an infinite stream of dividends to
be received by the share. Thus,

R , B Pn

T @Ky @rK,)? @+ K n

Po

Gordon has further developed the following equation for the computation

of market value of stock.

_ EPS(1-b)
°T (K, -br)
Where,

P = Market price per share

EPS = Earning Per Share

b = Retention ratio

Ke = Cost of capita

1-b = Payout Ratio

br = Growth rate

According to thismodel following facts are revealed

Growth Firm: In case of growth firm i.e. r >K,, share price tends to
decline in corresponding with increase in payout ratio or decrease in
retention ratio i.e. b. Therefore dividend and stock price are negatively
correlated in growth firm.
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Normal Firm: Firms having r=K. are referred as normal firm. In case of
normal firm share price remain constant regardless of change in dividend

policies.

Declining Firm: In case of declining firmi.e. r < K, show price tends to
rise in correspondence with raise in dividend payout ratio. It shows that
dividend and stock prices are positively correlated with each other in a

decline firm.

In this way Walter’s conclusion about dividend policy are similar to the
conclusion of Gordon’s model. This is due to similarities in assumptions,
but the assumptions of this model are far from the reality. Therefore their

models are called relevance theory in the literature of finance.
Van Horneand Mc- Doland’s study (1971)

Van Horne and Mc-Donad conducted a more comprehensive study in
dividend policy and new equity financing. The main objective of the
study is to highlight the combined effect of dividend policy and new
equity financing decision on the market value of the firm’s common
stocks. For the purpose of study two industries viz.86 electric utility firms
included on the computing utility database and 39 firms in the electronics
and their electric component industries listed on the computing industrial
data tape in 1968 were selected. They employee-regresson model for
electric utilities and one regression model for electronic components
industry are (Chitrakar; 2004;23-24).

First model was:
Py/Eg= ao + & (g)+& (Do / Eg)+a’(lev)+u
Where,

Po/Eo=Closing market price in 1968 dividend by average EPS for 1967
and 1968.
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G=Expected growth rate measured by the compound annua rate of
growth per share for 1960 and through 1968

Do/Eg=Dividend payout measured by cash dividend in 1968 dividend by
earningsin 1968

Lev= Financia risk, measured by interest charges dividend by the
difference of operating revenue and operating expenses.

u = error term

PJd/Eo= a + al (g)+ a2(Dy / Ep)+ a3(lev)+ ad(Fa)+ ab(Fb)+ ab(Fc)+
ar’(Fd)+u

Where,

Fa, Fb, Fc and Fd are dummy variables corresponding to “new issue
ratio” (NIR).

It is noted that they had grouped the firms in five categories A, B, C, D
and E by NIR. For each firm the value of dummy variables representing
its NIR group is one and the values of remaining dummy variables are

Z€exo.

Again, they tested the following equation for electronics components
industry.

Py/Eq= & + al (g)+82(Dy/Eq)+ a(lev)+ &'(or) +u
Where,

Lev =Financia leverage measured by long term debt plus preferred stock
dividend bye net worth of the end of 1968.

or = operating risk, measured by the standard error for the regression of
operating earnings per share on time for 1960 through 1968 and rest are
asin first model above.
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By using different methodology, they compared the results obtained for
firms which both pay dividends and engage in new equity financing with
other firms in an industry sample. They concluded that for electric utility
firm in 1968, share value is not adversely affected by the new equity
financing in the presence of cash dividend, except for those firms in the
highest new issue group and it makes new equity a more costly form of

financing than the retention of earnings.
Deepak Chawla and G. Srinivasan’s study (1987)

Chawla and Srinivasan studied the impact of dividend and retention on
share price. They took 18 chemica and 13 sugar companies and
estimated cross section relationship for the year 1969 and 1973. The
required data were collected from the official directory of Bombay stock
exchange. The basic objectives of the study were (Chawla and
Srinivasan; 1984, 137-140).

To estimate a model to explain the share price, dividend and retained

earning relationship.

To test the divided, retained earning hypothesis.

To examine the structura changesin the estimated relations overtime.
1. Price function,

P.=[D:.R;. (PIE)]

2. Dividend supply function

D: = [E, D-1, (PIE)-1]

3. Identify

E=D:+R
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Where,

P = Market price per share

D = Dividend per share.

R= retained earnings per share

E=Earning per share

P/E=Deviation from the sample average of price earnings ratio
t = Subscript for time

They used two stage least square technique of estimation and in case of
chemical industry they found the estimated co-efficient have the correct
sign and co-coefficient of determination of all the equations was very
high. It implies that the stock price and dividend supply variation can be
explained by their independent variables. But in case of sugar industry
they found sign for retained earnings in negative. Finaly they concluded
that dividend hypothesis holds well in the chemical industry. Both
dividend and retained earnings significantly explain the variation in share

pricein chemical industry.
Walter’s Study (1996)

Professor James E. Walter conducted a research in 1966 regarding
dividend policies and a stock price argues that the choice of dividend
affects the value of the firm. According to him, firm’s cost of capital an
internal rate of return are the determining factors that decide upon the
dividend policy. The main point which he emphasized is that there is a
significance relationship between the interna rate of investment project
and market rate demanded by the investor. This study emphasized that
dividend policy can be used to maximize the wealth position of
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stockholders. Walter’s model is based on the following assumptions
(Panday; 1995;741).

1. The firm finances all investment through retained earnings i.e. debt or
new equity is not issued.

2. The firm’s internal rate of return (r) and cost of capital (k) are constant.

3. All earnings are either distributed as dividends or reinvested internally
immediately.

4. Beginning earnings and dividends never change. The values of the
earnings per share (EPS) and dividend per share (DPS) may changein
the model to determine results, but any given values EPS and DPS are

assumed to remain constant forever in determining a given values.

5. The firm has a very long or infinite life. Walter’s formula for

determining the market price per shareis asfollows:

_ DIV , 1(EPS-DIV)/K
K K

DIV +r(EPS- DIV)/K
K

Here,

P = Market price per share.

DIV = Dividend per share

EPS = Earnings per share

R = Internal rate of return (average)

K = Cost of capital or Capitalization rate

In Walter’s model, the optimum dividend policy depends on the

relationship between the firm’s interna rate of return, r and its cost of
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capital; k. Walter’s view on the optimum dividend payout ratio can be

summarized as follows:

Growth Firms: Firm having r > k may be referred as growth firm the
optimum payout ratio for a growth firm is zero. The market value per

share (P) increases as payout ratio declineswhen r > k.

Normal Firms. Firm having r=k may be referred as normal firm. There
IS NO unigue optimum payout ratio for a normal firm. One dividend policy
Is as good as other. The market value per share is not affected by the
payout ratio whenr = k.

Declining Firms. Firm having r < k may be referred as declining firm.
The optimum payout ratio for a declining firm is 100%. Market value per
share (P) increases as payout ratio increases when r < K.

Thus, according to Walter, when the firm is in growth stage, then
dividends are negatively correlated with stock price. In the declining firm,
dividends are positively correlated with stock price; there is no
relationship between dividend and stock prices in the normal firm. Thus,
dividend policy is afinancing decision when dividend policy is treated as
a financing decision the payment of cash dividend is a passive residual
(Ezra; 1963; 139-140).

2.3 Review of Journalsand Articles

In this regard there are very few articles published in Nepal in this
subject. The two major studies are reviewed as follows:

Shrestha (1981) has published an article, “Public Enterprises: Have They
Dividend Paying Ability?”” which gives short glimpse of the dividend
performance of some public enterprise of that timein Nepal.

Dr. Shrestha has highlighted following issuesin his article:
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HMG expects two things from the public enterprises.(i) They should be
In a position to pay minimum dividend and (ii) The public enterprises
should be self supporting in financial matters in future years to come but
none of these two objectives are achieved by the public enterprises.

One reason for this efficiency is caused by excessive government
interference in day-to-day affairs. On the other hand, high-ranking
officials of HMG appointed on directors of Board do nothing but simply
show their bureaucratic personalities. Bureaucracy has been the enemy of
efficiency and Lead Corporation to face losses. Losing corporations are

therefore not in position to pay dividend.

Another reason is the lack of self criticism and self-consciousness. The
lack of favorable leaders is one of the biggest constraints to institution
building. Moreover corporate leader like managers of corporations have
not been able to identify themselves regarding what they can contribute
as manager of corporations. So HMG must be in a position to drop a

financia target in corporate investment by imposing financial obligation.

The article point out irony of government biasness that government has
not allowed banks to follow an independent dividend policy and HMG is
focused to have pressurized on dividend payment in case of Nepal Bank
Ltd, regardless of profit. But it has let off Rastrya Bgjijya Bank from
dividend obligation in spite of considerable profit.

The improvements suggested are as follows:

1.  Adopt acriteria-guided policy to drain resources from corporations

through the medium of dividend payment.

2. Realization by managers about the cost of equity and dividend
obligation. If HMG wants to tap resources through dividend the
following criteria should be followed:
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3. Circulating the information to all the public enterprises about the

minimum rate of dividend.

4, Proper evaluation of public enterprises in term of capability of
paying dividend should be made through corporation coordination

committee.

5. Imposition of fixed rate of dividend by government to financially

sound public enterprises.

6. Specifying performance criteria such as profit target in terms of
emphasis, priorities, timing and plans. Developing a strategic plan
which is not just a statement of corporation aspiration but must be

done to convert the aspiration into reality.

1. Identification of corporation objectives in corporation Act,
company Act or speciad character so as to clarify the public
enterprise managers regarding their financial obligation to dividend
to HMG.

Pradhan (1993) has published an article, “A Comprehensive Study on
Sock Market Behavior in a Small Capital Market: A Case Study of
Nepal” based on the data collected from 17 enterprises form 1986-1990.

The followings were objectives of the study:-

To assess the stock market behavior in Nepal.

To examine the relationship of market equity. Market value of book
value, price earnings and dividend with liquidity, profitability, leverage,

assets turnover and interest coverage.
The employed equation was:
V:bo+blL|Q+b2L EV+b3EARN+b4TU RN+b5COV+U1

Where,
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The dependent variable V chosen for the study has been specified as

under:-

Market equity (ME)-Market Value of equity to its book value (MV/BV)
Price Earningsratio (P/E)

Dividend per shareto market price per share (DPS/MPYS)

Dividend per share to earnings per share (DPSEPS)

L1Q = Current Ratio (CR) or Quick Ratio (QR)

LEV = Long-time debt to total assets (LTD/TA) or Long-term debt to
total capitalization (LTD/TC)

EARN = Return on assets that is earning before tax to total assets
(EBT/TA) or earning before tax to net worth (EBT/NW)

TURN = Fixed assets turnover that is sales to average fixed assets (S'FA)
or total assets turnover that is salesto average total assets (S'TA)

COV = Interest coverage ratio that is earning before tax to interest.
U; = Error term.
Some findings of his study among otherswer e asfollows:

» Higher the earnings on stocks, larger the ratio of dividend per share

to market price per share.

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

» Poditive relationship between the dividend per share to market
price per share and inters coverage.

» Poditive relationship between dividend payout and liquidity.
» Positive relationship between dividend payout and profitability.

» Positive relationship between dividend payout and turn over ratios.
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» Poditive relationship between dividend payout and interest

coverage.

