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CHAPTER ONE

1.0 INTRODUCTION
1.1 BACKGROUND TO THE STUDY

The general survey of the pr,Jject is focused on

dividend policy. It shows the divisior of earning between

payment to stockholders and re-investment in the

company. There is a widespread tendency of companies to

_

purse a relatively table dividend policy. Profit of companies'·

fluctuates considerable with changes in the level of

business activities,

Most Companies, including v-:hich premier paint

Nigeria is one, seek to maintain a target dividend per

share. However, dividend increase with a lag offer on

increase ls earning appears clearly s?stained and relatively

permanent.

When dividend has been incre:ise tremulous effect·

made to maintain them at their rew level. If earning

decline, the existing dividend generally ls maintain untll is

clear that on earning recovery w111 not take place.

Presumably however, the factors that influence the

11llocatlon or determine the extent to which a company will



pay out dividend instead of relating earnings are the

subject matter of this project.

1.2 STATEMENT OF PROBLEMS

There are so many problems ¡_: bout dividend policy

most especially among the research,2r because Individual

review at individual viewed at in::lividual policy from

different angles. Angles because of ths there are so many·

problems facing dividend policy.

Some of the problems are as fofi,Jw

l. Some researcher's maintain that stockbrokers are in

different to the division of fun:5 between retained

earning and dividend (Holding In 1estrnent Opportunity

Consent/other disagree).

2. Another problem Is that tt-·ere is absence of

homogeneity among the investor in Nlgeria Company·

and this may have contributed to tl1e companies.

3. This is also problems of misconceptions and

formulating of a dynamic dividends poHcy problems will

be explain in detail in Chapter two ,of this project.
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1,3 OBJECTIVES OF THE STUDY

At the end of this project one would expect that apart.
from providing source of information for data use by other

project writers who might find it ben,-ficial to them. It will

also assist and improve the deci.?ion making by the

corporate managers in manufact,:ring industries by

inculcating the practice of divide·1d policy into the

corporation.

The purpose of this project is expr::-ssed in details

i. To appraise the extent to which t 1e company (Premier.
Paints Nigeria Ple) will pay out dividend Instead of

retaining earnings.
ii. To appraise the theories on divide1:d policy.

iii. To analyze the factors that influen-:::e dividend policy.

iv. To lay emphasis on dividend policy and payment.

v. To show the variation of divk.end by changes in

earning.

1.4 SIGNIFICANCE OF THE STUDY

Dividend policy determines th, extent of internal

financing by a firm and study is s"ignificant in the following

·11, l_,.
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To help financial management to decide whether to

release corporate earning from the control of the

enterprises.
ii. To assist the management in ascertaining and fulfilling

the aims of its owners.

1.5 SCOPE AND LIMITATION TO THE STUDY

The scope of the study (dividend ?olicy) is very wide,

_
different corporation and institution e,t.c. to look into

dividend policy from all angles.

In the existence of these difflcultic·s, the scope of this

study is llmited to the dividend pol :.y In manufacturing
industries in which Premier Paint Ni,:;¡eria Ple is a case

study.

1.6 DEFINITION OF TERMS

This is stage where meaning of the key terms in the

project is being explained for better •Jnderstanding of the

readers.
The key terms are as follow

RETAINED
REGAINED EARNING
DIVIDEND PER SHARES

EARNING PER SHARES



RETAINED: The Constitution shows che cash flow that
accrue to shareholders, lexically dividend is a periodically
payment of interest on shares of pr,Jfit to shareholders
after deducting taxes from earning.
RETAINED EARNING: These are ee ming left for re-

investment in the company retained earning are of the
most significant sources of funds for financing corporate
growth. The amount left after dividend; have been paid to

the stockholders form the profit (f) (Alter tax refers to as

,:

the retained earnings).
DIVIDEND PER SHARE: This is rate 01 individual pay per

share; it is the ratio of dividend to outstanding share that
is dividend per share,

EARNING PER SHARE: The profftabllit/ of a company is

often measured the calculation of its earning per share.

Earning re taken as being the pr:)fit after charging

preference dividend taxation and mostly minority interest it

is calculated thus

Earning per share= Eamina after taxes

Outstanding Shares
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CHAPTER TWO

2.0 REVIEW OF LITERATURE

2.1 OPINION OF VARIOUS SCHOOLS OF THOUGHTS

ON DIVIDEND POLICY

DIVIDEND POLICY

Many researchers have realized dividend policy from

different perspectlve. Many theories w,?re propounded and

there is needed to analyses some relevant theories,
··, underlying dividend policy, Although -esearchers on the

subject matter are neither conclusion nor exhaustive but

within scope at this project only six tl1eories wrll be viewed.

The first indication of a controversy in scholarly circles,

about the dividend policy in Nigeria Cc·11pany through the

work of UZOAGA and ALOZIENWA. The study examines 13

companies over a four years (1979-1989) period and tried

as one of its objective to highlight the pattern of dividend

policy pursued by the sample firms. Starting from the·

classic work by John Linter, UZOAG? and ALOZIENWA

(1992) proceed to identify and descriJe the conventional

factors, which are normally expected to guide each

company's dividend policy the claim to have "checked" for



factors against their data but "found very little
avklence" that these traditional actors could adequately
explain the unprecedented rate of dividend declared by the
firms.

According to UZOAGA and LOZIEWA (1992) they finally
concluded that all classical forces way to determine
dividend policy seems to have giver way to fear and

resentment induces dividend policy.

