CHAPTER
INTRODUCTION

1.1 General Background

The development of the nation depends upon the economic development of the country and
the economy development is aways supported by the financia infrastructure of the country.
Bank occupies an important segment in the financial infrastructure and hence plays a
significant role to the development of national economy. Bank came into existence mainly
with the objective of collecting the idle funds and mobilizing them to productive sector
causing overall economic development which finally leads to the national development of the
country. Bank is afinancia institution, which deals with money by accepting various types of
deposits, disbursing loan and rendering various types of financial services. It is the
intermediary between the deficit and surplus of the financial resources however it has been
defined by many experts in their own versions. In the modern economy, banks are to be

considered not as dealersin money but as the leaders of development.

Commercia banks collect deposit from the public and the largest portion of the deposited
money is utilized in disbursing loans and advances. Hence deposit covers a major portion in
the Liabilities where as Loan and advances cover a mgjor portion in the Assets side of the
balance shest.

As per commercial bank Act, commercial banks means banks which deals in exchanging
currency, accepting deposit, giving loan or doing commercial transactions. Due to complexity
in operation of modern banking, it is difficult to define the functions of acommercial bank.

The following are the functions of commercia banksin Nepal.

- Accepting various types of deposits manually or using electronic device.
- Lending money in various productive sectors.

- Letter of Credit, Guarantee, Bills and Remittance.

- Collection of Cheques and Securities.

- Merchant banking underwriting of shares and debentures, handling new issues etc.



1.1.1 History of Commercial Banking in Nepal

The evolution of banking industry had started a long time back, during ancient times. There
was reference to the activities of moneychangers in temple of Jerusalem in the New
Testament. In ancient Greece, the famous temples of Delphi and Olympia served as the great
depositories for peoples’ surplus funds and these were the centers of money lending
transactions. However as a public enterprise, banking made its first beginning around the
middle of twelfth century in Italy. The Bank of Venice, founded in 1157 was supposed to be
the most ancient bank. Following it were established the Bank of Barcelona and the Bank of
Geneva in 1401 and 1407 respectively. Subsequently Bank of Amsterdam set up in 1609,
which was very popular then. The Bank of Venice and the Bank of Geneva continued to
operate until the end of eighteenth century. With the expansion of commercia banking
activities in Northern Europe, there sprang up a number of private banking houses in Europe
and slowly it spread throughout the world.

However, the development of banking in Nepal is relatively recent. Like other countries,
landlords, moneylenders, merchant, goldsmith etc are the ancient bankers of Nepal. Though
establishment of banking industry was very recent, some crude banking operations were in
practice even in the ancient times. In the Nepalese Chronicle, it was recorded that the new era
known as Nepal Sambat was introduced by Shankhadhar, a Sudra merchant of Kantipur in
880 A.D. after having paid al the outstanding debts in the country. This shows the basis of
money lending practice in Ancient Nepal. The establishment of “Tejarath Adda” during the
year 1877 A.D. was the first step in institutional development of banking sector in Nepal.
Tegjarath Adda did not collect deposit from public but granted loans to public against the
collateral of bullions. Consequently the mgor parts of the country remain untouched from
these limited banking activities. The development of trade with India and other countries
increase the necessity of the institutional banker, which can act more widely to enhance the
trade and commerce and to touch the remote non-banking sector in the economy. Reviewing
this situation, the “Udyog Parishad” was constituted in 1936 A.D. One year after its
formulation, it formulated the “Company Act” and “Nepal Bank Act” in 1937 A.D. Modern
banking practices emerged with the establishment of Nepal Bank Limited in 1934 A.D.
However the stand of Nepal Bank Limited alone in total monetary and financial sector was
not sufficient and satisfactory. Thus Nepal Rastra Bank was set up on 2013.01.14 as a central
bank under Nepa Rastra Bank Act 2012 B.S. Similarly on 2022.10.10 Rastriya Banijya Bank
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was established as a fully government owned commercia bank. With the emergence of RBB,
banking service spread to both the urban and rural areas but customers failed to have taste of
quality/competitive service because of excessive political and bureaucratic interference. For
industrial development, Industrial Development Centre was set up in 2013 B.S which was
converted to Nepa Industrial Development Corporation (NIDC) in 2016 B.S. Similarly
Agricultural Development Bank (ADB) was established in 2024.10.07 with an objective to
promote agricultural products so that agricultural productivity could be enhanced through
introduction of modern agricultural techniques.

Despite all these efforts of the government, financia sector was sluggish. With the opening of
Nabil Bank Limited (erstwhile Nepal Arab Bank Limited) in 2041.03.29, the door of opening
commercia banks was opened to the private sector. NABIL emerged as the first joint venture
bank when the banking industry is totally dominated by Government and Semi-Government
banks mainly to revitalize the economy by accelerating productivity in various sectors and to
provide efficient customer service. Having observed the success on NABIL based on
marketing concept and also because of liberal economic policy adopted by the successive

governments, many commercia banks have been established till date.

1.1.2 Joint Venture Banks (JVB)

Joint venture banks are a made of trading through partnership among nations and also aform
of negotiations between various group of Industries and traders to achieve mutual exchange

of goods and services for sharing comparative advantage.

A joint venture is defined as “the joining of forces between two or more enterprises for the
purpose of carrying out a specific operation (industrial or commercial investment production
of trade).

1.1.3 Profile of sample banks
Nabil Bank Ltd (Nabil)

The first joint venture bank, Nabil bank Ltd was established with technical service agreement
in the country in 1984 under the management of Dubai Bank Ltd., United Arab Emirates. Its

ownership structure consists of 50% share from Dubai Bank Ltd., 20% share from financial
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ingtitutions of Nepa and rest 30% share from the general public. Its initial paid up capital

was Rs. 30 million.

At present, its capital structure consists with authorized capital 200 Million, issued capital 69
Million and paid up capital 69 Million. 50% of the share isin the name of foreign partner NB

International, Ireland.

Standard Chartered Bank Nepal Limited (SCBNL)

Nepal Grindlays Bank, second joint venture bank was established with 50% equity share with
foreign partner ANZ Grindlays Bank PLC, 33.341% of Nepal Bank Ltd and 16.659% of
Nepali public in 1987. Itsinitial paid up capital was Rs. 30 Million.

The bank is known presently as Standard Chartered Bank. Today the Bank is an integral part
of Standard Chartered Group who has 75% ownership in the company with 25% shares
owned by the genera public. The paid up capital is Rs.62 Million at present.

Nepal Rastra Bank erased entry restriction with an amendment to the commercial Bank Act
in 1980 and Government adopted liberal and market oriented economic policy after the
restoration of Democracy in 1990. Joint venture banks are attracted to open commercial

banks in the country. The following commercial banks are in operation at present.

S.N._ Name of Bank Head Office
1) Nepa Bank Ltd. Kathmandu
2) Rastriya Banijya Bank Kathmandu
3) Agriculture Development Bank Kathmandu
4) Nabil - Nabil Bank Ltd. Kathmandu
5) SCB - Standard Chartered Bank Ltd. Kathmandu
6) NIB — Nepal Investment Bank Ltd. Kathmandu
7) NBBL — Nepa Bangladesh Bank Ltd. Kathmandu
8)  NSBI - Nepa SBI Bank Ltd. K athmandu



9) HBL — Himaayan Bank Ltd. Kathmandu
10) EBL - Everest Bank Ltd. Kathmandu
11) BOK - Bank of Kathmandu Ltd. Kathmandu
12) NCCB - Nepal Credit and Commerce Bank Ltd. Bhairahawa
13)  NIC - Nepal Industria and Commercial Bank Ltd. Biratnagar
14)  Lumbini Bank Ltd. Narayanghat
15)  Kumari Bank Ltd. Kathmandu
16)  SiddharthaBank Ltd. Kathmandu
17)  Laxmi Bank Ltd. Birgun;

18)  Machhapuhhre Bank Ltd. Pokhara
19)  Globa Bank Ltd. Birgun;

20)  Citizens Bank Internationa Ltd Kathmandu
21) PrimeBank Ltd Kathmandu
22)  Sunrise Bank Ltd Kathmandu
23) Bankof AsialLtd Kathmandu
24)  NMB Bank Ltd K athmandu
25)  Development Credit Bank Ltd Kathmandu

1.1.4 General Concept of Dividend

Dividend is one of the major reasons for which public are interested to invest their money in
the shares of banks or other financial institutions. It refers to the portion of earning that is
distributed to the shareholders as a return against their investment in the shares of

organization. It may be distributed in cash or share and combination of both.

Dividend policy decision is one of three decisions of financial management because it affects
the financial structure, the flow of funds, corporate liquidity and investors’ attitudes. Such
decision of the firm is avery crucial decision or controversial area of financial management.
The main aspect of dividend policy is to determine the amount of earning to be distributed to
its existing shareholders and a certain amount to be retained based on requirement in the
organization. Shareholders benefit directly from the distribution of the profit and incase of
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retain the profit in the organization; shareholders will get benefit indirectly in future as
growth of the organization and increase of share price. The policy of a company on the
division of its profit between distribution to shareholders as dividend and retention is known

as dividend policy.

It is one of the major decisions of financial management because it affects the value of firm
as well as overall financing decision like financia structure, the flow of funds, corporate
liquidity and investors’ attitudes. The important aspect of dividend policy is to determine the
appropriate alocation of profit between dividend payment and retention of the fund in the
firm. Dividend will affect long term financing, net profits, market price of share, book value

of shares and earning per share.

In Nepal, only afew companies are paying dividend to its shareholders and other companies
are not able to make profit for distribution of dividend. Commercial banks are growing in the
country and these financial institutions are paying a handsome dividend to its shareholder

within avery short operation.

1.2 Statement of the Problem

It is fact that various organizations are running in Nepal and only some of them are paying
dividend. Joint venture banks have sufficient earning and are capable for payment of
dividend. Dividend is not being distributed by these banks on the basis of profit. Sometime,
they pay low or high dividend in relation to profit. It is a type of problem to the investors or

shareholder for making decision on their long term investment.

In this regard, there are no specific rules and regulations for payment of dividend in the
country. It is a type of problem to the investors or shareholders for making decision on their

long term investment.

Thus, there are many dimensions to be considered on dividend theories, policy and practices
and still many questions unanswered and rose by the dividend policy. The study seeks to

answer such following questions.
1. What type of dividend policies and practices are being adopted by the banks?
2. Why Banks with similar profit range have different dividend payment decision?

3. Isthere any relation of dividend with EPS and MPS of the company?



4. What are the mgjor types of dividend followed by the commercial banks of Nepal ?

1.3 Objective of the Study

The study primarily focuses on the dividend practice adopted by the sample banks and its

relation to other financial indicators.

Joint venture banks has started a new trend for distribution of dividend and created new
hopes for the productive mobilization of funds. Most of the investors are under low income
bracket so dividend is the most inspiring factor for investment on share of a company in the

market of Nepal. It isfact that there isno uniformity about the payment of dividend.

It varies from banks to banks. Dividend distribution is not matching with the earning of

commercia banks.
The present study will deal with the following overall objectives as follows:
a) To highlight dividend policy and practices adopted by the sample banks.

b) To analyze the relationship of dividend per share with other financia

indicators such as earning per share and market price of share of the banks.

C) To analyze the dividend yield and earning yield of the sample banks

d) To analyze Dividend per share and Earning per share with respect to time
series

€) To provide suggestion and recommendations on the basis of major findings of
the study.

1.4 Limitation of the Study

As every study has been conducted within certain limitations, the present study is not an
exceptional. It has also some limitations. The main factor is time and availability of the data.

This study will be limited by the following factors:

1. Thisstudy will be based on the secondary data which have been obtained from annual
reports of concerned joint venture commercia banks and booklets, newspapers,

magazines, books, security exchange, journals and bulletins of Nepa Rastra Bank etc.



2. Only those factors like EPS, DPS, MPS, Dividend Payout Ratio, Cash and Dividend
Analysis, Earning Yield, Dividend Yield will be considered in this study.

3. Thereated datalike cash and stock dividend have been considered.

4. Thisstudy period has been covered for 7 (seven) years from 2000/01 to 2006/07.

1.5 Significance of the study
Every study is important to certain groups. This study no doubt will have importance to
various groups but in particular is directed to a certain group of people/organizations, which

are:

=

Importance to shareholders to have a comparative study on dividend practice of two

leading banks of Nepal.

2. Importance to management bodies of the bank for evaluation of their dividend
payment.

3. Importance to further researchers and interested groups

4. Interested outside parties such as investors, customers (depositors as well as loan

customers),competitors, personnel of the banks, dealers and market makers.

1.6 Organization of the Study

This study has been organized in five chapters; Introduction, Review of the Literature,
Research Methodology, Presentation and Analysis and Summary, Conclusion and

Recommendation. A brief detail of each chapter has been defined bel ow:
Chapter — I Introduction

The first Chapter deals with the subject matter of the study consisting of general background
of the study, statement of the problem, objectives of the study, limitation of the study and

organization of study.
Chapter — Il Review of literature

In the second Chapter, the relevant and various studies have been reviewed. This Chapter also

describes a chronological presentation of conceptual setting in the subject matter of the study.

Chapter — 11 Research Methodology



The third Chapter explains about the research methodology which is used to evauate the
dividend policy of these banks. It consists of research design, sources of data, population and

sample, dataanalysistools. The Chapter also presents the results relating to dividend.
Chapter — IV Presentation and Analysis

The fourth Chapter deals with the presentation and analysis of relevant data and information
through a definite course of research design. The chapter also presents the results relating to
dividend.

Chapter -V Summary, Conclusion and Recommendation

The last Chapter is concerned with the summary of the study. Various conclusions,
suggestions and recommendations for improving the future performance have been drawn

from the study.

Finally an extensive bibliography and appendices are presented at the end of the Chapter.



CHAPTER I
REVIEW OF LITERATURE

In this chapter, an attempt has been made to review the aspects of dividend policy and past
studies on dividend policy. This chapter is divided into two sections as conceptua review in
section | and review of past research in section —Il. Finaly a short research gap has been

presented.

2.1 Conceptual Review (Book Review)

2.1.1 Concept of Dividend

Dividend policy plays a vital role for maximization of the wealth and the growth of the

company. Shareholders always expect a higher return on their investment.

Dividend policy of a company is the distribution of its net earnings among shareholders as a
form of dividend & retention for its investment therefore, a firm’s dividend policy has an
effect in distributing of net earning which can be divided into two parts as retained earnings
and dividends. All aspects & questions related to payment of dividend are defined in dividend
policy. Thereis reciprocal relationship between retained earnings & cash dividend. Dividend
decision is the crucia and the maor decision in managerial finance. It is an important
because dividend policy is to determine the amount of earnings to be distributed to its
shareholders and the certain amount to be retained in the firm. Based on the requirement of
the fund for wealth maximization and future growth, a certain fund should be retained while
distributing the dividend to shareholders.