» Liquidity and leverage ratios are more variable for the stock paying

lower dividend.

» Earning, assets turnover and interest coverage are more variable for

the stock paying higher dividends.
2.4 Review of Previous Thesis

Prior to this thesis some students have conducted severa thesis work out
of them some studies are supported to be relevant for this study have been

reviewed in this section.

Katwal (2001), has carried out a research on “A Comparative Sudy Of
Dividend Policy in Commercial Bank” in 2001. The main objectives of

this study are:
1) To study the current practices of dividend policy in commercial banks.
i) To find out the impact of dividend on share prices.
1i1) To analyze the relationship of financials indicators.

Iv) To examine if there is any uniformity among DPS, EPS and DPR on

the six sample banks.

The methodology used in the study includes financial tools such as ratio
anaysis and statistical tools such as correlation co-efficient and probable

error. Secondary data are used for the analysis.
The major findings of this study are:

I)Average EPS and DPS for the period covered by the study of al
concerned banks are satisfactory.
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iAnalysis of coefficient of variance indicates that there is large

fluctuation in EPS and DPS and other are relatively more consistent.

11i)The analysis of DPR shows that none of the sample banks have

consistent dividend policy.

IV)The market value of shares in market in fluctuating in all sample

banks.

The most important decision is that no specific dividend payment strategy
is followed by these banks. Payment of cash dividend and stock dividend
are made without wise manageria decision due to unstable and adequate

dividend and unequal payout ratio.

Ghimire (2002), has conducted a research on the topic, “Dividend Policy
of Listed Companies with ref. to Banks, Finance and Insurance

Companies.”
The main objectives of hisstudy are:
1) To identify the dividend policy of different sample companies.

i) To identify the regularity of divided distribution of different listed

companies.

i) To identify the relationship between dividend policy and other
financia indicators.

v) To find out whether dividend policy affect the value of the firm or not.
vi) To analyze the relationship between DPS and MPS.

vii) To provide suggestion for the improvement of sample

companies dividend policy on the basis of findings.

The methodology used in the study includes financial tools such as ratio
anaysis and statistical tools such as correlation co-efficient and probable
error. Secondary data are used for the anaysis.
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The magjor findings:

1) The average dividend per share of the banks is satisfactory compared to

finance and insurance companies.

1) The average earning per share of the bank is also more satisfactory

than finance and insurance companies.

111)DPS of the finance companies are more fluctuating in comparison to
banks among them HBL has more fluctuation and NGBL being

consistent.

iv) Dividend yield of the finance and insurance are higher than

banks and more consistent too.

v) Banks are following aggressive dividend policy due to higher DPR
whereas finance and insurance companies implemented moderate
dividend policy.

Dhungel (2004), has conducted a study on “Dividend Policy of the
Commercial Banksin Nepal”.

The main objectives of hisresearch are;

1) To study whether the commercial banks are following the suitable

dividend policy or not.

i) To study whether the dividend policy affects the value of the firm or

not.

1) To compare the dividend policy followed by different commercial

banks chosen.

Iv) To study the relationship of dividend policy with various financial
indicators like EPS, DPS, MPS, DPR, Net worth, Net profit and book
value of share.

Major findings are:
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1) None of the sample banks are following suitable dividend policy
except SCBNL.

1) The regression analysis of DPS on MPS shows that increase in MPS
leads to decrease in DPS in all the sample banks except SCBNL.

Iii) Thereis positive relationship between EPS and MPS in al the banks
except in case of SBIBC.

Iv) Change in dividend per share affects the value of share differently in

different banks.

Budathoki (2006), has carried out a research on “Dividend Policy of the

Commercial Banks In Nepal.”” The main objectives of her research are:
1) To highlight the dividend practices of commercial banks.

i) To compare the dividend policy followed by different commercial
banks chosen.

Major findings are:

1) There is not fixed consistency between financia variable i.e. EPS,

MPS, DPS, DPR, P/E Ratio, EY and DY .

i) Dividend practices of all sample banks are neither stable nor
constantly growing. Haphazard way of distribution in growing trend is
observed.

i) Changes in DPS affect the market price per share differently in

different banks.

Shrestha (2006), has made a study with the title “Effect of Dividend
Policy on Market Price of the Sock of Nepalese Commercial Banks”
taking data through 2057-2061.

The main objectives are:



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

1) To analyze the variables such as profit, retained earning, growth rate
and other relevant variables to show relationship between the value and
other ingredients affecting it.

i) To anayze if there is any uniformity among DPS, EPS, MPS and
DPR in the sample firms and the relation between them.

Major findings are:

1) Market price per share of every financia institution has fluctuating

nature as indicated by standard deviation.

i) There is positive relationship between MPS and DPS and MPS and
EPSin case of NSBIL, SCBL, HBL, NBBL, NBL and BOKL.

1) Most of the financial institutions stock prices are highly depend in
fluctuations of EPS.

Iv) The customary strong EPS and relatively week lagged DPS effect in
DPSinal firms.

V) There is greater influence of DPS rather than EPS to MPS in al the
sample firms observed.

Kharel (2006), conducted her studies on “Dividend Policy of Commercial
Banks with respect to Nepal Arab Bank Ltd., Himalayan Bank Ltd and
Bank of Kathmandu. Ltd.” based on the data collected for the years from
2000/01 to 2004/05.

The main objectives are:
1) To analyzethe prevailing dividend practices of sample banks.

1) To analyze and evaluate the application of dividend decision in the
selected banks.
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1) To analyze the relationship of dividend with earning per share, net

worth, net profit, market price and book value per share.

Major findings are:

1) DPS of the commercial banks in average shows that there is no
regularity in dividend payment.

1) Banks should pay proper attention to enhance their percent of cash

dividend on paid up value.

1) From the regression analysis it can be conclude that a chance in DPS

affects the share price differently in different banks.
Iv) Payment ratio affects stock price differently in different banks.

Karki (2006), conducted a study on, “A Sudy on Dividend Policy in
Finance Companies”. The main objectives of the research are:

1) To analyze the dividend policy followed by Finance companies.

1) To compare the dividend paid by Annapurna Finance Company Ltd.
and Butwal Finance Ltd.

1i1) To examine the relationship between DPS with EPS, MPS and BPS.
Iv) To predict DPSin future years.
The major findings of Karki are as follows,

1) The shareholders of AFCL enjoyed higher DPS than those of BFL.
AFCL made more EPS than BFL. However, DPR of BFL is higher than
DPR of AFCL, which indicates that BFL has concentrated on attracting
new shareholders by distributing more portion of its earning while

AFCL focused on retaining earning for internal financing.

i) There is high positive relationship between DPS and EPS of AFCL
and the relationship is statistically significant. However, the relationship
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between DPS and EPS of BFL is postive but the relationship is
insignificant.

Iii) The correlations coefficient indicates that MPS increases with the
increase in DPS of each bank and the relationship is positively
significant.

IvV) The regression analysis indicates that the MPS of both banks are
highly dependent on the DPS and EPS of corresponding banks.

v) The trend analysis depicts that the DPS of AFCL in the fiscal year
2005/06 and 2006/07 will be Rs.12.76 and Rs.14.85 respectively,
whereas the DPS of BFL will be Rs.9.82 and Rs.10.15 in thefiscal year
2005/06 and 2006/07 respectively.

Khatiwada (2008), conducted a study on ““A comparative study of
Dividend policy in Nepal Investment Bank Ltd. and Sandard Chartered
Bank Ltd.”” The main objectives of the study are as follows:

1) To identify the dividend policy in SCBNL and NIBL.

i) To examine the relationship between earning and dividend
distribution.

Iii) To evaluate the impact of dividend on share price.
Iv) To examine the relationship of DPS with other financial indicators.
The major findings of Khatiwada are presented bel ow:

1) The shareholders of SCBNL recelved comparatively very high DPS
than the shareholders of NIBL. On average, SCBNL paid Rs.110 DPS,
whereas NIBL paid Rs.14.50 DPS.

1) SCBNL remained more successful than NIBL in generating earning
per share. On average, SCBNL earned Rs.155.84 per share, while NIBL
earned only Rs.50.54.
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1ii) The DPR of SCBNL is also very high compared to that of NIBL. The
average DPR of SCBNL is 70.59% and that of NIBL is 28.69%.

Iv) DPS has high influence on the price rise/fall of share. Both MPS and
BPS are highly dependent on the DPS of corresponding banks.

V) The prime objective to invest in bank is to earn dividend. About 78%
of the respondents stated that dividend is the most alluring factor in share

investment.

vi) There exists high correlation between DPS and EPS, DPS and MPS
and DPS and BPS of both banks.

Maharjan (2009), has made study on “Dividend policy of listed
commercial banks” based on the data of five years.

The main objectives of the study are listed below:
1) To analyze the dividend policy of the listed commercial banks.
1) To find out the impact of the dividend policy in the market.

Iii) To study the relationship of dividend policy with different other
financia indicators.

Major findings of Maharjan’s study are as follows:

1) Almost al banks have increasing EPS except NBBL and SCBNL has
the highest average EPS and lowest variation in EPS during review

period.

1) SCBNL have the highest amount of dividend paid per share while
NBBL have paid the least amount. NABIL bank has continuoudly pad
the dividend in the five year study period while in the case of other banks,

irregularity in paying dividends.
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2.5 Research Gap

There have been many national and international studies in the field of
dividend policy to date. All concepts and practices of foreign author’s
about the dividend practices are not used in our Nepalese dividend policy.
Those studies have tried to find out the relationship between dividend
policy and market price of the stock. But as the Nepal ese capital market is
in the early stage of development, the conclusion made by the
international studies may not be relevant in the Nepalese context. So it is
recommended to devote some efforts and think foreign model dividend
practices in Nepalese dividend Policy.

So far the Nepalese studies are concerned some studies like Pradhan’s,
Manandhar’s can be considered as landmark in the field of dividend
policy. But many more changes appear in the market in short time period
also. In Nepalese capital market also many changes are seen in last few
years. SO it is necessary to carry out a fresh study related to dividend
pattern of commercial banks of Nepal and their impact on market price of
shares. Basically we have carried out the study of joint venture

commercia banks operating in Nepal.