The concluslon appear on the face a: it, to confirm the

'Widely view that these was a clear up•:,.card in the level of

dividend paid by the affected companie,

The second lndlcation of controversy in .:;chalar clrdes came

through SOYEDE the study of UZOAGA and ALEOZIEWA.

SOYOOE make the point that the e)'.tent to which the

classical factors which have contributed to the change in

policy". Finally Soyede find the followinç::

. f A). That a substantial higher dividenc payment ration I

any one year cannot really be taken as a sufficient

evidence of a sustained payment.

b). That there was no clear evidence at a general upward

movement In the level of dividend payment
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e) That in any case a situation of excess liquidity which
could be rationally expected to result from the infusion of

new for making higher dividend payment,

The third indication comes through INANGA (2000)
lnanga's contríbutíon similar lines before Uzoaga and

Aloziewa paper were published. But this alternative data·

gave support to the Uzoaga and Aioziewa finding of a

general upward trend in the level of dividend distribution

·by the affected companies. Furthermcre, Inaga found that

"dramatic" changes in the policy rould not have ben

indicated by a corresponding imprJvement in earning

performance.

Thus, the capital issues commission's pricing policy were

responsible rnaga's vlew1 for the ine'1itable abandonment.
of a!I The traditional determination o? Cividend pollcy that

are considerable under normal circumstances.

The fourth theory is based of the RESIDUAL THEORY. It

assumes perfect market conditions and that availability of a

tot of variable lnvestment opportunities in some project

where surplus funds could be paid as dividend. In other

words, it is based on the assumption that extend finance is

not available and the primary determination of the amount
8



distribute will be invested

The residual theory further treat di'1idend as a passive
decision determine by a company's selection of investment.
The consequence of this is that and dividend payment is

passive decisions determine by a co11pany's selectíon of

investment and will tend to fluctuat? from one year to

another according to the availability of new investment.

The fifth theory is based on bird in the hand

MYPONGORDOW and JOHN LINTEF, (1976) were the

propounds of this theory. They argue that (cost of retaining
earning) increase as the dividend p2yment than income
from the capital gain which should result for retaining
earning they say in effect that value a dollar of expected
dividend more highly than a dollar of expected capital gain

because the dividend hold componer,t DL/PO Is less risk

than the G component in the total ex:,ect return equation,.

KS=D2/PO tg,

finally the sixth theory is based on the fact that because of

different personal tax rates on dividend and capital gains,

personal tcx on dividend yield
constant (ceteris paribus) well

Ir
i1 11
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banks has developed and trade market model for·

__

determine require rate of return which included dividend

? yield as market risk.

This model is called the security market place mode, it is

based on the promised that an investor require rate of

return not only in the market risks, BL·t also to stock yield
under security market place the greater the dividend yield,
the greater the return capital gains.

2.2 CONFLICTS THEORIES ON DIVIDEND POLICY

They are controversies about dividend policy among

the research because individuals viewed dividend policy
from different angles. Based on this, test of dividend theory

ís most correct.

Starting with residual theory, the tl1eory did not give

recognition to how stock holders felt about receiving

dividends. If the shareholders is only concern with·

achieving the highest return on their investment either in

the form of corporate retain earning remaining in the

business or as current dividend policy out, these is no

have a preference for current
10



fund for example over retained earnir:g then the theory is

incomplete.

\1 While some researchers maintain tha-;: stockholders are in.
different to the dlvision of funds between retained earning
and dividends (holding investment opportunities constant)
other disagree.

Well fargo bank position in the reverse of the Gordon linter

position namely that since dividend a,e taxed at high rate

than capital gain investors requíre rales of return on high

dividend yield stock1 thus, a firm, should have low dividend

yield to maximize to minimize its cos.: of capital maximize
its value. This position is represent,?d by the securities·
market place (SMP) model.

Gordon Linter and security market ?:lane model theories

contradictory advice to capital managers. Gordon linter say

"set a high payment and the secu:-lty market plane

advocates say set low payment. The only way to decide

logically which theory is to believe and examine the

empirical test which has been conducced and then attempt

to choose among two theories by the academics
.

researchers.

11
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:1 (i:}1l\e empirical tests have been in attempt to determine the-;·?-
·:,ff'

· ': true relationship between dividend ·¡ields and require
return within the scope of study. Academic researcher
studies from capital asset pricing model (CAPM).

Academic researcher studies from cc:pltal asset pricing
model (CAPM).

Academic researcher studies (CAPM; perspective, this

studies hypothesis that requíre return are a function of

both market rísk as measured by data aí1d dividend yield, it

?so a stock require return could be express as follows;

KL?RF+bi (KM?RF)?A, (DI-OM) where, Di is the dividend
yield stock

Om is the dividend yjeld of an average s?ock

A is the dividend Impact co-efficient

Researcher have tested this equation this by regressing

historical values RF-KM (DI and Om against historical

values KI, if the co-efficient of AI is zero, dividend yield
would not affect required a higher retun on stock and vise

versa if AI were negative,

12
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-,:?.s,tJle capital asset pricing model (CAPM) base on empirical
test have not led to definite conclusion as to which dividend

·:r
1 theory is most correct.