It is fact that shareholders expect two types of return on their investment in stock i.e. capital

gain and dividend.

“Shareholders return consists of two components: dividend and capital gain. Dividend policy
has direct influence on these two components of return” * “Since dividend would be more
effective to shareholders, one might think that there would be a tendency for corporation to

increase distribution of dividend. Nevertheless, one might equally pressure that gross

! Pandey | M, Financial Management, (New Delhi: Vikas Publishing House P L, 1999), p. 744
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dividend would be reduced somewhat with an increase in retained earnings for the

corporation” 2,

Shareholders always expect higher dividend but there are again corporate laws in the country
that bind limitation of the distribution of dividend. If investors could not get any dividend,
they would think their investment worthless. Similarly, on the other hand, management feels
lower floatation cost about retaining the earnings as internal source of financing in the
company. Most of the companies try to make balance between these two aternatives in this
regard. If retained earning is kept more by the company, less will be dividend and vice versa.
Various companies adopt various approaches to distribute dividend according to their

objectives.

2.1.2 Typesof Dividend

Generdly, dividend is paid in cash to shareholders. When companies are incapable to pay
cash dividend they can use different forms of dividend payment for satisfying their
shareholders. The forms of dividend depend upon various matters related with their
objectives and policies. “The type of matter of attitude of directors and partly a matter of the

various circumstances and financial constraints that bound corporate plan and policies” >

2.1.2.1 Cash Dividend

Cash dividend is a portion of earnings paid in cash to the shareholders in proportion to their
shareholdings. Both total assets and net worth of the company decrease at time of the
payment of cash dividend. Company has to maintain required level of cash for distribution of
cash dividend, otherwise it may be difficult and fund must be borrowed for the purpose.
Incase of stable dividend policy, cash arrangement will not be difficult. A cash budget should
be prepared for coming year and required cash may be borrowed for distribution of cash
dividend in time. When unstable dividend policy is followed, it is difficult to manage cash for
payment of dividend in the form of cash. “The market price of the stock drops in most cases
by the amount of cash dividend distributed”* .

% Smith A, The Wealth of Nation, (New Y ork: Random House Inc., 1977), p. 90-91

® Shrestha M K, Financial Management (Theory & Practice), (Curriculum Development Center T.U., 1980), p.
670

‘GautanRR & Thapa K, Capital Structure Management, (Kathmandu: Asmita Books Publisher & Distributors,
2003), p. 258
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2.1.2.2 Stock Dividend

Stock dividend or Bonus share represents a distribution of shares in addition to the cash
dividend to the existing shareholders. A stock dividend occurs when the Board of Directors
authorizes a distribution of common stock to the existing shareholders. The retained earnings
of the company are transferred to the capital stock account which does not effect in the assets
and liability of the company. Stock dividend is simply a means of re-capitalizing earnings by
making the shareholder feel that they are getting something of value. Under stock dividend
each stockholder receives additional shares of stock but the proportionate holdings of each
remains the same. This has the effect of increasing the number of outstanding share of the
company which ultimately results the decrease in EPS. Due to decrease in EPS, the market
price of the share also decreases compared to the stock price before issuing stock dividend.
There is no change in the proportionate ownership of the company after issuing stock

dividend or bonus share.

There is no change in the proportionate ownership of the company after issuing stock
dividend or bonus share. Mgjor joint venture banks of Nepa have followed the practice of
paying along with cash dividend in order to meet their capital adequacy ratio as per the
directive of Nepal Rastra Bank.

2.1.2.3 Stock Split

Numbers of stock may be increased or decreased under the stock split and there is no change
in capital accounts. In a two for one split, stockholders receive two shares for each one
previously held. Upon split of the share, the book value of the share aso changes. Company
normally splits the shares for decrease in the price of the share and to attract for small
investors. Such type of split may increase the share price due to increase in demand of the
share. Sometimes, stock split usually reversed for occasions when the company wishes to
achieve a substantial change in the market price per share. “When the market price per share
of the company may adopt reverse split which may increase the market price per share and
helps to maintain efficient situation of the company. The reduction of the number of

outstanding share by increasing per share par value is reverse split” > .

® Pandey | M, Financial Management, (New Delhi: Vikas Publishing House P L, 1999), p. 650
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2.1.2.4 Stock Repurchase

When companies are unable to utilize its resources for profitable area, they can utilize such
type of funds on purchase of own shares. It may help to increase in profitability and company
can distribute dividend for its shareholders. A company’s repurchase of its own stock can
serve as a tax advantage over substitutes for dividend payment. Corporate share repurchase

often viewed as an alternative form of dividend policy.

‘A repurchase is a signal that managers who process as insider knowledge of the firm, are

convinced that their stock is worth more than its current price.”® .

In the developed capital market, it is alowed to repurchase the stock, whereas Nepaese
Company Act, 1997 section 47 has prohibited to companies in purchasing of its own shares.

2.1.2.5 Bond Dividend

Bond dividend is distributed to its shareholders in form of bond. Bond dividend assists to
postpone the payment of cash. In other words, the company declares dividend in the form of
its own bond with a view to avoid cash outflows for the time being. The bond may be long
term or short term based on the requirement of the fund in the organization. These are issued

when companies want to avoid the interest of the loans.

2.1.2.6 Scrip Dividend

When earning of the company justify dividends but the company’s cash position is
temporarily weak and does not permit cash dividend, it may declare dividend in the form of
scrip. Company issues and distributes short- term transferable promissory notes, which may
be interest bearing or not. It is justified only when company has realy earned profit and has
only wait for the conversation of the other current assets into cash in the course of operation.
This type of dividend does not change the total number of stock but it issues promissory not
in the proportion of share hold by the shareholders. It is replacement of the cash dividend for
short period. The company wants to maintain an established dividend record without paying
out cash immediately

6 Paul Asquith, Davi W Mullins, Signaling with Dividends, Stock Repurchase and Equity Issues Financial
Management, (1986), p. 33
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2.1.2.7 Property Dividend

Property dividend is a type of dividend in which the payment is made to the shareholders
with assets of property other than cash. This form of dividend may be followed whenever
there are assets that are no longer necessary in the operation of the business. Company’s own
products and the securities of subsidiaries are the example that has been paid as property
dividend. A stockholder cannot be compelled to take the property distributable to his on
account of dividend; if stockholders refuse to take property dividend, the company may retain
it in trust for him or possibly sell it for his benefit. He does not have to option to receive
equivalent amount of cash in lieu of a property dividend. Perception value of property
dividend cannot be as same cash dividend therefore it is very least applied means to dividend.

In Nepal, there is no tradition of paying property dividend.

2.1.3 Typesof Dividend Policies

The dividend amount payment out of profit, both from past and present, is guided by
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 the corporate firm, it is the concept that resolves the apparent conflict by
finding optima dividend payout that balance the need of shareholders for their current
income and expected future growth of the corporate firms so as to maximize the value of the
firm. The optimal dividend policy is the dividend policy that strikes a balance between
current and future growth and maximizes the firm’s stock price. We can simply group them

into the following categories.

2.1.3.1 Stable Dividend Policy

When a firm constantly pays a fixed amount of dividends and maintains it for all times to
come regardless of fluctuations in the level of its earnings, it is said to have pursued a
relatively stable dividend policy. In such a policy stockholders are assured of fixed dividend
per share. During the period of prosperity the firm withholds al extraordinary income of the
business to use them to maintain dividend during lean years. Stability of dividend policy does
not mean stagnation in dividend payout ratio. In fact, Slow but steady change is the prime
feature of a stable dividend policy. When the company’s earnings tend to rise regularly and
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the management feels satisfied than increased earnings are sustainable, permanent dividend
per share is increased. Likewise, dividend will not be allowed to decline in correspondence
with afall in business earnings until it is felt that the firm will not be able to recover from the
Setback.

2.1.3.2 Palicy of Regular Plus Extra Dividend

The policy refers to the combination of regular dividend with the payment of additional
dividend whenever earnings are significantly high to warrant it. Companies following regular
dividend policy pay out dividend constantly to stockholders at constant rate and do not
change the payout ratio unless it is believed that changes in earnings are permanent. When
profits of the company swell, the management may decide to distribute a part of the increased
earning as extradividend instead of enhancing the regular dividend payout ratio.

2.1.3.3 Palicy to pay Irregular Dividend

Company following this policy does not pay out a fixed amount of dividend per share.
Instead, dividend per share is varied in correspondence with change in level of earnings.
Larger earnings mean higher dividends and vice-versa. This policy is based on the
management belief that stockholders are entitled to dividend only when earning and liquidity
position of the firm warrants. Generally, this policy is adopted by firms with unstable

earnings.

2.1.3.4 Fixed Payout Policy

Corporate firms establish fixed payout policy in which fix percentage of profits will be paid
out each year as dividend. Dividend Payout Ratio relatively remains constant and may

increase with the increase in profit while dividend per share fluctuates from year to year.

2.1.3.5 Policy of No Immediate Dividend

In this policy, management of company may declare no dividend despite large earnings of the
company. This policy is usually pursued when the firm is a new and rapidly growing concern

which needs a large amount of funds to finance its expansion programs, when the firms’
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access to capital market is difficult or when availability of funds is costlier, when
shareholders have agreed to accept higher return in future or they have strong preference for
long-term capital gains as opposed to short term dividend income. Policy of no immediate
dividend should be followed by issue of bonus shares so that the company’s capital increases

and amount of reserves and surplus reduced.

2.1. 4 Factors I nfluencing Dividend policy

Formulating a policy regarding determination of amount of dividends to be paid out to the
stockholders requires careful consideration of a myriad of factors that come to bear upon
dividend policy. It should be noted that athough the factors may affect the payment of
dividends, there is no necessary relationship between these factors and actua dividend

policy.’

The factors affecting the extent to pay out dividends instead of retaining earnings are briefly
outlined below:

2.1.4.1 Legal Rules

The legal rules provide the framework within which dividend policy can be formulated. Legal

rules emphasize three rules. ®

a) The net profit rule: The net profit rule provides the payment of dividend from past
and present earnings only.

b) The capital impairment rule. This rule prohibits the payment of liquidating
dividend (i.e. payment of dividend out of capital). Liquidating dividend would mean
distributing dividend from investment rather than earnings.

¢) Theinsolvency rule: This rule prohibits the payment of dividend while the firm is

insolvent condition where liabilities are greater than assets.

2.1.4.2 Investment Opportunities and Stockholders’ Preferences

Appropriate Dividend policy of a firm is one that is designed in the light of company’s

investment opportunities and stockholders’ preferences. If the company has host of profitable

"Weston JF, & Copeland T E, Managerial Finance, Ninth Edition, New York , The Dryden Press (1992),p. 628
& Weston JF, & Copeland T E, Managerial Finance, Ninth Edition, New York , The Dryden Press (1992),p. 629

16




investment opportunity in hand and the stockholders have preference for long-term gains, the
management has no aternative but to retain entirely or sizeable portion of its earnings to
finance the investment projects. However, the management will be in dilemma if the
company has a number of potential investment proposals requiring plenty of funds and at the
same time its stockholders have strong preference for dividend income. In such a situation the
finance manager must balance the net preference of stockholders against the different cost of
retained earnings and net stock financing before deciding about the size of dividends to be
distributed.

2.1.4.3 Growth Rate (Rate of Asset Expansion)

A rapidly growing concern will have regular needs of long-term funds to seize upon
favorable opportunities and for that purpose it may find it expedient to finance a greater part
of its expansion. Such a decision will mean that dividend must be kept at a minimum. But a
company, which does not need additional funds for expansion or for replacement of assets,

may distribute a high portion of its earnings.

2.1.4.4 Liquidity Position

Even If afirm has a record of earnings, it may not be able to pay cash dividends because of
its liquidity position, Indeed, a growing firm, even a very profitable one, typically has a
pressing need for funds. In such a situation the firm may elect not pay cash dividends.

2.1.4.5 Debt Repayment & Restriction on Debt Contract

The dividend policy of corporate firms using debt is also affected by decision to repay debt
on or before maturity which generally requires more retention of earnings, lowering the
dividend rate. Incase a company is indebted with long-term debt, the provisions of debt
agreements greatly influence dividend payments. There may be an agreement with lenders
which may either prevent the payment of dividends entirely or limit the amount of dividends
to be paid or disallow payment of dividend until certain conditions are fulfilled.

2.1.4.6 Stability of Earnings
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Dividend policy followed by corporate firm to a greater extent depends on rate of earnings
and its stability in several years. Corporate firm with high and stable earnings are expected to
gradually increase the percentage of earnings for dividend payment. Similarly, afirm that has
relatively low and fluctuating earnings is less likely to pay out a higher percentage of

dividends.

2.1.4.7 Control

Control is also an important factor that influences the pattern of income distribution. The
issue of additional common stocks for procuring funds dilutes control of the dominant group
in that company while raising debt increases risk. In view of this, the present owners’ desire
to maintain control dictates the policy of withholding dividend payments to build up funds for

growth and other purposes.

2.1.4.8 Accessto Capital Market

A large well established corporate firm with a record of profitability and stability of earnings
has easy access to capital markets and other forms of financing. Such firms are more likely to
have higher percentage of dividend payout. On the contrary, a small, new or venturesome
firm, however, is riskier for potential investors. Its ability to raise equity or debt funds from

capital marketsis restricted, and hence, it must retain more earnings to finance its operations.

2.1.4.9 Ownership Structure

In a closely held company with a few but wealthy stockholders, the management will always
retain larger share of profits so as to reduce tax liability of stockholders. But if a firm
comprises a few wealthy stockholders and others in middle income group, it is difficult to
take a definite stand because of conflicting interests of the owners. The former may prefer
low dividend payout rate whereas the latter is very likely to favor relatively high dividend
payout rate. The dividend policy in such a company may be a compromise between alow and
a high payment — an intermediate payout ratio. However, the stockholders of alarge, widely

held corporation might prefer a high dividend payout.
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2.1.5 Review of Dividend Theories

The classic work of John Bull William in 1938 led to the development of dividend theory.
Importance of this work was felt only in 1958 and afterwards when Modigliani and Miller
published their first article on the evaluation of dividend policy and capital structure of the
firm. Since then number of conflicting dividend theories have evolved. There is still
conflicting thoughts coming in financial literatures as regards to effect of dividend policy in

firm’s equity value.