Thisis adistinct study form the previous studies in terms of sample, size
and methodology used. The study has covered only five commercia
banks operating in joint venture with foreign banks. Latest five years data
have been analyzed with due consideration of EPS, DPS, DPR and MPS.
In order to assess the impact of dividend on market price of share
available information from concerned banks were reviewed and analyzed.
Regression analysis has been done taking market price of share (MPS)
other variables like DPS, EPS and D/P ratio. Trend analysis of MPS, DPS
and EPS is also done which helps to predict the future of the banks. So it
is believed that this study is quite different.
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CHAPTER THREE

RESEARCH METHOLODOGY

3.1 Introduction

Research is the process of a systematic and in depth study or search of
any particular topic, subject or of investigation backed by the collection,
presentation and interpretation of relevant details or data. Research
methodology is a way to solve the research problem systematically .This
IS the steps, guidelines and tools used in the research by the researcher. It
considers the logic behind the methods used in the context of research
study and explains why particular method or technique is used. It
highlights about how the research problem has been defined, what data
have been collected, what particular method has been adopted, why the
hypothesis has been formulated etc. Really, it is one of the most
important parts of the research which provides outlines of the research

and also present method and process of entire research.
3.2 Resear ch Design

Research design is a plan, structure and strategy of investigation. It is
conceived so as to obtain answers to research questions and to control
variance. The main objective of this research work is to evaluate the
dividend policy of five commercial banks. First of al, information and
data are collected from different sources. Among them the important
information and data are selected. Then these data are arranged in useful
manner. After that, data are analyzed by using appropriate financial and
descriptive and analytical tools. In anaysis part, interpretation and

comments are also made wherever necessary.
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3.3 Population and Sample Selection

Population refers to the entire group of people, events or things of interest
that a researcher wishes to investigate. As this study is about Dividend
Policy of commercial banks, all 31 Commercial banks of Nepal are taken
into account as population. Out of the total population i.e. 31 banks, 5
joint venture commercial banks are taken for this study. These five banks
are the samples selected by using judgmental sample methods for this

research. The selected sample banks are:

1) Standard Chartered Bank Nepal Ltd (SCBNL)
i)  Everest Bank Limited (EBL)
i)  Himalayan Bank Limited (HBL)
Iv)  Nepal Investment Bank Limited (NIBL)
v)  Nepa SBI Bank Limited (NSBL)
3.4 Nature and Sour ces of data

The researcher can use two methods of data collection i.e. Primary and
Secondary data. Primary data are the data collected directly from the site.
It can be called as first hand data. Those data are very reliable if
researcher can reach the correct destination with required tools.
Secondary data are second hand data collected from different other
sources such as magazines, newspapers, journas, second persons, etc.
Here secondary data are used for the study. Secondary data are collected
from the respective commercial bank’s annual reports especially from
profit and loss accounts, balance sheet and other publications made by the
banks, which are the secondary data. Likewise, some other related
information is gathered from related banks and related agencies like
Nepal Rastra Bank, Nepal Stock Exchange Limited. Various data and
information are also collected from the journals, periodical bulletins,

magazines, newspapers and internet.
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3.5 Data Processing Techniques

After the necessary data has been collected, relevant facts and figure have
to be tabulated under the different headings. Such tables and formats are
to be interpreted and explained as required. Different tools and techniques
are used to interpret and explain the data. Scientific calculator and simple

microcomputer has been used to compute data.
3.6 Tools of Analysis

Various statistical and financial tools are used in this study. Wide
varieties of methodology have been applied according to the reliability
and consistency of data. Before using the analytical tools to compare the
result, the data containing in the financial statements have been grouped
and rearranged so as to make comparison easy. For the purpose of
anaysis the data of five years were taken as sample from 05/06 to 09/10.
The data are analyzed financially and statistically. The calculated results
are also tabulated under different heading for ease of reading, and then
they are compared with each other to interpret results. The financial tools
used here are ratios related to earning per share, dividend per share,
dividend yield, dividend payout ratio and the market price per share. The
statistical tools that are used are arithmetic mean, standard deviation,
coefficient of correlation, coefficient of determination, regression

eguation, and trend analysis.
3.6.1 Financial Tools

To evaluate the financial position and performance of any firm ratio is
used as a key tool of financial analysis. “Financial analysis is the process
of identifying the financial strength and weakness of the firm by properly
establishing relationship between the items of the balance sheet and profit

and loss account”. Financial analysis is the use of financial statements to
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analyze a company’s financial position and performance and to assess

future financial performance.
Earning Per Share (EPS)

Earning per share refers the rupee amount earned per share of common
stock outstanding. EPS is one of the most important financial indicators,
which measures the earning capacity of a firm. It measures the profit
available to the ordinary shareholders on a per share basis. The higher
earning indicates the better achievements of the profitability of the banks
by mobilizing their funds and vice versa. In other words, higher earning
per share denotes the strength and lower earning per share indicates the
weakness of the banks. EPS is caculated by dividing net income
available to the common stockholders by the total number of common

shares outstanding.

Net Profit after Taxes
Number of common stock outstanding

Earning Per Share =

Dividend Per Share (DPS):

Dividend per share indicates the rupee earnings actually distributed to
common stockholders per share held by them. It measures the dividend
distributed to each equity shareholders. The DPS simply shows the
portion of earning distributed to the shareholders on per share basis.
Generdly, the higher DPS creates positive attitude of the shareholders
toward the bank, which consequently helps to increase the market value
of the shares. And it also works as the indicator of better performance of
the bank management. It is defined as the result received by dividing the
total dividend distributed to equity shareholders by the total number of
equity shares outstanding.

Total Dividend Paid
Number of common stock outstanding

DPS=

53



Dividend payout ratio (D/P Ratio):

It is the portion of the earning used for the payment of dividend. The
dividend payout ratio is the earnings paid to the equity holders from the
earnings of afirm in a particular year. This ratio shows what percentage
of the profit is distributed as dividend and what percentage is retained as
reserve for the growth of the banks. In other words, the amount of
dividend that a bank pays depends upon the earning capacity of the bank.
Higher earning enhances the ability to pay more dividends and vice versa.
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. It isthe percentage of profit i.e. distributed
asdividend. It is calculated as follows:

Dividend per share (DPS)
Earning per share (EPS)

D/P Ratio =

Mar ket Price Per Share (MPS):

It reflects per unit price of the share traded in the market. MPS is
determined according to the demand and supply of share in the market. If
there is high demand it leads to the increase in MPS and if there is low
demand it leads to decrease in MPS. MPS also indicates the performance
of the firm. Firm with high MPS are regarded better and are thought to be

in good financial position.

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

Price- earning ratio is also called the earnings multiplier. Price- earning
ratio is the ratio of market price per share to earning per share. In other

words, this represents the amount which the investors are willing to pay
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for each rupee of the firm's earnings. It reflects the price currently paid by

the market for each rupees of currently reported earning per share.

The P/E ratio measures investor's expectation and market appraisal of the
performance of the firm. This is important to compare the market share
prices of different stocks given their earning per share. The higher P/E
ratio implies the high market share price of a stock given the earning per
share and the greater confidence of investor in the firm's future. Thisratio

Is computed by dividing Market per share by Earning per share. Thus,

Market PricePer Share
Earning Per Share

P/E Ratio =

Earning Yield (EY)

Earning yield is the percentage of earning per share to market price per
share in the stock market. In other words, it is afinancial ratio relating to
earning per share to the market share price a a particular time. It
measures the earning in relation to market value of the share. It gives
some idea that of how much an investor is earning 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. It is calculated as:

Earning Per Share

Earning Yield Ratio = _
Market PricePer Share

Dividend Yidd (DY)

Dividend yield is a percentage of dividends per share on market price per
share. It measures the dividend in relation to market value of share. So,
dividend yield is the dividend received by the investors as a percentage of
market prices per share in the stock market.
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This ratio highly influences the market price per share because a small
change in dividend per share can bring effective change in the market
value of the share. The share with higher dividend yields is worth buying.
Thus the price of higher dividend yields increases sharply in the market.
Dividend has important guidance to commit funds for the buying shares
In the secondary market. Thisratio is calculated by dividing dividend per
share by market price of the stock.

Dividend Yield Ratio = _2'Vidend Per Share
Market PricePer Share

3.6.2 Statistical Tools

Statistical tools are the mathematical techniques used to analyze and
interpret performance. It is used to describe the relationship between
variables and interpret the result. Statistics is also used to test the
hypothesis that is set to know the information of population.

Mean (C)

The arithmetic mean or average is the sum of total values to the number
of observations in the sample. It represents the entire data which lies
almost between the two extremes. For this reason an average is frequently
referred to as a measure of central tendency. In thisstudy it isused in data

related to dividend of sample banks over five years. It is calculated as:

x =X
N
Where,
X = Mean value of Arithmetic Mean
N = Number of Observations
SX = Sum of observations.
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Standard Deviation (SD)

The measurement of the scatterness of the mass of figures in a series
about an average is known as dispersion. S.D. is an absolute measurement
of dispersion in which the drawbacks present in other measures of
dispersion are removed. The high amount of dispersion reflects high
standard deviation. The small standard deviation means the high degree
of homogeneity of the observations. In simple term high SD means very
less similarity in the values and low SD means high similarity among the
values. SD gives the accurate result between the values only if their mean
are same. In case of different mean, SD cannot be the accurate result. It is
calculated for selected dependent and independent variable specified. It is
the positive square root of mean squared deviation from the arithmetic
mean and is denoted by

. 2
Standard Deviation (S ) = alc-c)

Coefficient of Variation (CV)

CV reflects the relation between standard deviation and mean. The
relative measure of dispersion based on the standard deviation is known
as coefficient of standard deviation. The coefficient of dispersion based
on standard deviation multiplied by 100 is known as C.V. It is used for
comparing variability of two distributions. If the X be the arithmetic
mean and the standard deviation of the distribution, then the C.V. is
defined as,

Where,

S = Standard deviation
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X = sum of the observation

Less the CV more will be the uniformity; consistency and more the CV

less will be the uniformity and consistency.

Coefficient of Correlation (r)

Correlation Analysisis the statistical tools that we can use to describe the
degree to which one variable is linearly related to another. Coefficient of
Correlation is the measurement of the degree of positive and negative
relationship between two casually related sets of figures. Its value lies
somewhere ranging between -1 to +1. If both variables are constantly
changing in the similar direction, the value of coefficient will be +1
indicating perfect positive correlation. When the value coefficient will be
-1 two variables take place in opposite direction. The correlation is said to
be perfect negative. In this study, simple coefficient of correlation is used
to examine the relationship of different factors with dividend and other
variables. The data regarding dividend over different years are tabulated
and their relationship with each other are drawn out. In practical life, the
possibility of obtaining either perfect positive or perfect negative
correlation isvery rare.
NQXY-AAXAQY
r= 2 2
IN&X-(&X) NV -([&Y)

Coefficient of Determination (r2)

The coefficient of determination is the measure of the degree of linear
association or correlation between two or more independent variables. It
measures the percentage total variation in dependent variables explained

by independent variables. If r* has a zero value then, it indicates that there
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IS no correlation which means all the data points in scatter diagram fall
exactly on the regression line. If it has the value equal to one then it
indicates that there is perfect correlation and as such the regression lineis
the perfect estimator. But in most of the cases the value of r* will lie
somewhere between these two extremes of 1 and 0. One should
remember that r* close to one indicates a strong correlation between two

variables and r? near to zero means thereis little correlation.

Explained Variation
Total Variation

Coefficient of Determination (r°) =

or

1-Unexplained Variation

Coefficient of Determination () = shd
Total Variation

Regression Analysis

Regression anaysis is the development of the statistical model that can be
used to predict the values of variable. There are two types of variable in
regression analysis. The variable whose value is to be predicted is called
dependent variable and the variable which is used for prediction is called
independent variable. The dependent variable is based upon the value of

independent variable. The simple linear regression anaysis would be;
Y= at bx

Where,

Y isthe dependent variable

X isthe independent variable

Yi is the predicted value for observation | and X1 is the value of X for

observation I.
aisthe average value of Y when X equals zero.

b is the expected changein Y per unit changein X
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Probable Error (PE)

The Probable Error (PE) of correlation coefficient is an old measure of
testing of reliability of an observed correlation coefficient. The Probable
Error of the correlation coefficient is the basis for the interpretation of its

value.