2.3 MISCONCEPTIONS ABOUT DIVIDEND POLICY

Uzoaga and Alozienwa, Inanaga and Sayode perceptlon.
they must be recognized in scholariy circles for their early
in trying to analyses the recognition :,¡ scholary circle for

.;
their work in trying to analyze the vital problems of

dividend policy formulation in Nigeria. Their contribution

provides a useful starting peril in the debate which must

now ensure and which would inevitably extend to convert

the activities of companies. The oby-;ctives here are to

correct some of the misconception and :o present some

suggestion which may improve the u 1derstanding of the.

bogery of "fear and resentment" Nhich Uzoaga and

Alozienwa emphaisi on.

The first misconception is (Inaga 2COO) the claim that

dividend must necessarlly be paid ou? of cash resources.

This does not have to be so the difference in the

computation of cash and operating profit should

13



¡:lemonstrate this, hence, if the company does not have

enough cash it can be overdraft For the payment of

dividend provided it has distributable earning arising from
the current of past years operation.

The second misconception (Inaga 20000 is the suggest

that companies which had to reached the limit of

authorized capital complied with the decree by an offer for

sale where as compan¡es which had not reached the limit.

made offers for subscription.

Moreover, Soyede (1999) in his comment queried the

optimally of individual policy that called for a large

proportion of earning to be paid out in dividends rather

being reinvested for further expansion without holding brief

for the dividend policy for companies to payout all earnings

in dividend and to finance expansion by borrowings.

Presumably however D.O Odife, pos:ulate that the above.
studies that market is free and fai? and the prices are

freely determined. In Nigeria, the capital issues

commission now securities and excha:1ge are regulated.

Another postulate ls that the absence of homogeneity

among the investors in Nigeria companies may have

14



l!ontrlbuted o the differential perception of dividend policy
called hardly have any additional informative value.

Additional relevant factor is the accounting policies of

companies since most companies operating in Nigeria

would have to be consolidated ln he group accounts.

2.4 FORMULATING A DYNAMIC DIVIDEND POLICY

According to Dayo J. Akinola (19%) of the corporate

banking department Guff Bank of Nigeria Limited Lagos,

postulate a dynamic dividend policy he analyses that in·

making a choice of dividend polic1 to be followed by

company should endeavour to formJlate and establish a

dividend pollcy that will maximíze sha?eholderswealth.

In theory, he sald "the optimal dividend payment should be

dedicated 1n conformity as against ca¡Jital gains and its

demand as awareness of the shareholders behaviour and

attitude to dividends and capital thou]h an empirical study.

He further analyzed that in formulating a dividend policy·

for any company the best policy is not the one that puts

that company in a state of financial pandemonium and

15
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1?(

:'\epilepsy but the state of financial OIVIDEND POLICY (DDP)

''f
that provides satisfactory answers to the following

?
questions with particular reference to relevant company.
THAT IS

i. Are there dlstributlve profits?
ii. How much should be deader?

iii. Will it actually be paid without ir·1pairing the liquidíty
position going concern status of tt·1e company?

iv. When will it be paid in cash?

v. Will the amount declare raise 1narket value of the
company?

vi. Will it increase the tax burden of r::qulty shareholders?
vii. Does the amount declared conform to the government

fiscal and monetary policies for the year of
declaration?

vili. It increases the amount to?

ix. Will it no fuel inflation.

According to him, a dynamíc divic:end policy does not

only ask question, but it also ansv.iers vis-a-visa m a

specific company. The features of tr,e dynamic dividend.
policy is different from the existing policies that is, stable

dividend for share policy, constant dividend-payment-ratio,
15
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compromise policy and they are gather together by
providing answers to the questions raised by it.

j A dynamic policy as its postulate by Daya A Akinola
(1996) "is a kind of scientific dividend policy that ensures.
that a company real dividend and rot actually be paid
without impairing the liquidity positior and origin-concern
posture the payment date ts concern v.:ithout any intention
to delude the shareholders. It has un,jergone a legal and

statutory procedure.

Furthermore, a typical dividend policy ensures that the
dividend declare will help to stabfli2e or raise the market
capitalization of the firm by extension of the shareholders
wealth and that the amount declare conforms with the·
fiscal and monetary policies of the government for the year
of dividend declaration and will not fue :nfiation in anyway.
It also build more goodwill for the company and pre-

t¡. emptive ríght of the existing shareholder,

2.5 APPRAISAL OF THE DIVIDEND POLICY

Many researchers have done a great deal of work on

dividend policy in which little if none is left in done but for
17



on my own-test of ana[ysis on

In Gordon Línter's view, he says that a possible capital gain
the bush is risk than a dividend in the hands. So investors
require a large total return in the '1ands. So investors
require a large total return is as th,: capital gains yield
component e.g. increase in the other words more tat one·
percent of addítional is required. In other worlds more than
one percent of additional is required te 8ffset a one-percent

•. reduction of dividend yield.

For clarification, my judgments on the evel of achievement
or knowledge on earlier researcher 01-, dividends policy is

that investors do have sorne ¡::,,·eferences between
dividends and retain earnings.



CHAPTER THREE

3.0 RESEARCH METHODOLOGY

Research methodology can be described as a way which
Information can be gotten. Actually researcherS are

normally or mostly made orally. It can be conducted using
two main sources of information whch are prímary and

secondary data source.

PRIMARY DATA: According to Happer's any data that an

investigator collect himself is termed ;ximary data because.
he knows the conditions which it will :::ollect. He is a\',;are of

any limitations sit may certain. It c,Jvers fact which one

know has not been previous publisheci

SECONDARY DATA- this is the utilization of the data are

developed for some purpose othE-r- than the present
problem on hand. Secondary data so?Jrces consulted in the

companies are records. The company audit financially
report and insurance registers that ar2 kept in the financial

report are usuafly in the form of published data in Premier·

Paint Nigeria P.L.C

In this project form the case study (Premier Paint Nigeria

PLC) both primary data and secondary data will be used.
l9
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\'!'tie primary data were obtained from interviews conducted
with the company's official while the secondary data were
extracted from the company's record.