The study of dividend policy & practices and related theories on it occupies an important
place in the theory of corporate finance. Broadly speaking, these theories can be grouped into
two categories, viz, theories relating to relevance of dividend decision to valuation of firm,
and theories concerning irrelevance of dividend decisions. The former set of theories, with
which James E. Walter, Myron Gordon, John Lintner Richardson are associated, hold that
thereis adirect relationship between dividend policies of the firm and the market valuation of
its earnings since the investors are not neutral as to how the earnings stream is split between

dividends and retention. °

Irrelevance approach of dividend decision was propounded by Merton Miller and Franco
Modigliani. According to this scholars dividend decision is irrelevant and it does not in any
way affect share values as investors are basically indifferent to returns in the form of

dividends or capital gains.

The major theories of dividend have been explained in following sections:

2.1.5.1 Dividend Irrelevance Theory

Dividend Policy is considered irrelevant if investment decision is independent of financing
decision. Aslong asthe firm is faced with investment projects having returns exceeding those
that are required, the firm will use earnings and increase the equity base that will support to
finance these projects. If the firm has earnings left after financing all acceptable investment
opportunities these earnings would then be distributed to shareholders in the form of cash
dividend. If not, there will be no dividends. Viewed in this way, dividend is treated as a
passive residual decision. In such case, dividend payout fluctuates depending on the available

positive NPV investment opportunities.

® Shrestha Raju Krishna, An Analytical Study of Dividend policy & practices of Major joint Venture Banks in
Nepal, Public Y outh Campus, Kathmandu (2006),p. 17
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Van Horne (2003) states that the treatment of dividend policy as passive residua is
determined solely by the availability of acceptable investment proposals implies that are
irrelevant, the investor is indifferent between dividends and retention by the firm. If the
investment opportunities promise a return greater than their required rate of return, the
investor is happy to have the company retain earnings. Contrarily, if the return is less than the

required return, the investors prefer dividends.

2.1.5.2 Modigliani Miller’s Model (M-M’s Model)

Modigliani & Miller (1961) developed theory for irrelevance of dividends which are most
comprehensive and logical. According to them dividend policy does not affect value of afirm
and is, therefore, of no relevance. They are of the view that sum of the discounted value per
share after dividend payments is equal to the market value per share before dividend is paid.
It is the earning potentiality and investment policy of the firm than its pattern of distribution
of earnings that affects the value of the firm.

M-M approach is based on some assumptions like existence of perfect capital market where
all investors are rational. Information is available to all at no cost; there are no transaction
costs and floatation costs. There are no such investors as could alone influence market value
of shares. There does not exist taxes. Firm’s investment policy is well planned and is fixed
for al the time to come. There is no uncertainty as to future investments and profits of the

firm.

The crux of the M-M argument is that shareholders do not necessarily depend on dividends
for obtaining cash. They can get cash by devising “home made dividend” from arbitrage
process without any dilution in their wealth. According to M-M, the effect of dividend
payments on shareholder wealth is offset exactly by other means of financing. M-M suggests
that the sum of the discounted value per share after financing and dividends paid is equal to
the market value per share before the payment of dividends. The stock’s decline in market
price because of external financing offsets exactly by the payment of the dividend. Thus, a
stockholder is said to be indifferent between dividends and the retained earnings and

subsequent capital gains.

MM view that the market price of a share at the beginning of a 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. Thus,
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Po- 1  (Di+Py) (1
1+k

Where,
P1 = Market price of ashare at the end of the year
D,= Dividend paid at the end of the year
Po = Price of ashare at the beginning of the year

K = Cost of capital

The value of the firm (V) if no new financing exits can be written as:

V =nPo=n(D; + Py) (2
1+k
Where,

n = number of outstanding shares

If the firm sells ‘m’ number of new share at time 1 at a price of P; the value of the firm at

time O will be,

nPo = nD; + (n+m)P;-mP; (3
1+k

Thus, the total value of the firm as per equation (3) is equal to the capitalized value of
dividends to be received during the period plus the value of the number of shares outstanding
at the end of the period less the value of the newly issued shares.

A firm can finance its investment program either by ploughing back its earnings or by issue
of new shares or both. Thus, total amount of new shares that the firm will issue to finance its

investment will be:
mP; =1 — (X —nDy) 4)
Where,
mP1 = Total amount of funds raised by issue of new shares to finance investment

projects.
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| = Total new investment during period 1
X = Net Profit
If equation (4) is substituted in equation (3), we find the following equation:

nPo - (mm)P1-1+X (5)
1+ k

Thus, the value of firm is unaffected by dividend policy. Because it is possible to restate the
value of the firm in equation (5) without dividends, D which shows that dividends have no
effect on value of the firm when external financing is used MM conclude that the current
value of firm isindependent of its current dividend decisions. What is gained by stockholders
inincreased dividendsis offset exactly by the declinein the terminal value of their stock.

2.1.5.3 Dividend Relevance Theory

The conclusion derived by MM are quite consistent an appealing but assumptions on which
they are based are not well-founded and realistic (Ramacharran, 2001) MM’s hypothesis,
therefore, lacks practical relevance and have been criticized widely. Shareholders are not
indifferent to dividends and capital gains and dividend does influence the value of firm.
James E. Walter, Myron Gorden and John Lintner have conducted major studies to support

relevancy of dividend which are explained below:

2.1.5.4 Walter’s Model

Walter’s model (1966), one of the earlier theoretical models, clearly indicates that the choice
of appropriate dividend policy amost aways affects the value of firm. He has studied the
significance of the relationship between the firm’s internal rate of return, r (i.e. actual
capitalization rate) and its cost of capital, k (i.e. normal capitalization rate) in determining
such dividend policy as will maximize the wealth of the stockholders.™®

Walter’s model is based on the some assumptions like the firm finances its entire investments
by means of retained earnings. New equity stock or debentures is not issued to raise funds.

Internal rate of return (r) and cost of capital (k) of the firm remain constant. The firm’s

19 grivastava Radhey M, Financial Decision Making, New Delhi, Sterling Publishers Pvt Ltd. (1984),p. 281
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earnings are either distributed as dividends or reinvested internally. Beginning earnings and

dividends of the firm never change. The firm has a very long or infinite life.

The formula used by Walter to determine the market price per shareis:

P - D +(r/k)(E-D) (6)
k

Where,
P = Market price per share
D = Dividend per share
E = Earning per share
r = Internal rate of return (Actual capitalization rate)
k = Cost of capital (Normal capitalization rate)

Walter’s model seeks to measure the effect of dividends on common stock by comparing
actual and normal capitalization rate. Walter considered firm as growth firm if r/k is greater
than 1. Such firms must reinvest retained earnings to finance investments. Larger the firms
retain, higher the value of the firm. Optimum dividend payout ratio for such a firm will be
zero. Normal firms comprise those firms whose r/k = 1. For such firm dividend policy will
have no effect on the market value per share. Firms whose r/k is less than 1 are regarded as
declining firms. In such firm, market value of the firm will tend to be maximum when it does

not retain earnings at al (i.e. paysout all earnings as dividends).

2.1.5.5 Gordon’s Model

Another popular model analyzing the relationship between dividend policy and valuation of
firm is developed by Gordon (1962). According to this model, a corporation’s share price
dependent of the dividend rate. The Gordon’s model is based on the some unrealistic
assumptions™. It assumes the firm to be an all equity firm and absence of leverage in its
capitalization. There is no outside financing and corporate growth is expected to derive from

retained earnings. Theinternal rate of return, (r) of the firm remains constant.

" Srivastava Radhey M, Financial Decision Making, New Delhi, Sterling Publishers Pvt Ltd. (1984),p. 284
23




The capitalization rate, k for the firm remains constant regardless of change in risk
complexion of the firm. The firm derives its earnings in perpetuity. There does not exit
corporate taxes. Retention ratio, b, once decided will remain unchanged under al the

circumstances.

Based on the assumptions, Gordon developed following model to determine market value of

share:
Po - EPS(1-b) )
K-br
Where,
Po = Price of Share

EPS: = Expected earning per share at timet

b = Retention ration

(1-b) = Percentage of earnings distributed as dividend

EPS:(1-b) = Expected dividend per share at timet

Br = Growth rate (i.e. rate of return on investment of an all equity firm)

K = Cost of Capital

Equation (7) shows relationship between expected earnings (EPS;), dividend policy (b),
interna rate of return (r), and cost of capital (k) in determination of value of the share. It
shows that value of share is equal to the current dividend by the amount by which the rate of
return that the investors require exceeds the expected growth in the dividend.

The market value of share (Po), increases with the increase in retention ratio (b) for firms
with growth opportunities (i.e. r>k). The market value of the share increases with the payout
ratio (1-b) for declining firms with r<k. The market value of the share is not affected by

dividend policy for normal firms whose r=k.
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Gordon in his study concluded that dividend policy of a firm affects its value. Investors are
not indifferent between current dividends and retention of earnings. Investors value the
present dividend more than future capital gain. As such an increase in dividend payout ratio
leads to increase in the stock prices. However, Gordon’s model though theoretically sound is
too bounded by the unrealistic assumptions, which has decreased its practical value in rea

financial world.

2.1.5.6 Linter’s Model

Linter (1956) in the mid — 1950s conducted a classic series of interviews with corporate
managers about their dividend policies. His description of how dividends are determined can

be summarized in four “stylized facts” *2.

The first fact is that the firms have long-run target payout ratios. Mature companies with
stable earnings generally pay out a high proportion of earnings, growing companies have low
payout. The second fact is that Managers focus more on dividend changes than on absolute
levels. Thus, paying Rs.50 dividend is an important financial decision if last year’s dividend
was Rs.10, but no big deal if last year’s dividend was Rs.50. The third fact is dividend
changes follow shifts in long-run, sustainable earnings. Managers “smooth” dividends.
Transitory earnings changes are unlikely to affect dividend changes that might have to be

reversed. They are particularly worried about having to rescind a dividend increase.

Linter developed a ssmple model which is consistent with these facts and explains dividend
payments well. If a firm aways stuck to its target payout ratio, then the dividend payment in

the coming year (DIV;) would equal a constant proportion of earnings per share (EPS,):
DIV, = target dividend
target ratio X EPS;
The dividend change would equal
DIV; - DIV, =target change

= target ratio X EPS; - DIV,

2 Myers S C, Outside Equity, Journal of Finance, L.V: 1005-1037
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A firm that always stuck to its target payout ratio would have to change its dividend
whenever earnings changed. But the mangers in Lintner’s survey were reluctant to do this.
They believed that shareholders prefer a steady progression in dividends. Therefore, even if
circumstances appeared to warrant a large increase in their company’s dividend, they would

move only partway toward their target payment.

Their dividend changes therefore seemed to conform to the following mode:

DIV, - DIV, =adjustment rate X target change

= adjustment rate X (target ratio X EPS; - DIV()

The more conservative the company, the more slowly it would move toward its target and,
therefore, the lower would be its adjustment rate.

Lintner’s simple model suggest that the dividend depends in part on the firm’s current
earnings and in part on the dividend for the previous year, which in turn depends on that
year’s earnings and the dividend in the year before. Therefore, If Lintner is correct, we should
be able to describe dividends in terms of a weighted average of current and past earnings

which can be demonstrated as;
DIV; = al(EPS) + (1-8) DIV

Where, ‘@ isthe adjustment rate and ‘T’ is the target payout ratio.

The probability of an increase in the dividend rate should be greatest when current earnings
have increased, it should be somewhat less when only the earnings from the previous year
have increased, and so on as confirmed by Fama and Babiak™® who developed the following

equation:
DIV, = aT(EPS) + aT(1-a) (EPS.1) + aT(1-8)* (EPS2) + . . .

+ar(1-a)" (EPS.n)

18 FamaE F & Babiak H, Dividend Policy — An Empirical Analysis , American Statistical Association Journal, XII:
1132-1161
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Their tests of Lintner’s model suggest that it provides a fairly good explanation of how
companies decide on dividend rate, but it is not the whole story. It is expected that managers
take both future prospects as well as past achievement into account when setting dividend
payment.

2.1.5.7 Signaling Theory

Cash dividends may be viewed as a signa to investors. Companies with good news about
their future profitability will want to tell investors, rather than making a simple
announcement, dividends may be increased to add conviction to the statement. When a
company has a target payout ratio that is stable over time and it changes this ratio, investors
may believe that management is announcing a change in the expected future profitability of
the firm. Van Horne™ points out that the signal to the investors is that management and the
board of directors truly believes things are better than the stock price reflects. Miller and
Rock suggest that investors draw inferences about the firm’s internal operating cash flows
from the dividend announcement. The notion is based on asymmetric information.
Management knows more about the true state of the company’s earnings than do outside
investors. Ross proved that an increase in dividends paid out (or in usage of debt) can
represent an inimitable and unambiguous signal to the marketplace that a firm’s prospects

have improved.

Dividends speak louder than words. Bhattacharya developed a dividend signaling model,
which can be used to explain why firms may use dividends for signaling despite the tax
disadvantages of doing so. If investors believe that firms that pay dividends per share have
higher values, then an unexpected dividend increase will be taken as a favorable signal.
Presumably dividends convey information about the value of the firm that can’t be fully
communicated by other means such as annual reports, earnings forecast or presentations
before security analysts. It is expensive for less successful firms to mimic the signal because
they must incur extra costs associated with raising externa funds in order to pay the cash

dividends.

These findings strongly support the hypothesis that dividend changes contain information
about changes in management’s assessment of the future prospects of the firm. Furthermore,

¥ van Horne, J. C. (2003). Financial Management and Policy, Twelfth Edition, New Delhi: Pearson Education

27



dividend announcement contain useful information beyond that already provided by earnings

information.

2.1.5.8 Agency Cost Theory

The recognition of potential agency costs associated with the separation of management and
ownership is not new, differences in managerial and shareholder priorities have been
recognized for more than three centuries. Adam Smith™ adjudged the management of early
joint companies to be negligent in many of their activities. These problems were especialy
prevalent in the British East Indies Company and attempts to monitor managers were largely
unsuccessful because of inefficiencies and costs associated with shareholder monitoring. One
of the mechanisms of reducing expropriation of outside shareholders by agents is high
payout. High payout will result in reduction of free cash flow available to managers and this

restricts the empire building efforts of managers.

Modern agency theory seeks to explain corporate capital structure as the result of attempts to
minimize the costs associated with the separation of corporate ownership and control.
Agency costs are lower in firms with high managerial ownership stakes because of the better
alignment of shareholder and manger goals (Jensen and Meckling, *° and in firms with large
block shareholders that are better able to monitor managerial activities.

The second way dividend policy affects agency costs is the reduction of these costs through
increased monitoring by capital markets. Large dividend payments reduce funds available for
perquisite consumption and investment opportunities and require managers to seek financing
in capital markets. The efficient monitoring of capital markets reduces less-than optimal
investment activity and excess perquisite consumption and hence reduces the costs associ ated

with ownership and control separation.