PE is used in interpretation whether the calculated value of r is significant
or not.

1-r?

PE= 0.6745 x
Jn

Where,
r = correlation coefficient

n = number of pairs of observation
 If r <PEthanitisinsignificant or thereis no evidence of correlation.
 If r > 6PE than, it issignificant.
* If PE <r < 6PE than, nothing can be concluded.
Standard Error of Estimate (SEE)

The standard error of estimate measures the variability around the line of
regression. It also measures the accuracy of the estimated figures. The
lesser the value of SEE of estimate the better is the model fitted. If
standard error of estimate is Zero then there is no variation about the line
and the correlation will be perfect.

T- Statistics

To test the validity of our assumption, if sample size is less than or equal
to 30 ‘t’ test is used. For applying 't’ test in the context of small sample
Jfirst “t” value is calculated and compared with the table value of ‘t’ at a

certain level of significant for given degree of freedom . If the calculated
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value of ‘t’ exceeds the table value we know that the difference is
significant at 5% level. But if ‘t” value is less than the concerning table

value of the ‘t’ the different is not treated as significant.
Trend Analysis

Trend analysis or Time series analysis enables us to forecast the future
behavior of the variables under study, changes in the values of different
variables and past behavior of avariable. In the data related to time span,
there are three components of time series like secular trend or long term
fluctuation, short term or periodic variations and random or irregular
fluctuation, in this study, time series of loan disbursement and collection
are shown in the figures. The experts to deal with variants, which
changes, in value with time are, used time series. Variations of such
guantities are analyzed by presenting on the graphs.

Y =a+ bx

The above trend equation can be calculated using following two normal
eguations:

SY=na+bd X (1)
TSXY=a¥X+bSX?..oooiiinnn. (i)
Where,

Y = Variable

X =Time span
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CHAPTER FOUR
PRESENTATION AND ANALYSISOF DATA

The purpose of this chapter isto carry out secondary data analysis. In this
chapter, the relevant data and information regarding dividend policy of
commercial banks are presented and analyzed comparatively. The
financial as well as statistical tools are used for the comparison of the
financia indicators. Also the correlation and regression analysis of the
sample firm is calculated and data are presented in a systematic tabulated
form.

4.1 Earning Per Share (EPS)

Earning Per Share (EPS) is the ratio of total earning of the firm with total
number of shares outstanding. Normaly the performance and
achievement of business organization are measured in terms of earning
capacity to generate earning. Higher earning shows the higher strength
while lower earning shows weaker strength of business organization. So
higher the EPS better the position is seen in stock market.

TableNo. 4.1
Analysis of Earning Per Share (EPS)
(Amount in Rs.)
FY SCBNL EBL HBL NIBL NSBL
2005/06 175.85 62.78 59.24 59.4 18.27
2006/07 167.37 78.42 60.66 62.6 39.35
2007/08 131.92 91.82 62.74 57.9 28.33
2008/09 109.99 99.99 61.9 374 36.18
2009/10 77.65 100.2 31.8 52.6 23.69
Average 132.56 86.63 55.27 54 29.16
SD 40.65 16.01 13.19 9.92 8.69
CV(%) 30.67 18.47 23.86 18.39 29.81

Source: Annual report of respective banks
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FigureNo. 4.1
Analysis of Earning Per Share (EPS)
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Source: Table No. 4.1

The table 4.1 shows the earning per share of the five listed banks from the
year 05/06 to 09/10. From the above table it is clear that SCBNL has the
highest average EPS of Rs. 132.56 where as NSBL has the lowest
average EPS of Rs. 29.16 only.

SCBNL has standard deviation of 40.65 and CV of 30.67 %. It has
highest SD among five banks.

EBL has average EPS of Rs. 86.63 and its SD is 16.01 and CV is 18.47%.
EPS of EBL isincreasing continuoudly.

The average EPS of HBL is Rs.55.27. Its SD is 13.19 and CV is 23.86%.
EPS of HBL was in increasing trend during first three years but it has
decreased during FY 2008-09 and FY 2009-10 to Rs. 61.90 and Rs.
31.80.

NIBL has average EPS is Rs. 54.00. Its SD is9.92 and its CV is 18.39%.
It indicates 18.39% fluctuation in EPS which means there is not more
fluctuation in EPS of NIBL in comparison to other banks. Although it had
alowest record of Rs. 37.40 during fiscal year 2008/09
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The average EPS of NSBL is Rs.29.16, its SD is 8.69 and CV is 29.81%
which indicates that there is 29.81% fluctuation in EPS of the bank. EPS
of NSBL was increasing during FY 05/06 to 06/07 then after in year
07/08 it has decreased to Rs. 28.33. But in FY 08/09 has increased to Rs.
36.89.

With out considering the rate of fluctuation the analysis of EPS cannot be
completed. For this we can observe the co-efficient of variation (CV). It
can be observed that the CV of the banks ranges from18.39% to
30.67%.This implies that there is high fluctuation in the EPS of these
banks which demonstrates that performance is not consistent and
satisfactory.

4.2 Dividend Per Share (DPS)

Dividend per share (DPS) is that amount, which is paid to common
shareholders on a per share basis. DPS shows what exactly do the
ordinary shareholders receive. It is calculated by dividing the total
dividend provided to equity shareholders by the total number of equity

shares.
TableNo. 4.2
Analysis of Dividend Per Share (DPS)
(Amount in Rs.)

FY SCBNL EBL HBL NIBL NSBL
2005/06 130 25 30 20 5
2006/07 80 10 15 5 12.59
2007/08 80 20 25 7.5 0
2008/09 50 30 12 20 2.11
2009/10 55 30 11.84 25 5
Average 79 23 18.77 155 4.94
sD 31.70 8.37 8.26 8.73 4.77
CV (%) 40.13 36.38 44.02 56.34 96.52

Source: Annual report of respective banks
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Figure4.2
Analysis of Dividend Per Share (DPS)
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Source: Table No. 4.2

The table 4.2 shows the dividend per share of five listed commercial
banks from the year 05/06 to 09/10. It is clear to see that average DPS of
SCBNL is the highest, i.e. Rs.79.00. NSBL has the lowest of average
dividend per share of Rs 4.94.

SCBNL has SD of 31.70 which shows that there is a chance to decrease
in dividend payment by 31.70. CV of SCBNL is 40.13% i.e. it has high
fluctuation in DPS.

Distribution of dividend of EBL is moderate throughout the study period,
it has average dividend per share of Rs. 23.00 and SD 8.37. CV of EBL is
36.38. Looking at above data, dividend payment seems steadly.

HBL has Rs.18.77 of average DPS. Its SD is 8.26 and it is fluctuated by
44.02%. Thereis very inconsistency in the DPS of HBL.

NIBL has average DPS of Rs.15.5. It’s SD is 8.73 and CV is 56.34%.
There is high fluctuation in DPS of NIBL which isreflected inits CV i.e.
56.34%.
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NSBL has lowest average DPS Rs 4.94. It has not paid dividend in 07/08.
In comparison to dividend of above five yearsit has paid highest dividend
in FY 06/07, i.e. Rs.12.59. Its SD is 4.77. 1ts CV is 96.52% which means
its DPS is highly inconsistent.

In an average all the above listed banks except NSBL are providing good
dividend to its shareholders. Investors invest their money and want
maximum return from it so DPSis also one of the indicators of evaluating

the return.
4.3 Dividend Payout Ratio (DPR)

Dividend payout ratio (DPR) indicates the percentage of actual earnings
of the bank recelved by the ordinary shareholders. It is calculated by
dividing the dividend per share to ordinary shareholders by the earning
per share (EPS).

TableNo. 4.3
Analysis of Dividend Payout Ratio (DPR)

FY SCBNL EBL HBL NIBL NSBL
2005/06 73.93 39.82 50.64 33.70 27.37
2006/07 47.80 12.75 24.73 7.99 31.99
2007/08 60.64 21.78 39.85 12.96 -
2008/09 45.46 30.00 19.39 53.45 5.83
2009/10 70.83 29.95 37.23 47.53 21.11
Average 59.73 26.86 34.37 31.13 17.26

SD 12.96 10.15 12.45 20.24 13.81

CV (%) 21.69 37.79 36.24 65.04 80.00

Source: Annual report of respective banks
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Figure No. 4.3
Analysis of Dividend Payout Ratio (DPR)
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The table 4.3 shows the dividend pay-out ratio (DPR) of five listed
commercia banks.

During the period of study, SCBNL has an average DPR of 59.73%. The
standard deviation of the DPR is 12.96. The C.V. of 21.69% has shown a
consistent behavior of dividend payment by SCBNL as compared to other

banks.

Everest Bank Ltd. has an average DPR of 26.86% during the period of
study. It means that it generally pays 26.86% of its earning to its
shareholders in form of dividend. The standard deviation of DPR is 10.15
whereas the coefficient of variation of 37.79% the fluctuating nature of
DPR of EBL.

The average DPR of HBL is 34.37. It means that HBL generaly pays
34.37% of its total earning as dividend to its shareholders. The standard
deviation of DPR is 12.45. The coefficient of variation is 36.24%, which
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indicates that there is more variable in its DPR over the years. HBL has

more fluctuation in its DPR, it has not maintained consistency in its DPR.

Average DPR of NIBL from FY 05/06 to 09/10 is 31.13. Its SD is 20.24
and CV is 65.04%. There is the moderate fluctuating nature of DPR of
NIBL.

An average DPR of 17.26% of NSBL indicates that it generally pays out
17.26% of its earning as dividend. NSBL has fluctuating trend in its
dividend payment. The standard deviation is 13.81 and coefficient of
variation is 80.00%. The C. V. indicates that the DPR of NSBL highly
fluctuated during the period of study.

The above calculation shows that SCBNL has the highest average DPR
where as NSBL has the lowest average DPR. From the above data it is
clear that SCBNL is paying high dividend to its shareholders. But all
other banks have retained most of its earning for future investment. If the
DPR is high, company can retain only less amount of earning and vice-

versa

4.4 Market Price Per Share (MPS)

Market price of share is that value of stock, which can be received by
firm or equity holders selling it in capital market. The capital market
determines MPS. In this analysis MPS is calculated by taking the average
of the highest and the lowest market price of NEPSE Index. The market
price per share depicts the perception of the market relating to the
performance of a company. MPS is the current price at which the stock is
traded.
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Table No. 4.4
Analysisof Market Price Per Share (MPS)

(Amount in Rs.)
FY SCBNL EBL HBL NIBL NSBL

2005/06 3,775.00| 1379.00| 1100.00| 1260.00 612.00
2006/07 5,900.00| 2430.00f 1740.00 1729.00, 1,176.00
2007/08 6,830.00| 3132.00, 1980.00 2450.00, 1511.00
2008/09 6,010.00| 2455.00f 1760.00| 1388.00, 1900.00
2009/10 3,279.00| 1,630.00 816.00 705.00 741.00
Average 515880 223820 1,479.00| 1,514.40| 1,188.00
SD 1,542.35 704.51 495.30 643.60 534.56
CV (%) 29.90 31.95 33.48 42.72 45.00

Source: Annual report of respective banks
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The table 4.4 shows the market price of the listed five commercia banks
from FY 05/06 to 09/10. According to the table highest average market
priceis of SCBNL and lowest of NSBL.