The method of analysis to be used n this are based on
correlation & progression analysis. A ·-egression mode is a

statistical mode what certain a%umption and for
hypothesis about a depended relatiJnship between one

available called the independent varii::bie whlle correlation
means on inter relationship.

3,1 RESEARCH POPULATION AND SAMPLE DESIGN

In the collection of data concerning t ·112 problems at hand,
the sample decisions of better ur·1der·standing of this

chapter are:

Population: This is the set of the observation that is taken
for the purpose of obtaining the infcrmation needed. The

population of interest is made up of 13 years of dividend

payment of the company (Premier Paint Nigeria) to the
shareholders. The period covers 1997 to 1995 but due to

some circumstance whích enhance the informative needed·

,o



Will cover the period of 20 years A sample size was

?ken.

'A period of 10 years was chosen beca ese of the availability
of information need and also bec.Juse of the good
performance of the company in tht: face of economic
difficulties, the ever turbulent eco 1omic and political.
environment in which if funds itself.

,3,2 RESEARCH APPROACH

The research approach is a desigr or· plan explain the

decision on the choice of instrument o?- methods to be used

in explaining the inter relationship bê--::ween dividend and

earning.

The reason for selecting these met.'1od ln earning and·
change in dividend as a resurt of chan?e in earning and to

show the percentage of the varlatícn available for the

analysis are numerous afthough the leJst square technique
among the various method of regressio11 analysis.

11



the other hand, methods of g ·aphical analysis are
· :another method of showing the relationship between

1? depending independent variable for each unit in data set.

It's conventional to place that valut of the independent
variable along the horizontal axi?: and value of the
dependent variable along the vertical axis, however within
the scope of this research lea::t square technique
simultaneous equation will be used· u estimate the values
of the parameters in the equation.

·

The least square method rs

NX + BEXt = EYi

XEX + BEXt = Ex

Independent variable : N is the depe,1dentvariable, X and

Bare parameter of the equation presumable. However, the

rank correlation donated by

Ris measured by R =
1

= 6ES

N (n2 - 1)

Where d=difference between the pi irs of ranked values



...

\?. Fr:
:

i::¡:f-·. N;number of pairs of ranking and the product
:,r Ml!!nant correlation donated by ris mee sured;

'.1

R·NEXY-EXEY

NEX - (EX)2- (EX)2XNEY - (EY)2

3,3 FORMULATION OF THE MODEL

Models are representation of reality c,1d they play a very
important role in research proje, :.. Models provide
'economlc description and explanatior1 of operation of the
system that they represent by exper ·nenting model, one.
can differ how changes in various opt ·atlon of the system
with effect to performance system

Model enables us to carry ott experiment more

effectively then on the system it:_.elf wh¡ch may be

impossible or too costly

ADVANTAGES OF MODELS

Models have the following adv¿11tages over verbal

description of problems.



It describes a problem more precisely
It provides some logical and systematic approach to

the problems
Iii. It indicates the limitation and sec pe of the problems
iv. It tends to make the entire stricture of the problem

more comprehensive
v. If facilities dealing entirely with t·1e problem

vi. It helps in finding avenues for new research and

important In the system.

DISADVANTAGES Of MODEL

Models are only attempts :1 understandlng on

operation and are never absoluL? in anymore.

ii. The validity of any model with rc;iards to the operation•
of a system depends on the validity and

characteristics of the data used.

TYPES OF MODELS

1. Iconic models

2. Analogue models

3, Symbolic models
Z4



iiJ, Simulation models
5. Heuristic models
6. Mathematic models

1) Iconic Models:- These are obt,.ined by enlarging or

reducing the size of the model. Exarrples are photographs,
maps, model engine of aircraft, e.te

Advantages Of Iconic Models

l. They are specific and concrete
2. Easy to conduct
3. They can be study more than th? read system

Disadvantages Of Iconic Model?;

1. Different to manipulate for expe·-imentalpurposes
2. It cannot be used to study the changes in the

operation of a system.
3. It is not easy to make 3ny modification or

improvement in those models.

2) ANALOGUE MODELS: In this type of model, set

properties is used to represent othe" set properties, when

the problems are solve the solution is re-interpreted in



c1re easier to manipulate than iconic model. However, they
are less specific & less concrete.

3) SYMBOUC MODELS:- Under :hese models, letter,
numbers and other types of mathem Jtical symbol are used

to represent variable and relationship between. These are

some kind of mathematical equ ::ition or inequalities
reflecting the structure of the systerT they represent.

Advantages Of Symbolic Models

l. They are most abstract and mo.:= general

2. They yield more accurate result .mder manipulations

4). SIMULATION MODELS:- "1ese represent the
behaviour of a real system. They ar=! used where there is

no suitable mathematical system. -hey are used where
there is no suitable mathematiu I model. Where he

mathematical model is causing serio JS disruption as in the

case of the training of plate are imp !cations of simulations.

model in the management context L, act on the behaviour

of people and object.