2.1.6 Legal provisions Affecting Dividend Policy in Nepal.

Legal provisions and procedures are imposed to make corporate firms follow international
accounting standard in maintaining accounts and distributing profits. Government Policy,
Company Act, Central Bank’s rules & regulations, circulars issued from time to time and
contractual restrictions govern not only the amount of dividend that can be legally distributed

> gmith, A. (1977), The Wealth of Nations, New Y ork, Random House Inc.
!¢ Jensen, M.C. & Meckling, W.H. (1976). Theory of the Firm, Managerial Behavior, Agency Cost and Ownership
Structure, Journal of Financial Economics, 111 (1V). 305-360.
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but also on the procedural aspects of declaring dividend and dividend practices of corporate
firms. These policies rules and regulations are subject to change to suit the state of condition

in the corporate sector and country’s economy.

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

Commercial Act 1972 (2031) section 18 (4™ Amendment 2046) has prohibited the

distribution of dividend unless the following conditions are met:

> Before writing off preliminary expenses.

> Before making provisions for previous years’ losses.

> Before maintaining adequate (a) capital fund, (b) provision for loan loss and (c)
reserve fund, 20% of the net profit should be appropriated till reserve fund reaches double of

paid up capital.

Nepal Company Act, 2006 (2062 B.S.) has made certain provisions on dividend payments.
Legal rules and provisions, which seem to affect dividend practice, are mentioned below:

Section 179, subsection 1 alows distribution of bonus shares to shareholders from the
distributable profits upon approval of special agendain shareholder’s annual general meeting.
Subsection 2 requires information to the concerned authority before issuing bonus shares.

Section 182 of the act has defined distribution of the bonus shares within 45 days from the

date of the decision made in annual general meeting except the following issues.

a) Incaseany law forbids the distribution of dividends.

b) Incaseany right to dividend is disputed.

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

company.

Section 182, subsection 3 states that payment of a certain interest incase of non-payment of

the dividend within the specified time period.
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Section 182, subsection 4 states that dividend will be paid to the registered shareholders in
the book of the company at the time of decision of the dividend or rights holder as per the
law.

Section 182, subsection 5 states that dividend can be paid to shareholders after deducting
depreciation, payments/provisions as per the law and all the loss of previous years. Dividend
can be distributed without reserves or provisions as per the existing law.

Section 182, subsection 7 allows Board of Directors to distribute interim dividend to its

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

(@ Allows payment of interim dividend incase of provision in the memorandum of the

company.

(b) The audited balance sheet approved by the Board of Directors for distribution of
dividend of the specified year, dividend can be made to shareholders.

Section 182, subsection 9 allows to transfer the uncollected dividend within 5 years from the
date of the decision at the Annual General Meeting to the account of Investors Samrachhan

Reserves.

2.2 Review of Past Research

In this section, the summary of major findings and recommendations of previous thesis on
the same topic, reviewing journas & articles and the research studies on the same are
presented.

2.2.1 Review of Masters Degree Thesis
Bishnu Hari Bhattarai (1996) in his Thesis “Dividend Decision of its impact on stock

3y 17

valuation” ~" argues that some of the companies has treated dividend as obligation, however

majority of them have not done so Market response is also inconsistent to the notions

7 Bhattarai, Bishnu Hari (1996). “Dividend Decision and Its Impact on Stock Valuation” Unpublished Master’s
Degree Thesis, Department of Management, T.U., Kirtipur.
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advanced by theories. Shareholders have so high expectations that market price of shares are
significantly higher than net worth. However dividend is paid only in profitable year
instability of dividend are the most applied phenomena of Nepalese dividend distribution
practices. Cash balance for dividend payment is not adequately maintained by the companies.
The companies invested by foreigners are paying dividend more attractively than the
companies promoted by indigenous promoters. Though dividend has positive impact on

valuation of shares adequate consideration isto be paid for its treatment.

Besides, payment of dividend is not adequate and there is also absence of proper dividend
policy. Verbal statement committed in prospectors is not materialized and management is left
to work its desired way. Government is silent on inefficiency of the companies and no
legislation is passed regarding dividend payment. The cause of presents conditions and
guidelines for improvement is yet to be seriously considered which has overlooked the
shareholders expectations. The consequence is that investors have high perception of
protection of their interest by joint venture companies established under foreign
collaboration. The measures for the improvement of present conditions could be:

1. Sound dividend policy should be formulated and adopted strictly.

2. Shareholder’s educating program should be initiated.

3. Revitalizing Nepal stock Exchange or establishment of another competent body
should be done to protect shareholders interest.

4. Dueregard isnot paid on sound dividend policy.

Hence, companies are not following sound dividend policy as a result companies have not
been able to maximize the value of the firm thereby resulting low price and low trading

volume.

Mr. Rishi Raj Gautam (1998) in his research work “Dividend Policy in Commercial
Banks™ *8 conducted on NABIL, NIBL, SCBNL concludes that

'8 Gautam, Rishi Rgj (1998). “Dividend Policy in Commercial Banks™, A comparative Study of SCB, NIBL and
NABIL, Unpublished Master’s Degree Thesis, TU Central Department of Management, Kirtipur.
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There is no prominent difference in DPS and Dividend payout ratio of all three banks
NABIL, NIBL, SCBNL but there is no uniformity in EPS.

None of the three banks NABIL, NIBL, SCBNL has a clearly defined dividend
policy.

Shareholders in Nepal do not seem to be investing their capital on the basis of
financial performance of the financial Institution.

Market price of the shares does not seem to be more of less dependent upon EPS &
DPS.

He had recommended the following issues.

1.

Bank should define their dividend strategy and should follow them without
hesitation.

Banks need to follow an apparent policy for the Issue of Bonus Shares, a the
same time it need to clarify the changes in EPS, DPS & MPS due to the issue of
bonus share to their existing and potential shareholder.

The commercial banks do not have any strategies to attract ordinary small low
level investors.

Bank should give importance to shareholders and be careful about explaining the
advantage & disadvantages of stock dividend and cash dividend to those

shareholders who knows less about the matter.

Mr. N.R. Adhikari (1999) in his thesis work “Corporate Dividend Practice in Nepal” *°

confine.

1.

Stock with higher ratio of dividend per share to book value per share has higher
liquidity & lower leverage ratios. It shows companies paying higher dividend are
reluctant to employ higher degree of leverage in their capital structure.

Stock with larger ratio of dividend per share to book value of shares has higher
profitability.

There is positive relationship between the ratio of dividend per share to the book
value and turnover ratio, interest coverage ratio.

Negative relationship is observed between the dividend payout and quick ratio.

There is the relationship between dividends per share to market price per shares.

9 Adhikari, Naba Raj (1999). “Corporate Dividend Practice in Nepal”” Unpublished Master Degree Thesis,

Central Department of Management, T.U., Kirtipur.

32



Thus, the findings conclude that there are difference in financial position of high dividend
paying and low dividend paying companies. Other things remaining the same, financial
position of high dividend paying companies is comparatively better than that of low dividend
paying companies. Besides the market price of shares is affected by the dividend and hence
Dividend decision is not considered to be a residua decision by the financial executives of
Nepal.

Mr. Rajesh Sharma (2002) in his thesis entitled “Dividend Theories and Practices” %

forwarded the following findings.

1. Dividend procedure followed by the JVBS in the context of Nepal.

2. Ability and attitude of paying dividend and anaysis of variance in the payment of
dividend between banks with similar profit range.

3. Major factors affecting dividend policy of JVBS/legal/aspects/shareholders consideration.

4. Practices of issuing Bonus Shares.

Following major recommendations were made.

1. According to Nepa Company Act 1997, dividend becomes liability of the company,
only after once it is declared. There is no binding obligation to declare dividend even
the company achieve high profit target. So government should make strict rules and
regulation to enforce the company to pay dividend in order to protect the interest of
the shareholders.

2. Dividend, as a matter of reality, should be examined in relation to the net-worth or
total capital employed.

3. Shareholders should conscious to get information from the company in time.

4. Following factors should be considered logically under the dividend policy of an
organization.

- Economic and moral considerations.

0 sharma, Rajesh (2002). “Dividend Theories and Practices” Unpublished Master’s Degree Thesis, Shanker Dev
Campus, Kathmandu.
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- Factors affecting the relative welfare of the firm.
- Factors affecting the welfare of the shareholders.

Ms. Prativa Shrestha (2005) in his research work “A Study on Dividend Practices of
’121

Commercial Banking Sectors in Nepal” <~ concludes that

1. To highlight the various aspects of dividend policies and practices of commercial
banksin Nepal.

2. To analyze the relationship of dividend with various important variables such as
earning per share, net profit, net worth and stock price.

3. To suggest and recommend the appropriate dividend policy to policy makers and

executives to overcome various issues and gaps based on the findings of the analysis.

She had recommended the following suggestions.

1. It is compulsory to redefine the legal rules of dividend payment for the smooth
development in the banking sectors.

2. Nepaese Commercia banks should retain their earnings incase of high interna rate of
return than its cost of capital.

3. Most of the high-ranking officials like board of directors and others show their
bureaucratic personalities than doing their duties.

4. Fluctuation on payment of Dividend.

Mr. Raju Krishna Shrestha (2006) in his research work *““An Analytical study of Dividend
policy and practices of Major Joint venture Banks in Nepal” % had forwarded following
findings:

Nepalese commercial banks had not followed proper dividend policy in relation to their
income. At the time of growth stage it would be better to grab investment opportunity by
interna financing through high retention of earning and lowering dividend payout ratio. At

?! Shrestha, Prativa (2005) “A Study on Dividend Practices of Commercial Banking Sectors in Nepal™
Unpublished Master’s Degree Thesis, Shanker Dev Campus, Kathmandu.

%2 Shrestha, Raju Krishna (2006) “An Analytical study of Dividend policy and practices of Major Joint venture
Banks in Nepal” Public Youth Campus, Kathmandu
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the time of decline stage, it should consider in paying dividend rather than retain earning

because its internal rate of return islower than cost of capital.

1. Commercial banking sector in Nepal has no such distinct legal provision concerning
dividend policy so the legal rules of dividend payment should be re redefined for smooth
development in the banking sector. The minimum cash dividend payout should be fixed
based on their income. Government should develop clear guideline and policy regarding
banking sector to improve their efficiency. Such type of rules should be certain for a
specified period and government should not excessive interfere in day to day affairs of

commercia banking sector.

2. Nepalese commercial banks are facing the growth problem. It is because decisions are
made by top executives in terms of their personal interest rather than organizationa
interest. Due to this the banks are, therefore, not in a position to pay cash dividend. So

high ranking officials should focus on organizationa interest.

3. At the same time, lack of supportive leadership is one of the biggest constraints to the
growth of banking sector. In reality, bank mangers have not been able to excel in their
works and contribute efficiently as mangers of banks. Therefore, it is highly
recommended that the bank managers should follow dynamic management and should
develop leadership ability.

4. It is found that the Nepalese commercial banks have distributed stock dividend to its
shareholders without any pre-plan. During the study period, HBL has distributed stock
dividend to its shareholders every year but Nabil bank and SCBNL have distributed only
once in seven years (2055/56-2061/2062).

5. Distribution of dividend is highly fluctuating which affects market. So, the dividend
payment policy should be constant on the net profit in the banking sector. As far as
possible percentage of distribution of dividend should be based on net profit of the bank.
For this, policy should be made by the Board of Directors. There should be given a choice
whether to distribute stock dividend or cash dividend to the shareholders. Banks should
timely provide necessary information to its shareholders so that they are able to decide for

investment.
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6. Finaly, the banks should entertain the researchers by providing correct information. As
far as possible, banks should provide necessary information to researchers in every aspect
without hesitation because research work will be helpful to all concerned people at
present and in future.

2.2.2 Review of Articlesand Journals

Ghimire published an article in business age magazine entitled "Nepal Share market and
investor's prospect” in which he has pointed out some important trends of Nepal capital
market. He has mentioned many unbalanced factors like political instability, terrorism as the
main cause of decreasing trend of share price. He has observed fluctuation in NEPSE index is
due to banking sector and declaration of bonus and dividend is the main cause of price
change of stock. He has defined Nepalese capital market as lame, weak and perhaps works
for vested interest®.

The stock market is aways subjected to steady inflow of information, much of which will
have an effect on the set of anticipations that constitute price of a particular security. Some of
the information has awhole market-wide impact such as change in monetary and fiscal policy
on security prices. Some other information has an influence upon a group of stock pricei.e.
industry-wide impact. And still some information such as announcement of dividend, bonus
shares may have an influence on the price of a particular security i.e. company-wide impact.

K.C. in the article entitled "Development of stock market and economic growth in Nepal”
concluded to improve the situation of the country in order for investor to be eager to invest
more confidently. He points out that the investors have lost their confidence on the secondary
market not only because the existing few listed companies are not performing well but also
due to fear of internal unrest that could further deteriorate the economic conditions of the

country. He recommended increasing opportunities to invest in the secondary market. 2*

Thapain his article "Managing Banking Risk" Published in the Kathmandu Post dated March
9, 2003, mentioned that risk management of the banks is not only crucial for optimum trade

off between risk and profitability, but is also one of the deciding factors for the overal

23 Ghimire, Atma Ram. (2001) "Nepal Share Market An investor's Prospect”, Business Age,
24 K.C, Bijaya. (2004). "Development of Stock Market and Economic Growth in Nepal". SEBO Journal, Vol.1
June
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business investment leading to growth of the economy. Managing such risks not only needs
sheer professionalism at the organizational level but an appropriate environment also needs to
be developed. Some of the maor environmental problem of Nepal ese banking sector is undue
government intervention in the state-owned banks, relatively weak regulatory frame, bad
corporate governance and lack of professionalism. The only solution to mitigate the banking
risk is to develop the badly needed commitment, eradication of corrupt environment
especialy in the disbursement of lending and to formulate prudent and conductive regulatory

framework.

Poudel in his study "Investing in Shares of Commercial Banks in Nepal: An assessment of
Risk and Return Elements’ have come up with the conclusion that the risk-return

characteristic so not seem to be same for the shares review.

He further added the shares with larger standard deviations seem to able to produce higher
rates of return. The portion of unsystematic risk is very high with the shares having negative
beta coefficient. The risk per unit return, as measured by the coefficient of variance, is less
than that of the market as a whole for all the individual shares. Most of the shares fall under
the category often defensive stocks, (having beta coefficient less than 1).

Timilsinain his study "Capital Market Development and stock price behavior in Nepal"? has
come up with the conclusion that the market price of shares depend on EPS as well as on
DPS, but DPS is more price sensitive and it will have direct and immediate response in the
market. However, market values of shares computed on the basis of EPS are near to the
observed market price of equity share reveal that the stock market is not inconsistent. Further,
he adds the relationship ups and downs of the stock market those of economic variables. To
put his own words, "The upward swings in the economy would suppress the market value of

shares".