SCBNL has average MPS of Rs 5,158.80. Its standard deviation is
1,542.35. CV of SCBL is29.90% which is lowest among five banks and

69



there is not so high variation in MPS. Price of share was increasing
continuoudly till FY 2007/08.

EBL has average MPS Rs 2,205.20 which showsiit is performing well. Its
standard deviation is 704.51 and CV is 31.95%.

HBL has average MPS of Rs 1,479.00. Its SD is 495.30 and CV is
33.48%. MPS was increasing continuoudly for first 3 years.

Market price of the share of NIBL was increasing continuously for the
first three years but during fourth and fifth year it has decreased. Average
MPS is Rs 1,506.40. Standard Deviation of NIBL is 643.60. Its CV is
42.72%.

NSBL has lowest MPS Rs 1,188.00. Market Price per share was
Increasing continuously for first four years of the study period but during
fifth year it has decreased. Fluctuation of MPS is the highest among the
above mentioned five commercia banksi.e. 45.00% and SD is 534.56.

According to the table performance of SCBNL isvery good due to higher
market price per share. All above five commercial bank’s market price
per share were increasing for first three fisca years but they are
decreasing for last two fiscal years of the study period. It indicates that
their performance in MPS were well but now they have in downward

trend.

4.5 Dividend Yidld (DY)

DY for a stock relates the annua dividend to share price. Typically,
companies with good growth potential retain a high proportion of
earnings and have alow dividend yield, whereas more matured industries
pay out high portion of their earnings and have arelatively high dividend
yield.
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TableNo. 4.5
Analysis of Dividend Yield (DY)

FY SCBNL EBL HBL NIBL NSBL
2005/06 3.44 1.81 2.73 1.59 0.82
2006/07 1.36 0.41 0.86 0.29 1.07
2007/08 1.17 0.64 1.26 0.31 -
2008/09 0.83 1.22 0.68 1.44 0.11
2009/10 1.68 1.84 1.45 3.55 0.67
Average 1.70 1.19 1.40 1.43 0.53
SD 1.02 0.66 0.80 1.33 0.46
CV(%) 60.36 55.37 57.58 92.70 86.31

Source: Annual report of respective banks

FigureNo. 4.5
Analysis of Dividend Yield (DY)
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The table 4.5 shows the dividend yield of listed commercial banks for the

period of five year.
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The DY of SCBNL ranges between 0.83% to 3.44% during the period of
study. During this period, the average DY is 1.70%. The standard
deviation of DY of SCBNL under the period of study is1.02. The C.V. of
60.36% indicates that the fluctuation of in DY of SCBNL ismore.

The average DY of EBL during this period of study is 1.19%. The
Standard deviation of DY is 0.66 whereas the coefficient of variation is
55.37%. The C.V indicates a high fluctuation in the DY of the bank.

HBL within the period of study has an average DY of 1.40% ranging
between 0.86% to 2.73%. It has fluctuating trend in DY. The standard
deviation is 0.80 and the fluctuation of 57.58% in the DY, shown by the
coefficient of variation.

NIBL has an average DY of 1.43% with standard deviation 1.33. The DY
ranges between 0.29% to 3.55%. The coefficient of variation shows that
thereis afluctuation of 92.70% in DY of NIBL.

During the period of study NSBL has an average DY of 0.53% with a
standard deviation of 0.46. The DY ranges between 0.11% to 1.07%. The
coefficient of variation shows that there is a fluctuation of 86.31% in DY
of NSBL. NSBL is not in better position in respect of DY. NSBL has
lowest dividend yield in comparison to other banks.

From the above data and calculation, it can be said that the average DY of
SCBNL is the highest and that of NSBL is the lowest. The standard
deviation of NIBL isthe highest and NSBL is the lowest. The coefficient
of variation of these banks shows a high level of fluctuationinthe DY. In

comparison, NIBL hasthe less consistent DY among the selected banks.
4.6 Earning Yield (EY)

Earning Yield is a financial ratio relating to earning per share to the

market price of share at a particular time. It measures the earning in
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relation to market value of the share. It gives some idea that of how much

an investor is earning for his money.

TableNo. 4.6
Analysisof Earning Yield (EY)
NAME | SCBNL EBL HBL NIBL NSBL
2005/06 4.66 4.55 5.39 4.71 2.99
2006/07 2.84 3.23 3.49 3.62 3.35
2007/08 1.93 2.93 3.17 2.36 1.87
2008/09 1.83 4.07 3.52 2.70 1.90
2009/10 2.37 6.14 3.90 7.46 3.20
Average 2.72 4.19 3.89 4.17 2.66
SD 1.15 1.27 0.87 2.05 0.72
CV (%) 42.27 30.40 22.48 49.25 26.91

Source: Annual report of respective banks

Figure No. 4.6
Analysisof Earning Yield (EY)
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The average of EY of 2.72% with the standard deviation of 1.15 is seen
for SCBNL. The highest and the lowest EY are 4.66% and 1.83%
respectively. The coefficient of variation is 42.27% during the period of
study which shows that it is less consistent.

The average EY of EBL during the period of study is 4.19%. It is within
the range of 6.14 and 2.93. The standard deviation of EY is 1.27 whereas
the coefficient of variation is 30.40%. The coefficient of variation in EY

of EBL indicates there is moderate fluctuation during this period.

HBL has an average EY of 3.89% during the study period. The standard
deviation is 0.87 and coefficient of variation is 22.48%. The C.V
indicates that it has more homogeneity.

The average EY of NIBL is 4.17% noted during the period of study. The
standard deviation of the EY is 2.05. The C.V of 49.25% indicating that
thereisaless consistent in the EY of NIBL.

NSBL has an average EY of 2.66%. The standard deviation is 0.72 and
coefficient of variation is 26.91%. The C.V indicates that the EY of
NSBL isless homogeneous.

From the above calculation, EBL has the highest and NSBL has the
lowest average EY. The C.V. indicates that among the selected banks,
NSBL have the less consistency in its earning yield where as the earning

yield of HBL has more homogeneous.
4.7 Price Earning Ratio (P/E Ratio)

Price Earning Ratio represents the amount which the investors are willing
to pay for each rupee of the firm's earnings. It reflects the price currently
paid by the market for each rupees of currently reported earning per
share. The P/E ratio measures investor's expectation and market appraisal

of the performance of the firm.
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TableNo. 4.7
Analysis of Price Earning Ratio (P/E Ratio)

NAME | SCBNL EBL HBL NIBL NSBL
2005/06 | 2147 | 21.97 18.57 21.23 33.50
2006/07 | 3525 | 30.99 2868 | 27.63 29.89
2007/08 | 5177 | 34.11 3156 | 42.34 53.34
2008/09 | 54.64 | 2455 2843 | 37.09 52.52
2009/10 | 4223 | 16.27 25.66 13.40 31.28
Average | 41.07 25.58 26.58 28.34 40.10
SD 13.40 7.12 4.94 11.69 11.78
CV(%) 3263 | 27.83 1859 | 41.25 29.37

Source: Annual report of respective banks

FigureNo. 4.7
Analysis of Price Earning Ratio (P/E)
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SCBNL has an average P/E ratio of 41.07. The standard deviation is
13.40 and coefficient of variation is 32.63%. The CV indicates that P/E
ratio of SCBNL is consistent.

An average P/E Ratio of 25.58 has been noted during the period of study
for EBL. The standard deviation of the P/E Ratio is 7.12. The C.V of
27.83% indicates that there is more consistent in the P/E Ratio of EBL.

HBL has an average P/E ratio 26.58. The Standard deviation is 4.94 and
coefficient of variation is 18.59%. The CV indicates that P/E ratio of
HBL is more homogeneous.

NIBL has an average P/E ratio 28.34, ranging between 13.40 to 42.34
during the study period. The S. D. is11.69 and C.V. is 41.25%.

NSBL has an average P/E ratio of 40.10, ranging between 29.89 to 53.34
during the period of study. The standard deviation of 11.78 and the
fluctuation of 29.37% in the P/E ratio are seen during this period which
indicates the moderate fluctuating nature in P/E ratio for NSBL.

From the above calculation, SCBNL has the highest average P/E Ratio
and EBL has the lowest. The C.V indicates that among the banks under
study during the period, NIBL has the less consistency in P/E ratio
whereas the P/E ratio of HBL is more stable.

4.8 Correlation Analysis

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

between two variables. Its value ranges from -1 for perfect negative
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correlation up to +1 for perfect positive correlation. Here we have
calculated the relationship between EPS and MPS, MPS and DPS and
EPS and DPS.

4.8.1 Correlation between EPS and M PS

The correlation coefficient between MPS and EPS as cdculated in
Appendix 111 is summarized below.

TableNo. 4.8
Correlation Coefficient between EPS and MPS
Banks r re PE 6PE Remarks
SCBNL |0.20 0.04 0.29 1.74 Insignificant
EBL 0.40 0.16 0.25 1.52 Undefined
HBL 0.81 0.66 0.10 0.62 Significant
NIBL 0.29 0.08 0.28 1.66 Undefined
NSBL 0.72 0.51 0.15 0.88 Undefined

Source: Appendix | (a)

The Table 4.8 helps to depict the relationship between Earning Per Share
(EPS) and Market Price Per Share (DPS) of above five commercial
banks. The correlation coefficient (r) between EPS and MPS of all the
banks are positive which indicates the positive relationship between EPS
and MPS. It means that the MPS increases with the increase in EPS. HBL
has high correlation of 0.81 but other four banks namely SCBNL, EBL,
NIBL and NSBL have positive correlation but they are less.

PE measures the reliability of the observed correlation coefficient. The
relationship between the EPS and MPS of HBL is significant as the value
of ‘r’ is greater than 6PE. Similarly in the case of SCBNL, r is smaller
than PE. So, the relationship is insignificant which indicates there no
evidence of correlation. PE of NIBL, EBL and NSBL is undefined as
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PE<r<6PE and nothing can be concluded about the relationship between
EPS and MPS.

4.8.2 Correlation Coefficient between MPS and DPS

The correlation coefficient between MPS and DPS is as follows:

TableNo. 4.9
Correlation Coefficient between MPS and DPS
Banks r re PE 6PE Remarks
SCBNL | (0.24) 0.06 0.28 1.71 | Insignificant
EBL (0.41) 0.17 0.25 151 | Insignificant
HBL 0.04 0.00 0.30 1.81 Insignificant
NIBL (0.85) 0.72 0.08 0.50 Insignificant
NSBL (0.37) 0.14 0.26 1.56 | Insignificant

Source: Appendix | (b)

Table 4.9 presents the correlation coefficient between MPS and DPS of
listed five banks. SCBNL, EBL, NIBL and NSBL have negative
correlation. It means when there is increase in DPS; it also leads to
decrease in the MPS and vice-versa. Among these NIBL has the highest
degree of negative relation and SCBNL and NSBL has very low degree
of negative relationship. The correlation of HBL is negative which
indicates that if DPS increase it leads to increase in MPS and vice-versa
SCBNL, Share price of HBL has decreased with slight decrease in DPS,
hence its correlation is Positive at the same time, market price of other
banks has decreased in spite of increase in DPS hence their correlation is
negative.