·.S) HEURISTIC MODELS:- Are models use in set of

'iI Initiative rules which managers hope will produce at least a

;r:-1.: 26



solution and a better solution than method0.lrrently being used. For instance, a delivery van drívermay be instructed to plan the deli 1eries to the nearestcustomer whom you have not yet visited". This will·
certainly gives a "good" solution earl, at the end of the dayback to the depot. The drrver has no way of knowingWhether route gives optimum time ,-rnd distance and any
improvement can come only thro1..gh testing other in
heuristic approaches.

, 6). MATHEMATICAL MODELS:- Th ,y are the one which
tries to show time working of real w;:idd by means of
mathematical symbol, equatior: and

Mathematical models are tile types e? ,Todels the following
models will be used.

formulae.

REGRESSION MODEL

The two Variable Model

.,-1 Regression Model:- it is common to associate economic
with regression models and ana ysls. The fact is

econometrics has a wide scope than regression analysis.•
econometrics has a wider scope which may be called a

27



MODEL since the regression earns a

:,fei>endent
relation in this project, the, independent variable

'is 'EARNING" while the dependent v.rnable is "DIVIDEND".

Earning is represented by Xl while clividend ls denoted by
Y1 therefore, the regression model is YT"" X + BXt. The

model is in a form of well specified equation in which all

variables have well defined stati·;tical propertíes, the
analysis can be extended to the ,·1ult: variable case ln

which have there will; be a rela:ionship between one

variable and many model is called Ml LTsPLE REGRESSION.

THE TWO VARIABLE MODELS:- the simplest of all

economic model to the two varteble or sample linear
model, it ls usually involve two veoria:ile Xl and Yl i.e.

Yt=tb x t-el where YI is the indepen,jent variable (earning)
i.e. is the stochastic or error te?-n X and B are the.

regressive parameter. The method east square will be a

unique pair of estimate of X and a t;lan to satisfy the

relationship between Yi of W. the method of least square

relies on the objectivity of a partíCL. lar researchers motion

of where the line should be located on a located on a

scattered diagram.

28
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·

? <n'dinary least square method is a technique for fitting
,:he

test straight line that is the sample Xi and Yi

,obsetvation.

The following are the assumption of ordinary least square
method.

l. Error term is assumed to be nor:11a:ly distributed
2. It has zero expected value
3. lt has no constant varíable
4. The stochastic are uncorrectel- or unrelated to one

another.
S. That the explanatory variabk assure for value 1n

respected sampling i1waríable 1?.Jwever if

Yt = Xtb Xt tei __ equation (1)

Yi =ytei __

El - yi-y

equation (2)

__ equation (3)

Where Yi ¡5 the value of Yi in the da·?a y is the estimated or·

associated regression or predicted value of Yi

But Y + X +B XT
_

El :o YI (2+BXt _

____ equation (4)

equation (5)



,;¡¡¡ principle of least square suggest that the values of X

\ and B should be such that the sum of squared residual is

i
Eel should be as small as possible

Therefore from equation (e)

EeiZ = E (Yi-2BXi _ equation (7)

Differentíate equation (7) with the re;pect to X and B and

equate to Zero

Dee12 + 2e (Yi-2-B x 1)

·oxc

Dee12 + 2e (Yi-XC-B x 1

DxC

NxC=BCExl-EYl

__ equation (8)

equation (8)

If N is the number of observation then the equation (8)

hence the least square method equat;on is

__ equation (10)

XCE x 1+ Bx 12 = Ex 1 Yi equation (11)

To solve for the parameter and mul:iply equation (10) by

(11) by n using the ;imultaneous equation

'º



'-.1a-,.

:'?x C + BC (Ex 1)2 = EXI EXL ---- equation (12)
I

o']_N x e + se e x 1
= NEY x 1

Subtract equation (12 from 13)

Ben Ex 12-Bc (Ex 1) 2:NYl X lEYI E,

Ben Ex 12-Bc Ex 1 2-NEY lX 1 EYI E < 1

Therefore Be= NEY 1 xl Eyi Ex 1

Ne X 12- (Ex 1) _ _equatlon ( 10) recall

.:,

from equation 9{10) N x N + Bn Ex H'.:yi _ equation (10)

N X C = EYI - Bee x l

Xe = EYI - BE E x 1

N

Xe = EYI - Be E x 1

N n

Therefore Xe = Y-Bex

equation (13)

__ equation (15)

After the estimation of the parameL2r A and B and the

determination of the least square regr:>ssion line.

To know how good is fitted line to t?., sample observation

are to be estimated. The better th,, explanation of the.
(YI by cha•iges in explanatory

i I,.



CHAPTER FOUR
DIVIDEND POLICIES

\A finance manger's objectives for the company's dividend
policy are to maximize owner we:iith while províding
adequate financing for the company. The various types of
dividend policies are:

l. STABLE DIVIDEND PER SHARE POLICIES
2. CONSTANT DIVIDEND PER-OUT F".ATIO

3. A COMPROMISE POLICY

4. RESIDUAL DIVIDEND POLICY

l. STABLE DIVIDEND PER-SHA'.E POLICY:- Play

companies use a stable dividend pc L::y in which Premier
Paint Nigeria Ple is one, since ¡t is I, :oked upon favorable
investors dividend stability implies -'::! low risk company,•
even in a year when the company shu,'Js a loss rather than
profit the dividend should be maintai ied to avoid negative
correlations to current and prospr·ctive lnvestor some
shareholders rely on the receipt 01 stable dividend for

Income. A stable dividend is also nec,2ssary for a company
to be placed in list securities whi.::h financjaJ institute

invests.