2.2.3 Review of Other research papers

Linter (1956) was the first to investigate the partial-adjustment model of dividends. His
behavioral model suggests that the change in dividends is a function of the target dividend

% Timilsina, Y ogendra (2001) “Capital Market Development and stock price behavior in Nepal" an unpublished
article in Economic Review Occasional Paper, April.
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payout less the last period’s dividend payout multiplied by the speed of an adjustment factor.
The target dividend payout is a fraction of the current period’s earnings. Linter found that the
most important determinant of a company’s dividend decisions was a major change in
earnings “out of line” with existing dividend rates. Because many managers believe that
shareholders prefer a steady stream of dividends, firms tend to make periodic partial

adjustments toward atarget payout ratio rather than dramatic changes in payout.

Thus, managers smooth dividends in the short run to avoid frequent changes. Linter tested his
propositions and found that the partial adjustment model predicted dividend payment more
accurately than “naive” models. In fact, he found that the model explained 85% of the

changesin dividends for his sample of companies.

Modigliani and Miller®® (1961) advanced the view of dividend policy of their most celebrated
study about dividend policy growth and the valuation of shares, that the value of firm
depends solely on its earnings power and is not influenced by the manner in which its
earnings are split between dividends and retained earnings. They found that dividend
payment as irredlevant. According to them, the investor is indifferent between dividend

payment and capital gains.

Fama and Babiak?’ (1968) examined several other models for explaining dividend behavior.
Their results support Linter’s view that managers prefer a stable dividend policy and are
reluctant to increase dividends to a level that cannot be sustained. Therefore, these
researchers concluded that changes in per share dividends are largely a function of a target
dividend payout based on earnings and the last period’s dividend payout.

Baker and Farrelly reported similar results for dividend achievers, which they defined as
companies having an unbroken record of at least ten consecutive years of dividend increases.
They also conducted a survey of institutional investors. Their findings showed that these
sophisticated investors believe that dividend policy affects stock prices and that in line with

Lintner’s behavioral model, dividend consistency is very important.

B Miller, M. & Modigliani, F. (1961), Dividend Policy, Growth and the valuation of Shares. Journal of Business,
XXXIV (1V): 411-433.

% Fama, E.F., & Babiak, H. (1968), Dividend Policy — An Empirical Analysis, American Statistical Association
Journal, XII; 1132-1161.
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Ramacharran®® (2001) analyzed the variation in dividend yield for 21 emerging markets
(including India) for the period 1992-99. His macroeconomic approach using country risk
data found evidence for pecking order hypothesis —lower dividends are paid when higher
growth is expected. The study also found that political risk factors have no significant impact

on dividend payments of firmsin emerging markets.

Lee and Ryan® (2002) analyzed the dividend signaling-hypothesis and the issue of direction
of causality between earnings and dividends — whether earnings caused dividends or vice
versa. For a sample of 133 dividend initiations and 165 dividend omission, they found that
dividend payment is influenced by recent performance of earnings and free cash flows. They
also found evidence of positive (negative, earnings growth preceding dividend initiations

(omissions).

2.3 Research Gap

There have been several researches done in the past regarding dividend policy and practice of
various banks and financia institutions taking considerations of various financia and
statistical tools. In this thesis, only two sample banks Nabil and SCBNL were considered out
of the total population of 23 commercial banks operating presently in the market. Similarly,
only secondary data were considered in mainstream. The study has covered the data of fiscal
year 2000/01 to 2006/07 where as the similar latest study was found to be conducted only up
to 2005/06. The

Similarly, the trend of MPS and EPS over the study period and forecast of these financial
indicators for next three years were predicted which might be one of the differences from the
other studies thesis. Other studies referred were found to apply various financial and
statistical tools such as. regression anaysis, hypothesis whereas only simple trend analysis,
correlation analysis, measures of central tendency and dispersion were used in this thesis.
Despite of its limitations mentioned above, the study would be able to provide a general

overview of the dividend practices and the relationship of dividend with earnings and market

% Ramacharran, H. (2001), An Empirical Model of Dividend Policy in Emerging Equity Markets. Emerging
Markets Quarterly, Spring, PP. 39-49.

# |ee, H.W., & Ryan, P.A.(2002), Dividends and Earnings Revisited, Cause or Effect? American Business Review,
XX(I): 117-122.
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price of the sample banks. It finally helps to various stakeholders to be acquainted with the

major financial indicators of the leading two banksin the country.

CHAPTER I11
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RESEARCH METHODOLOGY

Research Methodology describes the methods and process applied in the entire aspect of the
study. Research methodology refers to the various sequentia steps to adopt by aresearcher in
studying a problem with certain objectives in view. So the purpose of this chapter is to
outline the methods and sequential steps adopted in analyzing the problem with the stated

objectivesin mind.

3.1 Resear ch Design

Research design refers to a series of stages in conducting a study. The research design of this
study will be more exploratory cum anaytical using the various phenomena related and
influencing the dividend decision and market price of stock. Secondary data and information
have been obtained from different reliable sources and primary data have been obtained

through questionnaire survey for this purpose.

3.2 Population and Sample

The population for this study comprises all the commercial banks listed in Nepal Stock
Exchange (NEPSE). At present, there are 25 commercial banks, out of which only 15 listed in
NEPSE as on 16" July 2007 A.D, comprise the population for the study. Two listed
commercia banks namely Nabil, SCBNL have been selected out of the total population as
sample for this study.

3.3 Sour ce of Data

The study is based on secondary data. The data required for the study purpose has been
collected from various sources. The main sources of data are Nepal Stock exchange (NEPSE)
publications, annua reports of the sample banks and websites of the sample banks and
publications of Security Board of Nepal (SEBON).

3.4 Data Analysis Tools
Various Financia and statistical tools have been used in this study. Data have been

transformed from raw form to meaningful information and presented in tables and figures as

per the requirement and results have been interpreted. The collected data have been
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organized, tabulated, processed and analyzed using various statistical and financial tools as
described below.

3.4.1 Financial Tools

Considering research objective, to analyze the impact of dividend on various key variables
such as earning per share, dividend per share, dividend payout ratio price earning ratio,
dividend yield and earning yield are considered. Following financia indicator tools related to
objectives are also considered.

Earning Per Share (EPS)

It is a type of ratio, which refers total earnings available to common shareholders or total
numbers of outstanding common shares. It measures the profit available to the equity
shareholders on per share basis. It reflects the earning power of a company. Higher EPS

represents greater net profit.

EPS = Total Earnings Available to Common Shareholders

Number of Common Shares Outstanding

Dividend Per Share (DPS)

Financial sound companies can distribute dividends to its shareholders. Higher DPS attracts
investorsto invest in shares of company and maintains goodwill in the market. It is calcul ated
by dividing net earnings paid to the common shareholders (after payment of preference

dividend) by number of common share outstanding.

DPS = Net Earnings Distributed to Common Shareholders

Number of Common Shares Outstanding

Dividend Payout Ratio (DPR)

It is the ratio, which measures a relationship between the dividend paid to common
shareholders and total earnings of the company after tax. It is calculated by dividing the DPS
by the EPS.

Dividend Payout Ratio = Dividend Per Share / Earning Per Share
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Price Earning Ratio (PER)
This is atype of ratio, which indicates the price currently paid by the market for each rupee

of currently reported earning per share. It can be calculated by using the following ratio.

P/E Ratio = Market Price Per Share / Earning Per Share

Dividend yield (DY)
It isthe ratio of dividend per share to market price per share. It is the return to shareholdersin
form of dividend in relation to market price of the share. Shareholders can get dividend as a

return in relation to market price of the share.
Dividend Yield (DY) = Dividend Per Share/ Market Vaue per Share

Dividend yield is dependent on market value per share. Higher market value leads to decrease

intheratio and vice versa.

Earning Yied (EY)
Earning yield is the most important profitability ratio, which is expressed in terms of market
value of share. The earning yield can be defined as the ratio of earning per share to the

market value per ordinary share and is calculated as follows.
Earning Yield = Earning Per Share/ Market Value Per Share

3.4.2 Statistical Tools

Following statistical tools used in the study are explained briefly in detail.

Simple Arithmetic Mean

Arithmetic mean or smply a mean of a set of observation is the sum of all observations

divided by the number of observations. It is also known as the arithmetic average.

X
Arithmetic mean (Average) = Z—
n

43



Standard Deviations (S.D.)

The measurement of the dispersion of the mass of figures in a series about an average is
known as dispersion. The standard deviation is an absolute measure of dispersion. The
greater the amount of dispersion indicate greater the standard deviation. A small standard
deviation means a high degree of uniformity of the observation as well as homogeneity of the
series. In this study, standard deviation is calculated for selected dependent and independent

variables specifies in the model s presented above.

S.D. (0):Ln_i)

Coefficient of Variation (C.V.)

We use coefficient of variation as arelative measure of dispersion or as atest for consistency
of the given data (ratios) as regards to the variation per unit of averageratio. It is aways
expressed in percentage and is calculated as follows:

_ Average(Mean)
S.D.

C.V. X 100%

Coefficient of Correlation (r)

Two variables are said to have “correlation”, when they are so related that the change in the
value of one variable make the change in the value of other. The measure of correlation
called the correlation coefficient summarized in one figures, the degree and direction of
movement, Correlation analysis only helps in determining the extent to which the two
variables are correlated but it does not tell us about cause and effect relationship. Correlation
can either be positive or it can be negative. If both the variables are changing in the same
direction, than correlation is said to be positive but when two variables take place in opposite
direction, the correlation is termed as negative. In this study, coefficient of correlation is

calculated between stock price and dividend, stock price and price earning ratio
It is a kind of statistical tool used for measuring the intensity or magnitude of linear
relationship between the two variables. Also known as Pearsonian correlation coefficient

between two variables (say X and Y), denoted by ‘ryy’ or simply ‘r’ can be obtained as
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ny XY->X>Y
InEx - ExF by - ()]

Where, n = number of observationsin series X and Y

The value of correlation coefficient, ‘r’, always lies between ‘-1’ to *+1”.

If r = +1, it can be stated that there is perfect positive relationship between variables X and Y.
If r = -1, it can similarly be stated that there lies perfect negative relationship between the
given two variables.

If r =0, it states that there is no correlation at all between the two study variables.

CHAPTER IV

DATA PRESENTATION & ANALYSIS

This chapter deals with the main body of the study i.e. analysis and finding of the collected
data The collected data are tabulated, analyzed, interpreted and presented to meet the
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objective of the research. And al the calculations are shown in the appendices, where the

method of calculation is as mentioned in the research methodol ogy chapter.

4.1 Data presentation and analysis

The study is focused on the two commercial Banks as mentioned in the introduction chapter

and their common stock's return are computed in this section. The data and result are

tabulated, interpreted and presented in the figure for more simplicity and clarity.

4.1.1 Data presentation and Analysisof Major Financial indicators of Nabil:

Table4.1

Major Financial indicators of Nabil

Cash Div.

Fiscal Closing Stock Earning per share
Y ear MPS(Rs) | (%) Dividend (%) | Total Dividend | (EPS)

2000/01 | 1500 40 -- 40 59.26

200102 | 735 30 -- 30 55.25

2002/03 | 735 50 -- 50 84.66

2003/04 | 1000 65 -- 65 92.61

2004/05 | 1505 70 -- 70 105.49

2005/06 | 2240 85 -- 85 129.21

2006/07 | 5050 100 40 2120 137.08

Source: NEPSE & Nabil Bank Annual Report (Appendix — 1 pagei)

Diagram: 4.1

Closing MPS movement of NABIL
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The market price of Nabil was recorded highest in the year 2006/07 while the lowest was
recorded in the year 2001/02 and 2002/03. During the study period, only 40% stock dividend
was provided in the year 2006/07. The value of this stock dividend was valued in the
respective closing price of the year. In the other years of the study, only cash dividends were
being paid. One of the main reasons for providing such stock dividend along with cash
dividend of 100% was due to the provision of NRB to maintain paid up capital to Rs. 2
billion by 2067 B.S. The cash dividends for the bank were found at an increasing trend over
the years. The trend of the MPS of the bank over the period of study has been presented in the
diagram above.

Diagram 4.2
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On the basis of above diagram of DPS of Nabil, the cash dividend payment was the highest in
the latest year of the study. The diagram revealed above shows only the amount of cash
dividend per share of Nabil for the past seven years. However, the bank had been found to
adopt both cash dividend and stock dividend paying practices. Hence, the cash dividend
policy of the bank was at an increasing trend continuously over the years except sight
decline in the year 2001/02. Cash dividend practice was regular over the years and the stock
dividend of 40% had been found to be given only in the year 2006/07 along with cash
dividend of 100%. The stock dividend for the year had been valued in the closing MPS of
that year in this case because of unavailability of MPS of 2007/08.

Diagram: 4.3
Earning per share of Nabil
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The diagram portrayed above revealed the EPS of NABIL for the immediate past seven
years. Likewise the cash dividend per share, the EPS was also a an increasing rate over the
years. The bank had the adequate amount of earnings to distribute the shareholders in the
form of dividends. However, it had adopted policy of retaining some portion of profits over

the years.
4.1.2 Data Presentation and Analysisof Major Financial indicators of SCBNL
Table4.2

Major Financial indicators of SCBNL

Fiscal Closing Casn Div. Stock Earning per share
Y ear MPS(Rs.) | (%) Dividend (%) | Total Dividend | (EPS)
2000/01 | 2144 100 -- 100 126.88
2001/02 | 1550 100 -- 100 140.13
2002/03 | 1640 110 10 284.5 149.30
2003/04 | 1745 110 -- 110 143.55
2004/05 | 2345 120 -- 120 143.14
2005/06 | 3775 130 10 720 175.84
2006/07 | 5900 80 50 3030 167.37

Source: NEPSE & SCBNL Annual Report (Appendix — 1 pagei)

Diagram 4.4
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The table depicted above reveals the MPS, EPS, DPS (cash only) and total dividend value of
SCBNL for the past seven years. As mentioned, the market price share of the bank was
recorded highest in the year 2006/07 and while the lowest was recorded in the year
2001/02. The price of the bank decreased dlightly till 2002/03 and started increasing
slowly reaching highest in the latest year 2006/07. Likewise for the NABIL, the trend
of the MPS of the SCBNL was also remained at an increasing rate. The year to year

movement of the MPS has been presented graphically as shown in the above diagram.
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Diagram: 4.5
Dividend (Cash) per share of SCBNL
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The cash dividend per share of SCBNL seemed dlightly fluctuating and higher in comparison
to the NABIL. The cash dividend was highest in the year 2005/06 and lowest in the year
2006/07. However, in 2006/07 the value of total dividends was highest of al due to 50%
stock dividend. In the first two years, the company adopted a stable cash dividend policy. The
bank had been found to be adopting both the policy of continuous cash dividend and frequent
stock dividend practices as revealed in the table 4.2. The amount of the cash dividend was
found at 100% or more in all years except in 2006/07, which was just 80%. However, in
2006/07 the value of total dividends was highest of all due to 50% stock dividend valued with
the highest MPS of the year. In al cases, the stock dividends were valued at the closing MPS
of the following year except for the last year (2006/07) of the study, which was valued at the
MPS of the same year, al of which were shown in appendix-1.
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Diagram: 4.6
Earnings per share of SCBNL
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The above diagram 4.6 reveals the EPS of SCBNL for the last seven years. The EPS was the
lowest in starting year of the study. It then had been dlightly increasing up to 2002/03 after
which it again decreased dightly in the year 2003/04 & 2004/05.In the year 2005/06, the
bank had been able to record the highest EPS. In the latest year of the study, the EPS again
decreased dightly than the previous year.