Probable error of the MPS and DPS of all five banks are Insignificant as
r<6PE
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4.8.3 Correlation Coefficient between EPS and DPS

The correlation coefficient between EPS and DPS is as follows:

TableNo. 4.10
Correlation Coefficient between EPS and DPS

Banks r r2 PE 6PE Remarks
SCBNL 0.82 0.67 0.10 0.59 Significant
EBL 0.43 0.18 0.25 1.48 Undefined
HBL 0.43 0.18 0.25 1.48 Undefined
NIBL (0.53) 0.28 0.22 1.30 Insignificant
NSBL 0.37 0.14 0.26 1.56 Undefined

Source: Appendix | (c)

According to the above table 4.10, SCBNL has high degree of positive
correlation between EPS and DPS. In case of EBL, HBL and NSBL
correlation is 0.43, 0.43 and 0.37, which is also positive but it’s not so
high. For these four banks when their EPS increases; their DPS also
increases. But as the correlation of NIBL is negative, the value of DPS
decreases as the value of EPS increases and vice-versa. Due to the
Issuance of right share EPS of the bank decreased but bank tried to
provide good return to the investors and increased its DPR which lead to
the increase in DPS. So, when EPS of NIBL decreased, its DPS increased

and the correl ation between the two became dlightly negative.

According to the above table the PE of EBL, HBL and NSBL is
undefined. So, the error in the correlation can not be concluded. But for
SCBNL it’s significant and for NIBL it’s insignificant.

4.9 SimpleLiner Regression Analysis
The regression analysis is used in determining the strength of relationship

between two variables.
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4.9.1 Regression Analysis between EPS and MPS

To describe the average relationship between EPS and MPS, we have
performed the regression analysis of al the five banks. In this analysis,
we have assumed MPS as depended variable and EPS as the independent.

The summary of the regression analysisis presented in the table below.

TableNo. 4.11
Regression Analysis between EPS and MPS
Banks | Intercept | Slope(b)| SEE Sb T Remarks

(@ value
SCBNL | 4,179.57 7.39 |1,746.87|21.49| 0.34 | Insignificant
EBL 664.44 1778 | 744.14 | 23.25| 0.77 | Insignificant
HBL (195.21) 30.30 | 338.14 |12.82| 2.36 | Insignificant
NIBL 502.74 18.60 71196 | 35.87| 0.52 | Insignificant
NSBL (97.49) 44.08 | 430.36 | 24.75| 1.78 | Insignificant

Source: Appendix 11(a)

From this analysis we have found the slopes (b) of al five banks are
positive. It means when there is one unit change in EPS it leads t07.39,
17.78, 30.30, 18.60 and 44.08 changes in MPS of SCBNL, EBL, HBL,
NIBL and NSBL respectively. This data shows the positive relationship
between EPS and MPS. Intercept (a) is the average vaue of MPS when
its EPS is equal to zero. According to the above data, intercept of
SCBNL, EBL and NIBL are positive and intercept (a) of HBL and NSBL
are found to be negative.

Also, the absolute calculated value of t of al the banksis not higher than
tabulated value of t (2.78) at 5% level of significance and 4 Degree
of freedom, which indicates that theresult is statistically insignificant.
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4.9.2 Regression Analysis between DPS and EPS

Regression Analysis of DPS and EPS is calculated in the table below. We
have taken the data of the above five banks where EPS is taken as
independent variable and DPS as dependent variable.

TableNo. 4.12
Regression Analysis between DPS and EPS
Banks | Intercept | Slope(b) | SEE Sb T Remarks
(@ value
SCBNL (5.50) 0.64 2.46 | Inggnificant
21.08 | 0.26
EBL 341 0.23 0.83 | Insignificant
871 |0.27
HBL 3.78 0.27 0.83 | Insignificant
860 |0.33
NIBL 40.81 (0.47) (1.09) | Insignificant
853 |0.43
NSBL (0.96) 0.20 0.69 | Insignificant
512 |0.29

Source: Appendix 11(b)

According to the above table 4.12, dope (b) of SCBNL, EBL, HBL and
NSBL are positive which indicates that when there is increase in EPS it
also leads to the increase in DPS. There is positive relationship between
EPS and DPS of these banks but in case of NIBL there is negative
relationship. When one unit of EPS increases it leads to 0.47 unit
decrease in DPS of NIBL. Intercept (a) is the average value of DPS when
its EPS is equa to zero. According to the above data, intercept of EBL,
HBL and NIBL are positive and intercept (a) of SCBNLL and NSBL are
found to be negative.

The test of t-statistics helps to conclude that relationship between DPS
and EPS of all banks are insignificant as their absolute calculated t-values
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are lower that the tabulated t-value (2.78) at 5% level of significance on 4
degree of freedom.

4.9.3 Regression Analysis between DPS and MPS

MPS is taken as dependent variable and DPS as independent variable. In

this basis regression analysis of MPS and DPS is calculated and it is
presented in the table below.

TableNo. 4.13
Regression Analysis between DPS and M PS
Banks | Intercept | Slope(b) | SEE Sb | Tvalue| Remarks
(a)
SCBNL | 6,096.80 (11.87) | 1,727.10 | 27.24 | (0.44) Insignificant
EBL 2,996.48 (34.40) | 750.68 |11.84 | (0.72) Insignificant
HBL 1,439.79 210 | 57157 |3459]0.06 Insignificant
NIBL 2,479.14 (62.76) |389.73 |22.32|(2.81) Significant
NSBL 1,392.45 (41.39) | 573.65 |60.15 | (0.69) Insignificant

Source: Appendix 11(c)

The above table 4.13 shows that the slope of SCBNL, EBL, NIBL &
NSBL are negative which defines when
Increase/decrease in the MPS; it leads to the 11.87 units, 34.40 units,
62.76 units and 41.39 units decrease/increase in the DPS of the banks
respectively. But the positive relationship between MPS and DPS of HBL

there is one unit

shows the increase in DPS when MPS increases and vice-versa. Intercept
(@) is the average value of DPS when MPS is equal to zero. Intercept of
all the banks are found to be positive.

The absolute calculated t-value of relationship between DPS and MPS is
lower that the tabulated t-value (2.78) at 5% level of significance on 4
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degree of freedom for SCBNL, EBL, HBL NSBL and is found to be

insignificant. But for NIBL it is significant.
4.10 Trend Analysis

Trend analysis is an analysis of financia ratio over time used to
determine the pattern of growth .Trend Analysis informs about the future
expected values of studied variables. It gives a glimpse of future expected
value if the same growth level is achieves. This information is crucial for
management to make decision regarding future. This method is widely

used in practice.
4.10.1 Trend Analysisof EPS

Trend analysis helps to forecast the future. Here EPS of the five banks are
forecasted with the help of trend analysis. Future EPS of the banks is
shown in the table below.

TableNo. 4.14

Trend Analysis of EPS
(Amount in Rs.)

Forecasted EPS
Banks a b 10/11 | 11712 | 12/13 | 13/14 | 14/15
SCBNL | 208.69 | (25.38) | 56.42 31.04 5.67 | (19.71) | (45.09)
EBL 57.74 9.63 | 11553 | 125.17 | 134.80 | 144.43 | 154.07
HBL 71.36 | (5.36) | 39.18 | 33.81 | 2845 | 23.08 | 17.72
NIBL 65.56 | (3.87) |42.37 | 3850 | 3464 | 30.77 | 26.91
NSBL 26.86 0.77 | 3147 | 3223 | 33.00 | 33.77 | 3453

(Source: Appendix I11)

The trend of EPS has been presented to have eagle eye on future trend.
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FigureNo. 4.8
Trend Analysis of EPS
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EPS of SCBNL, HBL & NIBL are decreasing in year 10/11, 11/12,
12/13, 13/14 and 14/15 except of EBL & NSBL. EPS of EBL & NSBL
from the previous years is increasing and in future also it seems to be
increasing. As EPS of most of the banks are in decreasing trend, it
doesn’t show good future of the shareholders in earning good return in
their investment. EPS of SCBNL is projected to be negative during
2013/14 and 2014/15, hence bank is expected to increasing its EPS by
accumulation of reserve account in to the profit of the bank and increase

total earning of the bank.

4.10.2 Trend Analysisof DPS

Future Dividend Per Share of the listed commercia banks are forecasted
with the help of trend analysis. Summary of the forecasted DPS of the
coming fiveyears 10/11, 11/12, 12/13, 13/14 and 14/15 is given below.
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Table No. 4.15
Trend Analysis of DPS

(Amount in Rs.)
Forecasted DPS

Banks a b 10/11 | 11/12 | 12/13 | 13/14 | 14/15
SCBNL | 133.00 | (18.00) | 25.00 | 7.00 | 0.00 | 0.00 | 0.00
EBL 14.00 3.00 | 3200 | 35.00 | 38.00 | 41.00 | 44.00
HBL 30.56 (3.93) 6.97 | 3.04 | 0.00 A 000 | 0.00
NIBL 8.00 250 | 23.00 | 25,50 | 28.00 | 30.50 | 33.00
NSBL 8.08 (1.05) | 1.80 | 0.75 | 0.00 | 0.00 | 0.00

Source: Appendix |11

Figure 4.10 have shown this trend analysis more precisely.

Figure No. 4.9
Trend Analysisof DPS
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DPS of SCBNL, HBL and NSBL are in decreasing trend and they are
projected to be negative during 2012/13, 2013/14 and 2014/15, hence

they are put zero as dividend couldn’t be negative. Beside this, banks

shall increase their earning and decrease retention ratio. The banks should

increase their profit margin to take it in to the positive and remarkable
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point. Beside this, DPS of EBL and NIBL are projected to increase in

future years.

4.10.3 Trend Analysis of DPR

Dividend Payout Ratio of the five commercial banks is forecasted here.

According to the calculations done in gppendix the future forecast of the
DPR of the above mentioned banks is shown in the table below.

TableNo. 4.16
Trend Analysisof DPR
(Amount in Rs.)
Forecasted DPR

Banks a B 10/11 | 1112 | 12/13 | 13/14 | 14/15
SCBNL | 62.29 | (0.85) | 57.17 | 56.32 | 5547 | 54.61| 53.76
EBL | 27.61|(0.25) | 26.12 | 25.87 | 25.62 | 2537 | 25.12
HBL |44.01 | (3.22) | 24.72 2150 | 1829 | 15.07 | 11.86
NIBL 919 | 7.31 | 53.06 | 60.37 | 67.68 | 75.00 82.31
NSBL | 28.87 | (3.87) 5.65 1.79 | 0.00 0.00 00.00

Source: Appendix |11

The following figure shows the above table in more descriptive form:
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FigureNo. 4.10
Trend Analysisof DPR
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Table 4.17 presented above predicts the DPR of the commercial banks for
the coming five years, 10/11, 11/12, 12/13, 13/14 and 14/15. DPR of
NIBL is in increasing trend. It will be increasing continuously in the
coming years. But DPS of SCBNL, EBL, HBL and NSBL will go on
distributing fewer dividends to its investors and retain more for the
internal use of the bank, as per our calculation. During previous years
NSBL hadn’t paid uniform dividend to shareholders, also its projected
DPR for last three years have been seen negative, they have been kept
zero as DPR couldn’t be negative. The bank should reduce retention ratio

and give more return to its sharehol ders.
4.10.4 Trend Analysisof MPS

Trend analysis of MPS shows the pattern of market price per share
growth. It may be positive or Negative. Trend helps the investor to
estimate its future market value of share and make decision regarding

purchase or sale of the share.
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TableNo. 4.17
Trend Analysis of MPS

(Amount in Rs.)
Forecasted MPS
Banks a b 10/11 11/12 12/13 13/14 14/15
SCBNL | 5423.40 | -88.20 | 4894.20 | 4806.00 | 4717.80 | 4629.60 | 4541.40
EBL 2047.10 | 52.70 | 2363.30 | 2416.00 | 2468.70 | 2521.40 | 2574.10
HBL 1643.6 | -54.8 |1314.80 | 1260.00 | 1205.20 | 1150.40 | 1095.60
NIBL 1941.7 | -145.1 | 1071.10 | 926.00 | 780.90 | 635.80 | 490.70
NSBL 893.4 98.2 |1482.60 | 1580.80 | 1679.00 | 1777.20 | 1875.40

(Source: Appendix I11)

The following figure also shows the trend analysis of MPS in more

descriptive form.