----?':'.:$.CONSTANT DIVIDEND PAY-OUT RATIO:- Dividend for
? $hare are share with this policy a c,,nstant percentage of
i? earning is paid out divldend because net income varies

dividend paid will also use the appro,ch. The problem with
the policy is that if a company's p1 o fit drop dramatically
for there is a loss, the dividend pay will be sharply
curtained or non-existence. Thic, poJicy wíll meet
stockholder that do not want variability in theré dividend
receipt.

3. A COMPROMISE POLICY:- A cJmpromise policies of

stable dividend per share is a m. st and a percentage
amount of dividend is for a campan , to pay a low amount
per share plus a percentage incre,;_ serr-:ent is good yea1

while this policy afford flexibility.
4. 1t also creates uncertainty in th:': mind of investors as

to the amount of dividend they are likely to receive stock
holders generally do not like such ur,certainty.

S. RESIDUAL DIVIDEND POLICY:- When a company's.
investment opportunities are not stc::ble management may
went to consider a fluctuating di·-1idend of investment

opportunities in a particular year. Ol•.fidends paid represent
the residual amount from learninç after the company's

Investment is fulfil led.



COrporation has employed three general approaches
":'t putting the residual dividend policv into practice 2

·

= dividend policy in year 1

:: Investment in year that is financec from equity sources
retained earning and stock sales)

= earning in year 1

T= dividend pay-out ration in year 1

/here QT == OT/ET

he three appropriates are as follows
Pure residual dividend poticy

!. Fixed dividend policy
3. Smoothed residual dividend palie

l. PURE RESIDUAL DIVIDEND POLICY: In this approach,
the company will set the dlvidend pc::1·ct each year so that,
it equity investment {It) equaJs to ,;;xceed earning (ET)

than dividend will be Zero and it s less that ET, the
dividend will be OT-ET

2. FIXED DIVIDEND PAY OUT RATION:- Dividend under
this approach equal to constant éCOPortional (GT) or'

yearly earning. Then it can be expressed as OT= Qt x ET

34
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?
, SMOOTH RESIDUAL DIVIDEND POLICY:• under this

·: approach na ira dividend have stable pattern. Dividend
·over the long run equal earnings minus equity
investment.

4.1. FACTORS INFLUENCING DIV! DENO POLICY
As a guide to financial managers re?ponsible for dividends

the fol!owing are the analysis of th,? major economic and

financial factors influencing dividcnC: policy in premier
paint Nigeria Ple Manufacturing índl ::>t:-ies.

1. LEGAL RULES

2. LIQUIDITY POSITION

3. NEEDS TO REPAY DEBT

4. RESTRICT10N IN DEBT CONTRACT

5. RATES OF ASSETS EXPANSION

6. PROFIT RATE

7. STABILITY OF EARNING

s. ACCESS TO THE CAPITAL MARKETS

9. CONTROL

10. TAX ON IMPROPER ACCUMULATION EARNING

35
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-?e•,.· !.fGAL RULES:- Although state and court decision
\Ovemment dividend policy are complicated their essential
I?ature can be stated briefly. The leg:-31 uses provídes that
:Jividend must be paid from earnlng from the current years
::earning or from past years as reflecter. In the balance sheet
account "certain earning"
State laws emphasis three rules

i. The net profit rules provide that dividend can be paíd
·

form the past and present earning.
ii. The capital impairment rules protect creditors by

forbidding the payment or dividend from capital (payíng
dividend from capital would distribute the investment in a

company rather than it earning.
iii. The Insolvency rules provide th?t ::orporation cannot
pay dividend while ínsofvent (insolvency is here defied in

the bankruptcy since as liabilities exceeding assets and to

pay dividend under such conditions would mean giving.
shareholders funds that rightfully bebng to the creditors/
legal rules are significant in that the¡ provided the frame
work within their boundaries. Ho•.,vever financial and

economic factors have major influencE; on policy.

_LIQUIDITY POSITION:- Generally the first concern of

analysis is liquidity, is the company able to

36



fts maturing obligation premier paint Nigeria Pie. In
,995 has debt totally N64, 221 that must be paid within·

the following year. The profit holds as retaining earning
(which show up on the right hand side of the balance
·sheet) are preceding have already ¡,wested in plant and
equipment inventories and other asse:s, they are met held
at cash.

Presumably, however even if a company has a record of

earning, it may not be able to pay c-ish dividend because
its liquidity position indeed a growi1 ;: ?irm, even a very

'profitable one Hke Premier Paint Nige1-1a P.L.C typica!Jy ha a·
pressory need for funds. For examplt;: in 1995 the balance
sheet of premier Paint PLC shows only Nl,840,664
since cash have been retained to bills, is clear that
premier paint Nigeria PLC cash ¡,osition precludes a

dividend of even Nl,840,664.
3. NEED TO REPAY DEBTS:- This is another factors that
Influence dividend policy when a company has sold debt to

finance expansion or substitute for another form of

flnancíng. Jt is faced wíth two alterna:ive but premíer paint·
Nigeria PLC make sure that debt one :, fully paid.

RESTRICTION IN DEBT CONTRACTS:- Another
that influence dividend policy in premier paint

37



,'.,-
:?ª Ple is the debt contact particclarly when long term

·_
bt is involved, frequently restrict the company's inabilityj pay dividend such restriction which are design to protect

íe position of the lender usually st,,te the future dividend
annot pay all of the retained earnir,g generated after the
igning of the loan agreement that t1ey cannot pay out of

.he past retatnlng earning that diviJend been pafd when
1etworking capital {current assets current liabilities) is

below a specified amount si mil my preferred stock
agreement generally state that no :ash djvfdend can be
paid on the common stock untll ::iH accrued preferred
dividend have been paid.