4.1.3 Comparative analysis of Nabil and SCBNL

This section deas with the comparative study of EPS, DPS (Cash Dividend), Retained
Earnings and Dividend Payout ratio of the two sampled commercial banks.
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4.1.3.1 Comparative Analysis of EPS

Table: 4.3
EPS of Nabil and SCBNL

Fiscal Year EPS of Nabil EPS of SCBNL
2000/01 59.26 126.88
2001/02 55.25 140.13
2002/03 84.66 149.3
2003/04 92.61 143.55
2004/05 105.49 143.14
2005/06 129.21 175.84
2006/07 137.08 167.37
Average 94.79 149.46

SD 31.68 16.78
CV 33.42 11.22
Source: Appendix-1 page
Diagram: 4.7
EPS of two banksin comparison
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The average EPS of Nabil over the study period was Rs. 94.79 where as that of SCBNL was
Rs. 149.46. The EPS of Nabil had the higher standard deviation than that of SCBNL. The
coefficient of variation of EPS of Nabil was 33.42% where as that of SCBNL was 11.22%.
This shows that SCBNL had higher and more consistent EPS over the study period. As seen
in the diagram.4.7, the EPS of SCBNL were higher in comparison to the EPS of Nabil over
the study period of seven years. Though the individual EPS of SCBNL was higher in al the
years, the growth rate in EPS of Nabil was consistent and increasing as compared to the
SCBNL.

4.1.3.2 Compar ative Analysis of DPS (cash)

Table: 4.4
DPS of Nabil and SCBNL

DPS of Nabil DPS of SCBNL
Fiscal Y ear (Rs) (Rs)
2000/01 40 100
2001/02 30 100
2002/03 50 110
2003/04 65 110
2004/05 70 120
2005/06 85 130
2006/07 100 80
Average 62.86 107.14
SD 24.81 16.04
CV 39.47 14.97

The average cash DPS of Nabil over the study period was Rs. 62.86 where as that of SCBNL
was Rs. 107.14. The DPS of Nabil had the higher standard deviation than that of SCBNL.
The coefficient of variation of DPS of Nabil was 39.47% where as that of SCBNL was
14.97%. This shows that SCBNL had higher and more consistent DPS over the study period.
In other words, SCBNL had been following more stable and regular cash dividend policy out

of its earnings as compared to Nabil.




Diagram: 4.8
DPS(Cash) of two banksin comparison
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As revedled in the diagram 4.8, it can be easily noticed that the cash dividends per share of
SCBNL over the study period were higher than that of Nabil except in the year 2006/07.
However, the cash dividends per share of Nabil were at a constantly increasing rate as
compared to the SCBNL.

4.1.3.3 Compar ative Analysis of Retained earnings per share

Table: 4.5
Retained earnings per share of Nabil and SCBNL

RPS of NABIL RPS of SCBNL

Fiscal Year (Rs)) (Rs)
2000/01 19.26 26.88
2001/02 25.25 40.13
2002/03 34.66 39.3
2003/04 27.61 33.55
2004/05 35.49 23.14
2005/06 44.21 45.84
2006/07 37.08 87.37
Average(Rs.) 31.94 42.32
S.D (Rs) 8.38 21.37
C.V (%) 26.24 50.49
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Source: Appendix-1 pageiii

Diagram: 4.9
Retained earnings per share of the two banks in comparison
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The table depicted above indicates the retained earnings per share of Nabil and SCBNL.
Below the table is presented the respected data in a bar diagram revealing the retained
earnings per share of the two banks with respect to the seven years of study. The retained
earnings presented in the table have been calculated by subtracting the cash dividend portion
from the respective earnings per share. In the years 2000/01 to 2003/04 the retained earnings
per share of Nabil were lower in comparison of the same for SCBNL. However in 2004/05
the portion of retained earnings was higher in case of Nabil than that of SCBNL. And again
the amount for Nabil remained lower than that of SCBNL. SCBNL had higher retained
earnings per share of Rs. 42.32 than Rs. 31.94 on an average study of past seven years.
Similarly, the standard deviation of the data was also lower in case of Nabil as compared to
that of SCBNL. The coefficient of variation of retained earnings per share of Nabil was found
to be 26.24% whereas the coefficient of variation of retained earnings per share for SCBNL
was obtained as 50.49%. It indicates that the retained earnings per share of Nabil were more
consistent than that of SCBNL.
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4.1.3.4 Compar ative Analysis of dividend payout and retention ratios

Table: 4.6
Dividend Payout and Retention ratios of Nabil and SCBNL
Fiscal D/P ratio of D/P ratio of Retention ratio of Retention ratio of
Y ear Nabil (%) SCBNL (%) Nabil (%) SCBNL (%)
2000/01 67.50 78.81 32.50 21.19
2001/02 54.30 71.36 45.70 28.64
2002/03 59.06 73.68 40.94 26.32
2003/04 70.19 76.63 29.81 23.37
2004/05 66.36 83.83 33.64 16.17
2005/06 65.78 73.93 34.22 26.07
2006/07 72.95 47.80 27.05 52.20
Average 65.16 72.29 34.84 27.71
S.D. 6.43 11.55 6.43 11.55
C.V. 0.87 15.97 18.47 41.67
Source: Appendix -1
Diagram: 4.10

Dividend payout ratios of the two banksin comparison
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The table depicted above provides the cash dividend payout ratios and retention ratios for the
two banks over the study period. Only the data regarding cash dividend payout ratios were
represented in a bar diagram with respect to the fiscal years as shown in the diagram 4.10.
The retained earnings ratios for the banks were calculated by subtracting the percentage of
dividend payout ratios from the total 100% (earnings). The dividend payout ratios were
higher in case of SCBNL as compared to Nabil in all years except in the latest year 2006/07.
SCBNL had higher average dividend payout ratio of 72.29% as compared to that of 65.16%
of Nabil. Similarly, the standard deviation of the dividend payout ratios of SCBNL and Nabil
were 11.55% and 6.43% respectively. The coefficient of variations of dividend payout ratios
of SCBNL and Nabil were 15.97% and 9.87% respectively. It indicates that dividend payout
ratios of Nabil were more consistent that that of SCBNL. Similarly, the average retention
ratios of the banks Nabil and SCBNL were obtained as 34.84% and 27.71% respectively with
respective coefficient of variations of 18.47% and 41.67%.

4.1.3.5 Comparative Analysis of Dividend yield

Table: 4.7
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Dividend Yield of Nabil and SCBNL

Fiscal Year Nabil SCBNL
2000/01 2.67 4.66
2001/02 4.08 6.45
2002/03 6.80 17.35
2003/04 6.50 6.30
2004/05 4.65 5.12
2005/06 3.79 19.07
2006/07 41.98 51.36

Source: Appendix-3

The table depicted above reveals the total dividend yields of the two banks. Here, the total
dividend includes the total cash dividend and valuation of stock dividend for the respective
years.

The total dividend yields of Nabil were obtained as 2.67%, 4.08%, 6.80%, 6.50%, 4.65%,
3.79% and 41.98%. The dividend yield of Nabil was lowest in the year 2000/01 and highest
in the year 2006/07. The reason behind dividend yield to be highest was due to valuation of
stock dividend.

The total dividend yields of SCBNL were 4.66%, 6.45%, 17.35%, 6.30%, 5.12%, 19.07%
and 51.36%. The dividend yield of SCBNL was lowest in the year 2000/01 and highest in the
year 2006/07. The dividend yields of the banks were in the two digits because of stock
dividend.

Diagram: 4.11
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On the basis of above diagram, it is inherent that the dividend yields of SCBNL in al years
were higher than the respective dividend yields of Nabil. In the year 2006/07, the dividend
yields for both the banks were quite high because of higher amount of stock dividend for
both. In the year 2002/03 and 2005/06, the dividend yields of SCBNL were too high than that
of Nabil because of presence of stock dividend in SCBNL.

4.1.3.6 Comparative Analysis of EarningsYield

Table 4.8
Earning Yield of Nabil and SCBNL

Fiscal Year

Nabil

SCBNL

2000/01

3.95

5.92

60




2001/02 7.52 9.04
2002/03 11.52 9.1
2003/04 9.26 8.23
2004/05 7.01 6.1
2005/06 5.77 4.66
2006/07 2.71 2.84

Source: Appendix -3

The table depicted above reveal s the earnings yields of the two banks. The data obtained were
plotted in the bar diagram as shown above.

The earnings yields of Nabil were obtained as 3.95%, 7.52%, 11.52%, 9.26%, 7.01%, 5.77%
and 2.71%. The earnings yield of Nabil was lowest in the year 2006/07 and highest in the
year 2002/03. The reason behind the lowest yield in the year 2006/07 was due to excessive

higher value of market price.

The earnings yields of SCBNL were 5.92%, 9.04%, 9.10%, 8.23%, 6.10%, 4.66% and 2.84%.
The earnings yield of SCBNL was lowest in the year 2006/07 and highest in the year
2001/02. The earnings yield was lowest in the latest year of the study due to excessive higher

market price of share.
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Diagram: 4.12
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On the basis of comparative bar diagram showing earnings yields of Nabil and SCBNL, the
earnings yields of SCBNL were higher than that of Nabil in the years 2000/01 and 2001/02.
However from the year 2002/03 to 2005/06, the earnings yields of Nabil were found higher
than that of SCBNL. And again in 2006/07, the earnings yield of SCBNL was found dlightly
higher than that of Nabil. On the observation of the above diagram revealing earnings yields
of the two sampled banks, it was found that the earnings yields for both the banks was
moving in the same direction. The earnings yields for both the banks were found increasing

till the year 2002/03 and then were decreasing continuously over the years ahead.
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4.1.4 Corrdation between variousfinancial indicators

S/n | Correlation between Correlation Remarks
coefficient (r)

a) | DPSand EPS of Nabil r=+0.99 Highly positive relationship
b) | DPSand EPS of SCBNL r=+0.15 Lower positive relationship
c) | DPSand MPS of Nabil r=+0.81 Highly positive relationship
d) | DPSand MPS of SCBNL r=-0.39 Lower negative relationship
€) | D/Pratiosof Nabil and SCBNL | r=-0.31 Lower negative relationship
f) | Total dividend per share of | r=0.98 Higher degree of positive

Nabil and SCBNL

correlation

Source: Appendix-2

a) The correlation coefficient of DPS (cash dividend) and EPS of Nabil was obtained as
+ 0.99. It indicates that there is a higher degree of positive relation ship between cash

b)

dividend payment and earnings per share for the bank. In other words, it can be stated

that cash dividend is the function of earnings the bank earns during the year.

Though it is regarded that dividend is paid from the earnings of the banks, the growth

rate in dividend for the SCBNL did not seem varying with the growth in earnings per

share of the bank. It was found just + 0.15, which is very low indicating a lower

degree of positive correlation. Though the earnings per share for the bank was

increasing over the years, the dividend did not seem vary with it proportionately.

The correlation coefficient between cash dividend per share and market price per
share of Nabil was obtained as + 0.81, which indicates that there is a high degree of
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positive relationship between cash dividend and market price per share. The role of

both cash and stock dividend seemed positive in forming the market price of the bank.

d) The correlation coefficient between cash dividend per share and market price per
share of SCBNL was obtained as -0.39, which indicates that there is alow degree of
negative relationship between cash dividend and market price per share. However,
there is a positive role of both cash and stock dividend in shaping the market price per
share of the bank to avery extent.

€) The calculated correlation coefficient of dividend payout ratio of Nabil and SCBNL
was obtained as -0.31, which indicates that the dividend paying policy of the two
banks are not related to each other. The policy of paying dividend out of the earnings
for the two banks did not match to each other. Instead it was found slightly negative.
The banks had adopted their own ways of paying dividends and retaining earnings.

There was no similarity in dividend payout ratios of the two banks.

f) The correlation coefficient of total dividend per share (including both cash dividend
and value of stock dividend) was found to be + 0.98. It indicates that the total
dividend per share of the two banks paid by them is highly correlated. The total
dividend payment schemes are quite similar to each other for the two banks. It was
due to amount of stock dividend paid by both the banks along with reasonable amount
of cash dividend.

4.15 Analysisof EPSand DPS (Cash) with respect to Time Series

In this section the study tried to analyze a relation between EPS and DPS (cash dividend)
with respect to time individualy, by using the least squares method. In this case since the
number of year is odd, 2004 (ending mid July) is taken as the mid year and deducted from
Years (X).
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A. Nabil Bank Ltd
Calculation of Trend Line of Nabil.

Table: 4.9
Actual valuesand Trend values of EPS
Actual Estimated trend values
Fiscal Year(X) EPS (Rs) Y. =94.79 + 14.36x
2001 59.26 51.71
2002 55.25 66.07
2003 84.66 80.43
2004 92.61 94.79
2005 105.49 109.15
2006 129.21 123,51
2007 137.08 137.87
2008 - 152.23
2009 - 166.59
2010 - 180.95

Source: Appendix -4 pagei

The table depicted above reveals the earnings per share of Nabil and its calculated trend
values with respect to the fiscal years. Both the EPS and calculated trend values of the bank
were found at an increasing trend despite small decline in the year 2002. The trend equation
of the EPS with respect to the years was obtained as, Yc = 94.79 + 14.36x. The predicted
values of EPS for the years 2008, 2009 and 2010 were obtained as 152.23, 166.59 and
180.95. The EPS of the bank was found at an increasing trend. The increasing rate of EPS
with respect to years was calculated as 14.36.
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Diagram: 4.13
Trend Line and actual value of EPS of Nabil

Trend and actual values of EPS of Nabil
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The above diagram shows the actual EPS and the trend line of the data for the past seven
years. The estimated trend values showed an excessive upward trend as compared to the
actual data.