FigureNo. 4.11
Trend Analysis of MPS
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Source: Table No. 4.14
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Table 4.12 shows the trend analysis of the MPS of the five commercial
banks for the five years ahead. According the above table MPS of EBL
and NSBL are found to be increasing and MPS of SCBNL, HBL and
NIBL are found to be decreasing. We have here forecasted the MPS of
year 10/11, 11/12, 12/13, 13/14 and 14/15. As usual SCBNL is expected
to have highest MPS and NIBL is expected to have lowest MPS.

4.11 Magjor Findings of the Study
The major findings of the study are listed below:

» Earning Per Share (EPS) is the total earning earned in a share.
SCBNL has good EPS along with consistency in it but it is
decreasing throughout the study period. Smilarly EBL is also able
to earn good return with consistency in it and its EPS is increasing
throughout the study period. Some fluctuations are seen in the EPS
of the listed commercial banks which may effect in the image of
the firm.

» Dividend Per Share (DPS) is highly fluctuating in every
commercial banks. SCBNL distributed Rs 79.00 as dividend in
average which is the highest among these five banks. But its
fluctuation is also 40.13%. NSBL has the lowest average DPS of
Rs. 4.94 and highest fluctuation in DPS of 96.52 and the bank
hadn’t been able to distribute dividend during 2007/08. All selected
banks have shown inconsistency in their dividend which is not

marked good.

» Market Price Per Share (MPS) of four listed banks SCBNL, EBL,
HBL and NIBL were in increasing trend for first three years but
they decreased during last two years. MPS of NSBL were in

increasing trend for four years but in decreased during fourth year.
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SCBNL is in highest position in case of MPS. MPS of selected
banks have decreased not only due to low performance but also due
the many government policies, market constrains and economic
crisis.

Dividend Payout Ratio (DPR) is the ratio paid to the shareholders
after retaining by the firms for further investment. None of the
above banks are providing high dividend. Most of the earnings are
retained by themselves as retained earning. SCBNL has highest
average DPRi.e. 59.73%.

Positive relationship is found between the EPS and MPS of the all
above listed commercial banks. These are highly correlated and
any change in EPS leads to the positive change in MPS also.
Relationship between MPS and DPS of HBL is positive and al
others are negative. Relationship between EPS and DPS are
positive for most of the banks except negative relation for NIBL.

Trend of MPS for future four years of SCBNL, EBL & NSBL are
In increasing state and are decreased during fifth year. MPS of
HBL & NIBL are projected to increase for future three years and
decrease from fourth year. EPS of EBL & NSBL are projected to
increase for future five years where as other banks are in
decreasing trend. EPS of SCBNL is projected to be negative for
fourth and fifth year. Similarly DPS & DPR of EBL and NIBL
shall increase for all projected five years except of DPR of EBL
during fourth and fifth year has decreased slightly. DPR & DPS of
al other banks are in decreasing trend. Some of the banks have
shown negative data of DPS and DPR, although they have put zero.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND SUGGESTION

In this chapter, three major aspects of the study are discussed. In the
beginning all the findings have been summarized and some conclusions

have been drawn up based on findings.
5.1 Summary

The main objective of the study is to find the dividend practices followed
by commercia bank. The study carried out under the topic of “Dividend
Policy of the Selected Commercial Banks” is divided into five different
chapters. Chapter One, deals with the subject matter of the study. The
outline of the research is presented in the chapter. Chapter Two, deds
with the review of literature. It includes conceptua framework on
dividend policy. Chapter Three, explains the research methodology used
to evaluate dividend practices of commercial banks in Nepal. Chapter
four is the main part of study which presents and analyzes the data
collected from secondary sources. The chapter discusses on position of
EPS, DPS, DPR, MPS, DY, EY, Correlation and Regression throughout
the period of study (i.e. 2005/6 to 2009/10). The chapter also projects the
future position of EPS, DPS, DPR and MPS for further five years.

Chapter five includes the major findings and conclusions of the study.

This research mainly aims at analyzing the dividend policies of different
listed banks and identifies the regularity of dividend distribution of
different listed banks. Here five banks have been chosen as sample to
complete the study. The study is based on secondary data for a period of
05/06 to 09/10. To analyze the dividend payment practices of banks,
different ratios have been calculated and interpreted.
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Dividend is the return earned by the shareholders from their investment in
the firm. Thus investors aso determine the performance of the firms from
the dividend provided by them. So every firm has to determine its
dividend payout ratio in an effective way. This dividend distribution is
very important factor to any organization for its effective goa
achievement and to satisfy its shareholders. Good dividend is an effective
way of attracting new investors. Market value of the shareis also affected
by the dividend decision of the company. How much amount is to be
retained in the company is also determined after the dividend decision is
made. It means total sum of the earning is divided into dividend for the

shareholders and retained earning for the company itself.

So, dividend policy is an important policy for any firm as it determines
the return for shareholders and also the earning for firm itself. The fund
retained by the firm sometimes couldn't be used in case of lack of
Investment opportunities. In such a situation, distribution of dividend to
the shareholders is taken as wise decision as shareholders can have

greater investment opportunities to employ elsewhere.

Dividends as returns to shareholders are paid on annua basis. Firms pay
dividend in two ways: - cash and stock. Various factors such as legal
rules, liquidity position, earnings, investment need, and tax position of
stockholders influence the dividend policy. Banks can follow different
dividend payout schemes depending upon the influencing factors. Cash
dividend is the widely used form of dividend payment. Few banks pay
stock dividends too.

Instability of dividend and inconsistent dividend payout reatio are the
mostly seen in Nepalese commercial banks and financial companies. In

case of Nepal, only the banks and finance companies operating under
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Joint Venture are paying dividend more attractively than the banks and

finance companies promoted by indigenous promoters.

But we can say no companies have been able to follow the stable
dividend policy. This study is mainly based on the study of the dividend
practices of sampled banks. The dividend payout ratio of the companies
In Nepal is also not fair. There is no any consistency in the dividend
payment. Hence it is 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

the market price of share.
5.2 Conclusion

The thesis includes secondary data for analysis. The presentation and
calculation part is based on the secondary data. According to the analysis
of the data presented above following conclusion can be drawn.

» The dividend policies of the selected commercial banks are not
consistent throughout the period of study. And the banks are not
paying adequate dividend to its shareholders. Although the banks
don’t have consistent dividend policy, they have paid some portion
of their earning as dividend to its shareholders and most of the
portions are retained. Provisions of NRB to increase paid up capital
may have forced banks for retention of higher portion of their
profit to the capital.

> Shareholders are not getting opportunity to choose between the
cash dividend, stock dividend and any other forms of dividend.
Shareholders are not aware about the advantages and disadvantages
about dividend declaration.

» Although the banks were paying small amount of dividend, the
market price of share were increasing during first three years of our
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study period (i.e. 2005/06, 2006/07 & 2008/09) and their
performance have lowered during fourth and fifth year (i.e.
2008/09 and 2009/10). The market prices of shares of the banks
were decreased during 2008/09 and 2009/10 although the banks
were paying similar dividend as they had paid during first three
years. Hence market price of shares is not only determined by
dividend paid, but also they are determined by market rumors.

Among selected five commercial banks, SCBNL, EBL and NIBL
are paying dividend regularly to its shareholders but HBL and
NSBL haven’t paid dividend regularly. Although the banks are
generating earning throughout our study period, they don’t have
steady EPS during the periods. EPS of SCBNL is decreasing
gradually although the bank has highest average EPS among other
banks and NSBL hasthe lowest average EPS.

Distribution of dividend by these commercia banks is not regular
and also not consistent. NSBL has not paid the dividend in FY
07/08 and its DPS is very low during our entire study period. Only
EBL has consistent DPS. All others have fluctuations in DPS.
Looking at the DPS of the banks it can be said that investors may
not be satisfied with the dividend they are getting from their
respective banks. It seems banks are retaining most of their
earnings for their own investment and paying only few percentage
of earning as dividend to their shareholders. This DPR is also not
consistent for any of the selected banks.

The correlation between EPS and MPS of all banks are positive.
Similarly relationship between EPS and DPS are positive for
SCBNL, EBL, HBL & NSBL and negative for NIBL. Correlation
between MPS and DPS are negative for SCBNL, EBL, NIBL and
NSBL. But only in case of HBL this relationship is positive
athough it has very low correlation of 0.04. PE of these
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correlation is aso calculated to test whether the calculated value of
r issignificant of not.

Finally on the basis of the secondary data, it can be concluded that
SCBNL is more successful in gaining good position in the market than
other banks although it has decreasing EPS, DPS and DPR. But EBL’s
data is seen more consistent than any other banks. Other banks have also
shown satisfactory performance. Although MPS of al banks were
growing for first three years and slightly decreased for fourth and fifth
year, none of them have consistency in DPS and DPR. The figures show
that, shareholders are not much satisfied with the return of their shares.

Every bank has its own dividend practices. Such different policies have
different kinds of effect. It means each banks and financial institutions do
not have similar effect in its Market Prices of Share from their dividend
practices. MPS of al banks are increasing but their DPS is highly
fluctuating. So it proves that other many qualitative and quantitative
factors also play a great role in the determination of marker price of
share. DPS is determined on the basis of EPS. EPS of the firm is divided
into DPS and Retained Earning, so if the firm wants to retain capital the
DPS will be decreased instead of good earning of the firm. Thusit can be
concluded that DPS only is not the determining factor of the share price.
Banks may provide bonus share, it leads to decrease in share price and
dividend payout ratio will not be good, but in the market the reputation
and image of that bank will be high.

5.3 Suggestion

This study is basically for the analyses of the dividend policy of different
commercia banks. So, various aspects of the commercia banks have to
be studied to come into the conclusion. All banks have their own

resources and on the basis of those resources management try to get the
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optimal result. This study has tried to find out some rea facts about
dividend policy and other inter related variables with dividend policy of
different commercia banks .Based on the above summery and
conclusions following suggestion have been provided hoping that these
suggestions will be proved as a milestone to overcome the existing issues
inthisfield.