5. RATE OF ASSET EXPANSION

In spite of the containing econom:.: difficulties in which
Premier Paint Nigeria PLC operate. It has been able to

achieve impressive result over 1994 :igure by Nl0,859,634
million want to over 1994 figure of ,18,023,855 million by

N2,835,799 million.

However, the more rapid rate at which the company is

growing to greater is need for fínan,:::ing assets expansion
the more rapid the rate at which the company ls growing
the greater is need for expansion. The greater the future

for funds the company seek to raise such funds
38
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naUy, natural source of the pre,;;ent shareholder who
.,J ,c:i•,álready know the company. But it earning are paid out as

'

'']'":'' dividend and are subject to high per: ona/ Income tax rate
1

only a portion of them will be availab:, for investment.6. PROFIT RATE

Thís is another essentiaJ factor that idluences the dividendpolicy in premier paint Nigerja Ltd PL-::. The rate of turn on•assets determine the relative attr,--<:tive of paying outearning is the form of dividend to nockholders (who willuse them else where) or using 1,-1em i11 the present'

enterprise.
7. STABILl1Y OF EARNING
A company that has reJatjvely stab!:: earníng like that of
premier paint Ple is often able to Jredict approximatelywhat future earning are wm be thE- company will pay a

higher percentage of its earnjng ?an a company 1.vith.

fluctuating earning. The unstable ccmpany is not certain
that is subsequent years the hop, for earning will be

realized so ti is likely to retain a high will be easier to

maintain it earning falJ off in the futu1 2,

?-

S. ACCESS TO CAPITAL MARKET

? Premier Paint Nig PLC as large well established company
\i\llth a record of profitable and stabilicy at earning has éasy?

?



???ess to capital market and other form of essential!b?1;?:tralning, a small, newer venture som, company however is·:,.·.·e'?·:· riskier for potential investor. It is th, ability to raise equity
·

'.·:? or a debt fund from capital market is restricted and it must) retain more to finance its operation Premier Paint NigeriaPle Will have a high dividend rate ¿_5 well as estabJishedcompany than a row or small campar¡.
9. CONTROL

,;i:.

.E:

'::â:

Another important variabJe Is the effect of alternativesource of financing on the control sit1 atlon in the company.·

As a matter of policy some corporati }n expand onJy to the
extend of their internal earning

This policy defend on the grouri:! tl:at raising funds by
se/ling additional common stock dilL-.'.es the control of the
dominant group in that company. At ?he same tíme, selling
debt increase the risks of fluctuating earning to the present
owner of the company. Control red ·ces the dividend pay
out but Premier Paint Nigeria PLC did not rely only on

internal finance hence its dividend p2: / out increases.
10. TAX ON IMPROPERLY ACCUMUlA,-ED EARNING

Finally this is the last influence divie1end policy in Premier
_ ::i'alnt Nigeria P.L.C in order to prevent wealthy stock holder
:hm using the company as an "incorporate pocket book"
·:t;. -·

'
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i
::>":·d I which they can avo·d h. hf{?'?1l?\ ...f. .

.

1

19 persb:1al income tax rates,·.

''?i?!E•·
·:'tax regulation applicable to companies provide for a special.

··;, surtax on improperly accumulated inc'.)me.
·•.•,¡, However, section 531 of the Re,enue of 1984 places

\

the burden at proof on the internal • evenue service (IRS)to justify penalty rates for accommoc:Jtionof earning. That
is, earning retention justified unless nto interna! Revenueservices (IRS) can prove otherwise.

4.2 DIVIDEND
'management of Premier Paint PLC cc weys to stakeholders.sometime by an exploit statement in :he annual report and
sometimes wiJI be maintained it at aH ,:iossrble.

Furthermore, management co, .veys its belief that
earning wíH be sufficient to maintain /vidend.

Under other condition, the con-.0a.1y's cash flow and

very high regular dividend on the a .·era ge. However, it a

high dividend pays out to dispose e funds not necessary
for reinvestment. In such case, th: director can set a

relatively low regular dividend low mo ugh that is can be.
maintain even in low profit year or in years when a

.t.•. . .

bl mount of reinvestment is needed andr,considera e a

PAYMENT
f ROCEDURE: The
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lement it With an extra dividend 1 years when excess
;: ',-? ,'.'#Inds are available,
"\?r· The actual payment procedure i, of some importanceand the following are some outl1 .e of the paymentsequence in Premier Paint Ple

l}DECLARATION DATE

The Director meets on Friday 1s-1r and declare the
regular dividend on the date they issL e a statement similar
to the following on Friday 1gt1i April, :997 the dírector of

'premier paint PLC met and declare .he regular quarterly
dividend of 40 kobo per ordering she eholder of record on

May 1s1h and payment to be made on :ir1e 2r1c: 1992.

2}HOLDERS OF RECORD DATE

on May 19th, the record date, the cc-npany closes it stock
of data. If premier paint PLC Is no:ified of the sale and

transfer of some stock before April 2 :111 the owner receives
to dividend. If notlfication ¡5 receivec on or after April 20th,

the old stock holder gets the dividene
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lfü? If-DIVIDEND DATES
?¼!,

·

·.:, ,;., Suppose Golden·

:
. ,':Ji?•:, flexed trao:ng company buys

·:r· '.4221,698 shares from Premier Paint P.L.C on April 19'" will
:? company be notified of the transfer ir time to !ist her as to

."J,.
now owner and there pay her thL dfvidend to a voltdisagreement the brokage business hc·s up to convention ofdeclaring that the dividend remains with stock until four
days prior to the holder of record datc on fourth day before·the record date, the right to the div dend on Jonger goeswith the shares.