Table: 4.10
Actual valueand Trend values of DPS (Cash)
Fiscal Year Estimated trend values
ending mid July DPS (cash ) (Rs.) Y. =62.86 + 11.07x
2001 40 29.65
2002 30 40.72
2003 50 51.79
2004 65 62.86
2005 70 73.93
2006 85 85.00
2007 100 96.07
2008 - 107.14
2009 - 118.21
2010 - 129.28

Source: Appendix- 4 pageii
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The table depicted above portrays the total cash dividend per share of Nabil with respect to
the fiscal years ending mid July and the calculated trend values of the cash dividend per
share. The cash dividend per share of Nabil remained highest in the year 2007. The cash
dividends per share of the bank were found at an increasing trend. However, it got decreased
to Rs. 30 in 2002 ending mid July 2002 from that of Rs. 40 in 2001. The calculated trend
values of the cash dividend per share of the Nabil were found at a highly increasing rate over
the years. The trend equation of the cash DPS with respect to the years was obtained as, Yc¢ =
62.86 + 11.07x. The predicted values of cash dividend per share of Nabil for the years 2008,
2009 and 2010 were obtained as 107.14, 118.21 and 129.28. The cash DPS of the bank was
found at an increasing trend. The cash DPS of Nabil was found to be increasing at a rate of
11.07 times each year.
Diagram: 4.14
Trend Line and actual value of DPS of Nabil

Trend and actual values of DPS of Nabil
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The above diagram reveals the actual values and the trend line of cash dividend per share of
Nabil for the past seven years. The trend values of the cash DPS of Nabil were found at an

excessive increasing rate that varies directly with the EPS of the bank.
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B. Standard Chartered Bank Nepal Ltd.

Calculation of Trend line of SCBNL

Table: 4.11
Actual valuesand Trend values of EPS
Estimated trend values

Year EPS Y. = 149.46 +6.67bx
2001 126.88 129.45
2002 140.13 136.12
2003 149.30 142.79
2004 143.55 149.46
2005 143.14 156.13
2006 175.84 162.80
2007 167.37 169.47
2008 - 176.14
2009 - 182.81
2010 - 189.48

Source: Appendix-4

The EPS of SCBNL remained highest on the year 2006. The EPS of the bank was found at an
increasing trend over the years. Likewise, the calculated trend values of the EPS of the bank
also remained at an increasing trend. In other words, there was positive inclination of EPS
with respect to the fiscal years. The trend equation of the EPS with respect to the years was
obtained as, Yc = 149.46 + 6.67x. The calculated trend values of EPS of SCBNL for the
years 2008, 2009 and 2010 were obtained as 176.14, 182.81 and 189.48 respectively.
Likewise Nabil, the EPS of SCBNL was also found at an increasing trend. However, the

yearly increasing rate of EPS was just 6.67 times which was lower than that of Nabil.
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Diagram: 4.15
Trend Line and actual value of EPS of SCBNL
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The above diagram shows the actual EPS and the trend line of the data of SCBNL for the past
seven years. The actual data and estimated trend val ues both showed an upward trend.

Table: 4.12
Actual value and Trend values of DPS (Cash)

Estimated trend values
Fiscal Year DPS (cash dividend) Yc =107.14 + 0.36x
2001 100 106.06
2002 100 106.42
2003 110 106.78
2004 110 107.14
2005 120 107.50
2006 130 107.86
2007 80 108.22
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2008 - 108.58

2009 - 108.94

2010 - 109.30

Source: Appendix-4

The table depicted above portrays the total cash dividend per share with respect to the fiscal
years ending mid July and the calculated trend values of the cash dividend per share. The
cash dividend per share of SCBNL was highest in the year 2006. In the earlier years of study,
the bank adopted a constant cash dividend per share. And then the dividend increased till
2006 ending mid July. However, it decreased to Rs. 80 in the year 2007 ending mid July.
However, the trend values of the cash dividend per share of the bank were found to be at a
dightly increasing trend. The trend equation of the cash DPS of SCBNL with respect to the
years was obtained as, Yc = 107.14 + 0.36x. The estimated trend values of cash dividend per
share of SCBNL for the years 2008, 2009 and 2010 were obtained as 108.58, 108.94 and
109.30. The cash DPS of the bank was also found at a sight increasing trend. The yearly
increasing rate of cash DPS of SCBNL was found to be 0.36 times which was too low as
compared to yearly increasing rate of Nabil.

Diagram: 4.16
Trend Line and actual value of DPS (Cash) of SCBNL
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The above diagram reveal s the actual data and trend line of cash DPS of SCBNL with respect

to past seven years. On observation of the figure, it is inherent that the data showed a

fluctuating trend with slight inclination over the years.

4.2 Findings:

Based on the analysis of data and their interpretation, the major findings of the study in

relation to the objectives set could be summarized as follows:

>

The market prices of both the banks were found at an increasing trend despite severad
fluctuations in the middle years of the study. However, the market price per share of
SCBNL was found higher than that of Nabil in the year 2006/07.

Both the cash dividend per share and earnings per share of Nabil showed in increasing
trend over the years. In case of SCBNL, the earnings per share was found to be at a
dightly increasing trend however, the cash dividend per share of the bank was at an
increasing trend till 2005/06 and decreased dlightly in the year 2006/07 due to large

amount of stock dividend payment.

Nabil bank had been found to provide stock dividend of 40% in the year 2006/07 only on
study of past seven years data. However, SCBNL had been found to provide a stock
dividend of 10% in 2002/03, again 10% in 2005/06 and 50% in 2006/07 along with cash
dividend. Both the banks had been following the dividend practices of paying a regular

cash dividend every year and occasional stock dividends.

The EPS of SCBNL was found to be higher as compared to the EPS of Nabil on an
average study of the EPS of the two banks over the past seven years. The earnings per

share of SCBNL were found to be more consistent in comparison to the earnings per
share of Nabil.
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» SCBNL again had the higher average cash dividend per share (DPS) of Rs.107.14 where
as Nabil has an average of Rs.62.86 cash dividend per share. It shows that SCBNL had
been paying higher amount of cash dividend to the stockholders. Likewise, the coefficient
of variation of cash DPS data of SCNBL was also lower than that of Nabil. It indicates
that the cash dividend payments of SCBNL were higher and more consistent than that of
Nabil.

» Both the banks had adopted a policy of retaining some amount of earnings every year.
The average retained earnings per share of SCBNL and Nabil were Rs. 42.32 and Rs.
31.94 respectively. However, the retained earnings per share of Nabil were more
consistent than that of SCBNL as the coefficient of variation of retained earnings per
share of SCBNL was found more than that of Nabil (as 50.49% > 26.24%).

» The average dividend payout ratios of SCBNL and Nabil over the past seven years were
obtained as 72.29% and 65.16% respectively. Similarly, the coefficient of variations of
dividend payout ratios of SCBNL and Nabil were found as 15.97% and 9.87%
respectively. It indicates that dividend payout ratio of SCBNL was higher than that of
Nabil on an average study of past seven years. But the dividend payout ratio of Nabil was
found more consistent than SCBNL. Hence, the average retention ratio of Nabil was
higher than that of SCBNL.

» Thereis high degree of positive correlation between DPS and EPS of Nabil where asin
case of SCBNL, there was low positive correlation. It shows that the distribution of
dividend of Nabil is more consistent with regard to the total earnings as compared to
SCBNL.

» The correlation coefficient between cash dividend per share and market price per share of
Nabil was obtained as + 0.81 whereas the same for SCBNL was obtained as -0.39. It
indicates that there was a high degree of positive relationship between cash dividend and
market price per share of Nabil but there was a low degree of negative relationship
between cash dividend and market price per share of SCBNL.
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The correlation coefficient between dividend payout ratios of Nabil and SCBNL was
obtained as -0.31, which indicates that the dividend paying policy of the two banks are
not related to each other. The policy of paying dividend out of the earnings for the two

banks did not match to each other.

The correlation coefficient between total dividend per share (including both cash dividend
and value of stock dividend) of Nabil and SCBNL was obtained as + 0.98. It indicates
that the total dividend per share of the two banks was highly correlated. This shows that

the dividend practice adopted by the two banks was similar.

The dividend yield of SCBNL has been found higher than Nabil through out the study
period as the SCBNL had adopted stable dividend policy despite of change in the total

earnings.

The earning yield of SCBNL was found higher than Nabil in the initia two years of
2000/01 and 2001/02. From the year 2002/03, the earning yield of Nabil was higher till
2005/06 and remained almost same in the year 2006/07.

The data of EPS of Nabil showed an increasing trend over the years. The yearly
increasing rate of EPS of Nabil with respect to years was obtained as 14.36 times.
Likewise Nabil, the EPS of SCBNL was aso found at an increasing trend. However, the
yearly increasing rate of EPS was just 6.67 times which was lower than that of Nabil.

The data of cash DPS of Nabil showed an increasing trend. The yearly increasing rate of
cash DPS of Nabil was obtained as 11.07 times. Similarly, the cash DPS of the SCBNL
showed a little increasing trend. The yearly increasing rate of cash DPS of SCBNL was
found to be just 0.36 times which was too low as compared to yearly increasing rate of
Nabil.
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CHAPTER-V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

Commercia banks collect deposit from the public and the largest portion of the deposited
money is utilized in disbursing loans and advances. Hence deposit covers a major portion in
the Liabilities where as Loan and advances cover a mgjor portion in the Assets side of the
balance shest.

First joint venture bank namely Nepa Arab Bank Ltd (now Nabil) was established with new
concept of computerized banking system in 1994 A.D. which was the doorstep to open other
joint venture banks. Nepal Grindlays Bank, second joint venture bank was established in
1987. The bank is known presently as Standard Chartered Bank. These are the two leading

joint venture banks of Nepal.
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There are three magjor decisions of financial management, they are: Investment decision,
Financing Decision, and Dividend decision or redistribution decision. Thus, dividend policy
decision is one of major three decisions of financial management. The policy of a company
on the division of its profit between distribution to shareholders as dividend and retention is

known as dividend policy.

Generdly, dividend is paid in cash to shareholders. When companies are incapable to pay
cash dividend they can use different forms of dividend payment for satisfying their
shareholders. There may be severa types of dividends such as cash dividend, bond dividend,
stock dividend, scrip dividend, property dividend. But in our context, dividends are of two
types. cash dividend and stock dividend or bonus share. Other equally important things to
know and consider in the dividend policy or payment procedures are stock splits, stock

repurchase and reverse stock split.

There are severa types of dividend policies such as: stable dividend policy, regular
plus extra dividend policy, irregular dividend policy, fixed dividend per share policy,
no immediate dividend policy, etc. And company may adopt any one or mixed

policies out of these.

The maor objective of the study is to study the major dividend policies and practices
adopted by the two banks. For this, only two commercial banks as mentioned in the
study were chosen and however there are various limitations as stated earlier in the
introduction chapter. The study has been divided into five mgor parts as mentioned in

the organization of the study.

It is found out during the study that both the banks had been adopting two kinds of
dividend practices: cash dividend and stock dividend. There was regularity in cash
dividend payment of the banks but the dividend paid was not stable. It was growing in
case of Nabil and fluctuating but higher in case of SCBNL. The amount of cash
dividend payment of SCBNL was higher than that of Nabil. Both the companies were

also retaining some portion of earnings. The earnings per share of SCBNL were aso
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higher than that of Nabil. The stock dividends were being given frequently by SCBNL
as compared to Nabil over the study period.

Both the banks MPS were at an increasing trend. Likewise, the total dividend, cash
dividend and earnings per share of the two banks were also found at an increasing
trend. However, the increasing rate of cash dividend payment was found to be lower
in case of SCBNL as compared to Nabil.

The dividend payout ratios of the two banks was found to be negatively correlated
indicating no exact relationship or similarity in paying cash dividend per share out of
the earnings per share. In terms of value of total dividend, the total dividend per share
of the banks was found to be highly correlated. The total dividend yields of SCBNL
were higher as compared to total dividend yields of Nabil. The dividend yields of both
the banks were found at an increasing trend. The earning yields of both the banks were

found to be decreasing over the years due to excessive increasing MPS of the banks.

5.2 Conclusion

On the basis of the study and mgjor findings it can be concluded that both the banks
had not followed any particular dividend policy and practice. The banks had been
adopting regular cash dividend and stock dividend practices over the study period.
Other forms of dividend practices were not found to adopt by the sampled banks. Both
the banks had been using retained earnings as internal source of financing. The
earnings per share, dividend per share and market prices of both the banks were
increasing over the years and were predicted to increase in the future also. However,
the rate of increase in DPS in case of Nabil was higher than SCBNL. SCBNL could be
regarded efficient as compared to Nabil from the viewpoint of earnings per share and
market price of shares. There were dissimilarities in cash dividend payout ratios. The
dividend payout ratios of SCBNL were higher than that of Nabil. The dividend payout
ratios of both the banks were less than 100%. The amount of cash dividend per share
of SCBNL was higher and more consistent as compared to that of Nabil. The dividend
yields of SCBNL were found higher than that of Nabil. The dividend yields of both
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the banks were at an increasing rate. The earnings yields of both the banks were at a

decreasing trend. In brief, it can be concluded that SCBNL has been performing well

in comparison to Nabil.

5.3 Recommendations

Based on the major findings of the study, following recommendations have been

made:

The legal provisions regarding payment of dividend should ensure better
return to the investors. There should be clear cut policy regarding payment
of dividend.

Banks should define their dividend policy clearly whether the bank is going
to adopt stable dividend policy, constant payout ratio or low regular plus
extra dividends etc. The clear policy will guide the way on how to follow
dividend distribution.

The bank should study about the strategy to attract the ordinary people and
shareholders so that their interest and expectation will not be killed even the

bank can’t pay the dividend in some years.

The retention purposes of the banks should be clearly defined in terms of
expansion and growth of the banks and to fulfill other provisions stated by
the regulatory authorities.