» Shareholders should be given an opportunity to choose between the
cash dividend, stock dividend and any other forms of dividend. So
dividend declaration should be presented to the annual generd
meeting of shareholders for their approval. For this, banks first of
al should make the investors well known about the advantages and
disadvantages of different forms of dividends through different
media

» There are no any clear legal provisions about the payment of
dividends in our country. So the government should act in favor of
the investors. Legal rules should be made in order to protect the
rights of the shareholders.

» Each and every company should provide the information regarding
their activities and performance, so that investors can analyze the

situation and invest their money in the best company.

» The information regarding the secondary market and the capital
market is not flashed out. So the concerning body should timely

provide all the information about this factor.

» The payment of dividend is highly fluctuating. There are no any
consistencies in the dividend distribution which creates confusions

and miss conceptions about the firm among the investors.
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The government should encourage the establishment of
organization to promote and to protect activities in favor of
investors. Government should reduce the interference in the daily
affairs of the organizations.

Dividend policy of banks is not defined. They should define their
dividend strategy clearly whether they are adopting stable dividend

policy, constant payout ratio or low regular plus extra dividend
policy.
Bank should have target rate of earning and target payout ratio that

will help companies to build good image in stock market and

Investors can also make good investment decision.

Banks need to start some awareness program to make the investors
known about the share price and dividend. It helps the banks to
increase their investors and the image of the bank will aso be
increased.
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Appendix | (a)

Calculation of Correlation Coefficient between EPS and M PS

Banks SCBNL EBL HBL NIBL NSBL

FY EPS | MPS | EPS | MPS | EPS | MPS | EPS | MPS | EPS | MPS
2005/06 | 175.85| 3775 | 62.78 | 1379 | 59.24 | 1100 | 59.35 | 1260 | 18.27 | 612.00
2006/07 | 167.37 | 5900 | 78.42 | 2430 | 60.66 | 1740 | 62.57 | 1729 | 39.35 | 1,176.00
2007/08 | 131.92 | 6830 | 91.82 | 3132 | 62.74 | 1980 | 57.87 | 2450 | 28.33 | 1,511.00
2008/09 | 109.99 | 6010 | 99.99 | 2455 | 61.9 | 1760 | 37.42 | 1388 | 36.18 | 1,900.00
2009/10 | /7.65 | 3279 | 100.16 | 1630 | 31.8 | 816 | 52.6 | 705 | 23.69 | 741.00

r 0.19 0.40 0.81 0.29 0.72

r2 0.04 0.16 0.65 0.08 0.51

PE 0.29 0.25 0.11 0.28 0.15

6pe 1.74 1.51 0.63 1.66 0.88
Remarks | Insignificant Undefined Significant Undefined Undefined

Source: Annual report of respective banks and calculated using Excel
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Appendix | (b)

Calculation of Correlation Coefficient between DPS and M PS

Banks SCBNL EBL HBL NIBL NSBL
FY DPS | MPS | DPS | MPS | DPS | MPS | DPS | MPS | DPS MPS
2005/06 | 130 | 3775 | 25 | 1379 | 30 | 1100 20 | 1260 5 612.00
2006/07 | 80 | 9900 | 10 | 2430 | 15 |1740| S5 | 1729 | 1259 | 1,176.00
2007/08 | 80 | 6830 | 20 | 3132 | 25 |1980| 7.5 | 2450 0 1,511.00
2008/09 | SO | 6010 | 30 | 2455 | 12 | 1760 | 20 | 1388 | 2.11 | 1,900.00
2009/10 | S5 | 3279 | 30 | 1630 | 11.84 | 816 | 25 | 705 5 741.00
r (0.24) (0.41) 0.04 (0.85) (0.37)
r2 0.06 0.17 0.00 0.72 0.14
pE 0.28 0.25 0.30 0.08 0.26
6pe 1.70 1.51 1.81 0.50 1.56
Remarks | Insignificant | Insignificant | Insignificant | Insignificant Insignificant

Source: Annual report of respective banks and calculated using Excel
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Calculation of Correlation Coefficient between DPS and EPS

Appendix | (c)

Banks SCBNL EBL HBL NIBL NSBL
FY DPS | EPS DPS | EPS DPS EPS DPS | EPS DPS EPS
2005/06 | 130 | 175.85 25 | 6278 | 30 | 59.24 | 20 | 59.35 51 18.27
2006/07 | 80 | 167.37 10 | 7842 15 | 6066 | 5 | 6257 | 1259 | 39.35
2007/08 | 80 | 131.92 20 | 91.82 25 | 6274 | 75 | 57.87 02833
2008/09 | 50 | 109.99 30 | 99.99 12 619 | 20 | 3742 | 2.11|36.18
2009/10 | 55 | 77.65 30 |100.16 |11.84| 318 | 25 | 526 5|23.69
r 0.82 0.43 0.43 (0.53) 0.37
r2 0.67 0.19 0.19 0.28 0.14
pE 0.10 0.25 0.25 0.22 0.26
6pe 0.60 1.47 1.47 1.30 1.56
Remarks Significant Undefined Undefined Insignificant | Undefined

Source: Annual report of respective banks and calculated using Excel
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Calculation of Regression Analysis between EPS and MPS

Appendix |1 (a)

Banks SCBNL EBL HBL NIBL NSBL
FY MPS | EPS MPS | EPS MPS | EPS | MPS | EPS | MPS | EPS
2005/06 3775 |175.85 | 1379 | 62.78 | 1100 | 59.24 | 1260 | 59.35 | 612 | 18.27
2006/07 5900 | 167.37 | 2430 | 78.42 | 1740 | 60.66 | 1729 | 62.57 | 1176 | 39.35
2007/08 6830 | 131.92 | 3132 | 91.82 | 1980 | 62.74 | 2450 | 57.87 | 1511 | 28.33
2008/09 6010 | 109.99 | 2455 | 99.99 | 1760 | 61.9 | 1388 | 37.42 | 1900 | 36.18
2009/10 3279|7765 |1630| 100.16 | 816 | 31.8 | 705 | 52.6 | 741 | 23.69
Intercept (a) 4179.57 664.44 (195.21) 502.74 (97.49)
Slope (b) 7.39 17.78 30.30 18.60 44.08
SEE 1746.87 744.14 338.14 711.96 430.36
Sb 21.49 23.25 12.82 35.87 24.75
T Value 0.34 0.77 2.36 0.52 1.78
Remarks Insignificant Insignificant | Insignificant | Insignificant | Insignificant

Source: Annual report of respective banks and cal culated using Excel
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Appendix |1 (b)

Calculation of Regression Analysis between DPS and EPS

Banks SCBNL EBL HBL NIBL NSBL
DP DP DP

FY EPS S EPS S EPS DPS |EPS |S EPS DPS

1758 [130| 6278 | 25 | 59.2 | 30 | 59.3 | 20 | 182 5
2005/06 5 4 5 7

1673 | 80 | 7842 | 10 | 606 | 15 | 625 | 5 | 393 | 125
2006/07 7 6 7 5 9

1319 | 80 | 9182 | 20 | 627 | 25 | 578 | 75| 28.3 0
2007/08 2 4 7 3

1099 | 50 | 9999 | 30 | 619 | 12 | 374 | 20 | 36.1 | 211
2008/09 9 2 8

7765 | 55 | 100.1 | 30 | 31.8 | 118 | 526 | 25 | 236 5
2009/10 6 4 9
Intercept
(a) (5.50) 3.41 3.78 40.81 (0.96)
Slope (b) 0.64 0.23 0.27 (0.47) 0.20
SEE 21.08 8.71 8.60 8.53 5.12
Sb 0.26 0.27 0.33 0.43 0.29
T Value 2.46 0.83 0.83 (1.09) 0.69
Remarks Insignificant | Insignificant | Insignificant | Significant | Insignificant

Source: Annual report of respective banks and cal culated using Excel
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Appendix I1 (c)

Calculation of Regression Analysis between DPS and M PS

Banks SCBNL EBL HBL NIBL NSBL
FY MPS |DPS MPS |DPS |MPS |DPS | MPS |DPS | MPS | DPS
2005/06 3775|130 | 1,379 | 25 | 1,100 | 30 | 1,260 | 20 612 5
2006/07 5900 | 8 | 2430 | 10 | 1,740 | 15 | 1729 | 5 | 1,176 | 12.59
2007/08 6830 | 80 | 3132 | 20 | 1980 | 25 | 2450 | 75 | 1511 0
2008/09 6,010 | 50 | 2455 | 30 | 1,760 | 12 1,388 | 20 | 1,900 | 211
2009/10 3279 | 55 | 1630 | 30 816 | 11.84 | 705 25 741 5
Intercept (a) 6,096.80 2,996.48 1,439.79 2,479.14 1,392.45
Slope (b) (11.87) (34.40) 2.10 (62.76) (41.39)
SEE 1,727.10 750.68 571.57 389.73 573.65
Sb 27.24 11.84 34.59 22.32 60.15
T Value (0.44) (0.72) 0.06 (2.81) (0.69)
Remarks Insignificant | Insignificant | Insignificant | Insignificant | Insignificant

Source: Annual report of respective banks and cal culated using Excel
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Appendix [11

Trend Analysisof EPS, DPS, MPS & DPR for All Banks

Fiscal Year 2010/11 | 2011/12 | 2012/13 | 2013/14 | 2014/15
Banks a B

w EPS 208.69 (25.38) 56.42 31.04 5.67 (19.71) | (45.09)

g DPS 133.00 (18.00) 25.00 7.00 (11.00) | (29.00) | (47.00)
2 MPS 5,423.40 | (88.20) | 4,894.20 | 4,806.00 | 4,717.80 | 4,629.60 | 4,541.40

~ DPR 62.29 (0.85) 57.17 56.32 55.49 54.61 53.76

EPS 57.74 9.63 115.53 125.17 134.78 144.43 154.07

g DPS 14.00 3.00 32.00 35.00 38.00 41.00 44.00
- MPS 2,047.10 52.70 | 2,363.30 | 2,416.00 | 2,468.70 | 2,521.40 | 2,574.10

DPR 27.61 (0.25) 26.12 25.87 25.62 25.37 25.12

EPS 71.36 (5.36) 39.18 33.81 28.45 23.08 17.72

I DPS 30.56 (3.93) 6.97 3.04 (0.89) (4.82) (8.76)
,E MPS 1,643.60 | (54.80) | 1,314.80 | 1,260.00 | 1,205.20 | 1,150.40 | 1,095.60

DPR 44.01 (3.22) 24.72 21.50 18.29 15.07 11.86

EPS 65.56 (3.87) 42.37 38.50 34.64 30.77 26.91

Z DPS 8.00 2.50 23.00 25.50 28.00 30.50 33.00

l@ MPS 1,941.70 | (145.10) | 1,071.10 | 926.00 780.90 635.80 490.70

DPR 9.19 7.31 53.06 60.37 67.68 75.00 82.31

EPS 26.86 0.77 31.47 32.23 33.00 33.77 34.53

(% DPS 8.08 (1.05) 1.80 0.75 (0.30) (1.35) (2.40)
I@ MPS 893.40 98.20 1,482.60 | 1,580.80 | 1,679.00 | 1,777.20 | 1,875.40

DPR 28.87 (3.87) 5.65 1.79 (2.08) (5.95) (9.82)

Source: Annual report of respective banks and calculated using Excel
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