As this study is insufficient to cover entire scenario and theoretical as well
as practical aspects of dividend policy and practices as regards to
consequences brought out by the dividend, it is strongly recommended to

extend this study in comprehensive way.
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Appendix -1

1. Major Financial indicator s of Nabil

Cash Stock
Dividend Dividend
(%) (% of | Total Dividend= Cash | Earning
Closing DPS next dividend +  Stock | per
Fiscal MPS (Cash) | year’s dividend share
Y ear (Rs)) (Rs) price) (Rs) (EPS)
2000/01 | 1500 40% 40 -- 40+ 0=40 59.26
2001/02 | 735 30% 30 - 30+0=30 55.25
2002/03 | 735 50% 50 -- 50 + 0 = 50 84.66
2003/04 | 1000 65% 65 - 65+ 0=65 92.61
2004/05 | 1505 70% 70 -- 70+0=70 105.49
2005/06 | 2240 85% 85 -- 85+0=85 129.21
2006/07 | 5050 100% 100 40% 100 + 0.40*5050 = 2120 | 137.08
* Value of stock dividend is calculated on that year’s closing MPS
2. Major Financial indicators of SCBNL
Cash Stock
Dividend Dividend
(%) (% of | Total Dividend= Cash
Closing DPS next dividend +  Stock | Earning
Fiscal MPS (Cash) | year’s dividend per share
Y ear (Rs)) (Rs) price) (Rs)) (EPS)
2000/01 | 2144 100% 100 - 100 + 0= 100 126.88
2001/02 | 1550 100% 100 - 100 + 0= 100 140.13
2002/03 | 1640 110% 110 10% 110 + 0.10*1745 = 284.5 | 149.3
2003/04 | 1745 110% 110 -- 110 + 0 = 100 143.55
2004/05 | 2345 120% 120 - 120 +0 =120 143.14
2005/06 | 3775 130% 130 10% 130 + 0.10*5900 =720 | 175.84
2006/07 | 5900 80% 80 50% 80 + 0.50*5900 = 3030 | 167.37

*Value of stock dividend is calculated on that year’s closing MPS
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Appendix-1
3. Calculation of Dividend Payout ratios (D/P ratio) and Retention ratios

Dividend Payout ratios and Retention ratios of Nabil

Cash DPS D/Pratio = Retention ratio
(Rs) EPS | (Cash DPS/EPS)*100% | = 100% - D/P ratio %
Fiscal Y ear (Rs) (%) (%)
2000/01 | 40 59.26 (40/59.26)*100 = 67.50 32.50
2001/02 | 30 55.25 (30/55.25) * 100 =54.30 45.70
2002/03 | 50 84.66 (50/84.66) * 100 = 59.06 40.94
2003/04 | 65 9261 | (65/92.61)* 100 =70.19 29.81
2004/05 | 70 105.49 | (70/105.49) * 100 = 66.36 33.64
2005/06 | 85 129.21 | (85/129.21) * 100 = 65.78 34.22
2006/07 | 100 137.08 | (100/137.08) *100 = 72.95 27.05
Average 62.86 94.79 65.16 34.84
S.D. 24.81 31.68 6.43 6.43
C.V. 39.47 33.42 9.87 18.47

Dividend Payout ratios and Retention ratios of SCBNL

Cash DPS D/Pratio = Retention ratio
(Rs) EPS | (Cash DPSEPS) *100% | = 100% - D/P ratio %

Fiscal Y ear (Rs) (%) (%)
2000/01 | 100 126.88 78.81 21.19
2001/02 | 100 140.13 71.36 28.64
2002/03 | 110 149.3 73.68 26.32
2003/04 | 110 143.55 76.63 23.37
2004/05 | 120 143.14 83.83 16.17
2005/06 | 130 175.84 73.93 26.07
2006/07 | 80 167.37 47.80 52.20
Average 107.14 149.46 72.29 2771
S.D. 16.04 16.78 11.55 11.55
C.V. (%) 14.97 11.22 9.87 18.47
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Appendix-1

4. Computation of Retained Earnings Per share

Retained Earnings Per Share of Nabil

Cash DPS
(Rs) EPS
Fiscal Year (Rs) RPS = EPS - Cash DPS (Rs))
2000/01 40 59.26 19.26
2001/02 30 55.25 25.25
2002/03 50 84.66 34.66
2003/04 65 92.61 27.61
2004/05 70 105.49 35.49
2005/06 85 129.21 44.21
2006/07 100 137.08 37.08
Average 62.86 94.79 31.94
S.D. 24.81 31.68 8.38
C.V. (%) 39.47 33.42 26.24
Retained Earnings Per Share of SCBNL
Cash DPS
(Rs) EPS RPS = EPS - Cash DPS

Fiscal Year (Rs.) (Rs)
2000/01 100 126.88 26.88
2001/02 100 140.13 40.13
2002/03 110 149.3 39.3
2003/04 110 143.55 33.55
2004/05 120 143.14 23.14
2005/06 130 175.84 45.84
2006/07 80 167.37 87.37
Average 107.14 149.46 42.32
S.D. 16.04 16.78 21.37
C.V. (%) 14.97 11.22 50.49
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Appendix -2

Calculation of Correlation Coefficients:

1.DPS and EPS of Nabil

DPS (Rs) EPS(Rs)

Fiscal Year (X) (Y) XY X2 Y?
2000/01 40 59.26 2370.4 1600 3511.748
2001/02 30 55.25 1657.5 900 3052.563
2002/03 50 84.66 4233 2500 7167.316
2003/04 65 92.61 6019.65 4225 8576.612
2004/05 70 105.49 7384.3 4900 11128.14
2005/06 85 129.21 10982.85 7225 16695.22
2006/07 100 137.08 13708 10000 18790.93

n=7 > X= XY= | Y X?=| YVY?=
Total 440 DY = 66356 46355.7 31350 6892253
Ny XY-> XY
Ay xz - xF iy vz - (v
2. DPS and EPS of SCBNL
DPS (Rs.) EPS(Rs)

Fiscal Year (X) (Y) XY X? Y?
2000/01 100 126.88 12688 10000 16098.53
2001/02 100 140.13 14013 10000 19636.42
2002/03 110 149.3 16423 12100 22290.49
2003/04 110 143.55 15790.5 12100 20606.6
2004/05 120 143.14 17176.8 14400 20489.06
2005/06 130 175.84 22859.2 16900 30919.71
2006/07 80 167.37 13389.6 6400 28012.72

n=7 >X= ] Yxv= [ ¥xP= | Yvis
Total 750 2. Y=104621 | 1923401 | 81900 | 1580535
Ny XY->X>'Y

e Xz -(Exf ey ve-(Zv )|
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3. DPS and M PS of Nabil

Ay xz - (ExF vz - (v )|

Closing MPS
DPS (Rs.) (Rs)

Fiscal Year (X) (Y) XY X? Y?
2000/01 40 1500 60000 | 1600 | 2250000
2001/02 30 735 22050 900 540225
2002/03 50 735 36750 | 2500 540225
2003/04 65 1000 65000 | 4225 1000000
2004/05 70 1505 105350 | 4900 | 2265025
2005/06 85 2240 190400 | 7225 | 5017600
2006/07 100 5050 505000 | 10000 | 25502500

n=7 RE Sxv=| X' yvi=
Total 440 2. Y=12765 | 9ga550 | 31350 | 37115575
ny XY-> XYY
hExe-ExFxngvz- (Y]
4. DPS and M PS of SCBNL
DPS (Rs.) Closing MPS (Rs.)

Fiscal Year (X) (Y) XY X? Y?
2000/01 100 2144 214400 | 10000 | 4596736
2001/02 100 1550 155000 | 10000 | 2402500
2002/03 110 1640 180400 | 12100 | 2689600
2003/04 110 1745 191950 | 12100 | 3045025
2004/05 120 2345 281400 | 14400 | 5499025
2005/06 130 3775 490750 | 16900 | 14250625
2006/07 80 5900 472000 | 6400 | 34810000

n=7 2 X= XY= YXP=] D YE=
Total | 750 2. Y =19099 1985900 | 81900 | 67293511
ny XY-Y X>'Y




5. Dividend Payout ratios of Nabil and SCBNL

D/P ratio of Nabil | D/P ratio of SCBNL

Fiscal (X) (Y)

Y ear (%) (%) XY X? Y?
2000/01 67.50 78.81 5319.68 | 4556.25| 6211.02
2001/02 54.30 71.36 3874.85 | 204849 | 5092.25
2002/03 59.06 73.68 435154 | 3488.08| 5428.74
2003/04 70.19 76.63 5378.66 | 4926.64| 5872.16
2004/05 66.36 83.83 5562.96 | 4403.65| 7027.47
2005/06 65.78 73.93 4863.12 | 4327.01| 5465.64
2006/07 72.95 47.80 3487.01| 5321.70| 2284.84
07 RE SXY=| YxP=| T

Total 456.14 2. Y =506.04 32837.81 | 29971.82 | 37382.12
r= nLXY- )XY =-0.31

IrEx - xf ey v - )|
6. Retention ratios of Nabil and SCBNL

Retention ratio of Retention ratio of
Nabil SCBNL

Fiscal (X) (Y)

Y ear (%) (%) XY X? Y?
2000/01 32.5 21.19 688.68 | 1056.25 | 449.02
2001/02 45.7 28.64 1308.85 | 2088.49 | 820.25
2002/03 40.94 26.32 1077.54 | 1676.08 | 692.74
2003/04 29.81 23.37 696.66 | 888.64 | 546.16
2004/05 33.64 16.17 543.96 | 1131.65| 26147
2005/06 34.22 26.07 89212 | 1171.01| 679.64
2006/07 27.05 52.2 1412.01| 73170 | 2724.84
0=t RE SXY | Txi=| Yvis
Total 243.86 2. Y =193.96 = 6619.808 | 8743.82 | 6174.119
r= nLXY- )XY =-0.31

XX - (Ex) peny v (2 V)|
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7. Total dividend of Nabil and SCBNL

Total dividend | Total dividend

of Nabil of SCBNL

(Rs) (Rs)
Fiscal Year | (X) (Y) XY X? Y?
2000/01 40 100 4000 1600 10000
2001/02 30 100 3000 900 10000
2002/03 50 284.5 14225 2500 80940.3
2003/04 65 110 7150 4225 12100
2004/05 70 120 8400 4900 14400
2005/06 85 720 61200 7225 518400
2006/07 2120 3030 6423600 4494400 9180900

D> X= D XY= D X?= D yr=
Total 2460 DY =4464.5 6521575 4515750 9826740
. Ny XY->X>'Y 40,98

VXX - (X peny v (2 V)|
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Calculation of Dividend Yield and EarningsYield

Nabil

Total Dividend Yield
Fiscal Closing Dividend =total dividend /MPS | Earning per
Y ear MPS (Rs.) | (Rs) (%) share (EPS) | EarningYield
2000/01 | 1500 40 (40/1500)*100 = 2.67 | 59.26 3.95
2001/02 | 735 30 304.08 | 55.25 7.52
2002/03 | 735 50 6.80 | 84.66 11.52
2003/04 | 1000 65 6.50 | 92.61 9.26
2004/05 | 1505 70 4.65 | 105.49 7.01
2005/06 | 2240 85 3.79 | 129.21 5.77
2006/07 | 5050 2120 41.98 | 137.08 2.71
SCBNL

Total Dividend Yield
Fiscal Closing Dividend =total dividend /MPS | Earning per
Y ear MPS(Rs) | (Rs)) (%) share (EPS) | Earning Yield
2000/01 | 2144 100 (100/2144) *100 = 4.66 | 126.88 5.92
2001/02 | 1550 100 (100/1550) * 100 = 6.45 | 140.13 9.04
2002/03 | 1640 284.5 17.35 | 149.3 9.10
2003/04 | 1745 110 6.30 | 143.55 8.23
2004/05 | 2345 120 512 | 143.14 6.10
2005/06 | 3775 720 19.07 | 175.84 4.66
2006/07 | 5900 3030 51.36 | 167.37 2.84




Appendix - 4

Computation of trend values

1.EPS of Nabil

Fiscal Trend values
Y ear (X) EPS X = X-2004 X2 Xy Y. =94.79 + 14.36x

2001 59.26 -3 9 -177.78 51.71
2002 55.25 -2 4 -110.5 66.07
2003 84.66 -1 1 -84.66 80.43
2004 92.61 0 0 0 94.79
2005 105.49 1 1 105.49 109.15
2006 129.21 2 4 258.42 123,51
2007 137.08 3 9 411.24 137.87
Total 663.56 28 402.21

a= 2.Y_ 66356 94.79, >’ x=0

7

n
. DXY 40221

Sy x? 28

Estimation of trend values:

For year ending mid July 2008, x = 2008-2004 = 4
Yc=94.79 + 14.36*4 = 152.23

For year ending mid July 2009, x = 2009-2004 =5
Y.=94.79 + 14.36*5 = 166.59

=14.36

For year ending mid July 2010, x = 2010 - 2004 =6

Y:=94.79 + 14.36*6 = 180.95




2. DPS of Nabil

DPS
(cash
Fiscal Year dividend) Trend values
ending mid July (Rs)) X=X-2004 | X? Xy Y. =62.86 + 11.07x

2001 40 -3 9 -120 29.65

2002 30 -2 4 -60 40.72

2003 50 -1 1 -50 51.79

2004 65 0 0 0 62.86

2005 70 1 1 70 73.93

2006 85 2 4 170 85

2007 100 3 9 300 96.07

Total 440 0 28 310

Y
a= == @ = 62.86, provided that > x =0
n
XY
pe XY 30y oy
> X? 28
Estimation of trend values:
For year ending mid July 2008, x = 2008-2004 = 4
Yc=62.86+ 11.07*4 = 107.14
For year ending mid July 2009, x = 2009-2004 = 5
Yc=62.86+ 11.07*5=118.21
For year ending mid July 2010, x = 2010 — 2004 = 6
Yc=62.86+ 11.07*6 = 129.28
3. EPS of SCBNL
Trend Values

Y ear EPS X = X -2004 Xy Y. = 149.46 +6.67bx
2001 126.88 -3 9 -380.64 129.45
2002 140.13 2 4| -280.26 136.12
2003 149.30 -1 1 -149.30 142.79
2004 143.55 0 0 0.00 149.46
2005 143.14 1 1 143.14 156.13
2006 175.84 2 4 351.68 162.80
2007 167.37 3 9 502.11 169.47
Total 1046.21 0 28 186.73




Y
a= 2 = 104?'21: 149.46, provided that > x =0

n

XY 18673

> x® 28

For year ending mid July 2008, x = 2008-2004 = 4
Yc=149.46 + 6.67*4 = 176.14

b =6.67

For year ending mid July 2009, x = 2009-2004 = 5
Yc=149.46 + 6.67*5 = 182.81

For year ending mid July 2010, x = 2010 — 2004 = 6
Yc=149.46 + 6.67*6 = 189.48

4. DPS of SCBNL

DPS (cash Trend Values
Fiscal Y ear dividend) X=X -2004 | X Xy Yc =107.14 + 0.36x
2001 100 -3 9 -300.00 106.06
2002 100 -2 4 -200.00 106.42
2003 110 -1 1 -110.00 106.78
2004 110 0 0 0.00 107.14
2005 120 1 1 120.00 107.50
2006 130 2 4 260.00 107.86
2007 80 3 9 240.00 108.22
Total 750 0 28 10.00
Y 750 _
a= S—= —-=107.14, > x=0
b= ZXY = E:O.36
> X? 28

Estimation of trend values:
For year ending mid July 2008, x = 2008-2004 = 4
Y.=107.14 + 0.36*4 = 108.58

For year ending mid July 2009, x = 2009-2004 =5
Y.=107.14 + 0.36*5=108.94

For year ending mid July 2010, x = 2010 - 2004 =6
Y.=107.14 + 0.36*6 = 109.30
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