The date when the right to divi end leaves the stock
is called the EX DIVIDEND DATE. In case ex dividend
date Js four days prior to April 1 gti therefore be Golden
flexed tradtng company is to recei •2- the dividend, she

ought to have buy to stock by April one may a stable
dividend policy that maximJze adult v , ue for a corporation.
Basically these have been no tru / conclusive to the·
question must be regarded policy. , o any answer to the
question must be regarded as tentat 1e on logical growth,
however, there is reason to believe Lhat a stable dividend

):. policy does lead to higher stock price,..

On the other hand, if a ccrnpany's investment

li,rn:•1rtunitles fluctuate from year te year, should it not
4l



earning during some year ;n order to take the./!advantage of opportunities when the ,, appear and measure
,

dividend when good internal investr 1ent opportunities arescore.
Thls living of reasoning leads to a ,ecommendation for afluctuating payout for companie: whose investmentopportunities are instable.
However, the logic of the argume it recommendation isdiminished by recognizing that Is p:_ sslble o maintain is areasonable stable dividend usJr

:¡ outside financing.íncluding debt1 to smooth out the .:::iff12rent bet1,•veen thefunds needed for investment and ne amount of moneyprovide by retaining earning.

4,3 HYPOTHESIS FOR THE STUD 1

Hypothesis can also be calJed !: 'g,1ff1cance testing and

guesses about the result of answer ?o a

probi?m.
It is also

statement of expected conclusion Jf a partKular
s?u?y.Moreover, a hypothesis rs some thtable brief or

op1n1?n. . _ the proce? 5 by which the brief 1s
and hypothesis testing ,s

tested by statistical means.
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iI.:; hypothesis fat th t d
.e s u

Y IS Sirr:oly based on whether
,J'*11Y relationship between dividends and earning is and if

... there is response to dividend ff earn111g increase.Thete is only little Possible result Nhen a hypothesis is.tested.
? We accept a true hypothesis_ a correct decision? We reject a true hypothesis? a COriect decisionTo test this hypothesis, two statistic ?i techniques shalJ beused, they are as follows:

1. Least square method ana!ysis
2. The rank coefficient of COrrE ation by spear manfettered line is of the best fit and e 1ly if the lines passes
through the centre of the point of 2 .1erage (WY) or centre.of gravity. To do this, the fol Jawing ? ,rpothes/s are set up;Dividend is refated to earning if regr ?ssion Hne through the

centre. The hypotheses is known a: the NULL Hypothesis
(HO) which means that there is an a.:sumption that there is

a contradiction between the sup pc :=ed dividend and the
earning and that any difference G- 11 be ascribe so!ey to

·, random factors.

'rThe alternative hypothesis: designated Hl is that dividend·

·

d t earning and the r,gression did not pass.r not relate o

?1.,1.1gh the centre.
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ese hypotheses can be shown like this:}t?J:Ho - dividend is related to earning.···
:t): H, - dividend is not related to earnin,J.
'i:
1

The Null Hypothesis is the one to be tested. It is found not
¡

to be true. Hi is accepted invariable however, the rank ofthe strength of correfation gives an.? indicate the strengthof the linear relationship between tw · variable.Movement in one variable may b cause movement 1nsome dírection in the other hand va able. This is known aspositive negative correlation. To k 01-v this the followinghypothesis is set up.

Dividend moves in the same ·11.
y with earning this

alternative hypothesis means that r:::_ 1 add it is perfect
negative correlation where dividen ! decrease linearly

as.earning increase.
The hypothesis can be simply showr
H0:r =+ 1

H1:r =+1
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CHAPTER FIVE
SUMMARY ANO CONCLUSION
SUMMARY OF THE STUDY

This project has offered and en pir1cal analysis of themanufacturing companies dividend
p1 ilcy.

In Nigeria manufacturing company': dividend whether torelease corporate earning from the control of the_enterprise. ThJs is because dividend ·1c1;cy may affect suchareas as the financial structure he folJow of funds,'

corporate liquidity, stock pric,.s and investment
satisfaction; it is c!eanly on import nt aspect of financial
management.

Under the theoretical modeJ, e viCends are simpJy a

residual after investment need ha .'e been merit it the
policy ¡5 for/owing and if investe, are in different of

receiving their capital gains. SharE.10lders are better off·
than that are under any other po si ble dividend policy.
However the financial manager siroly does not have all

the information assumed in the thee ry and judgment must

? exercised.
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I.

?- a guide to financial---·,""' manger re?pansrble for dividend". ··/·¡? .
the following is a

.: ,0 :; _
,_.·: ..

_ _
• •

summary o the major economics .

.
.

•·-:,7='>
íllld fmanc,al factors influencing divic and policyt .

I i. Rate of growth and profit
ii. Control
iii.

iv.

v.

vi.
vii.

Stability of earning
Maintained of target divtdenc:

Age and size of company
Cash positions
Need to repay debts

viii, Tax position of the corpora tic ·1

ix. Tax on improper accumuJatic ·1 dividend
Some of the factors listed had to a ·=igher dividend payout
and some to rower payout. It is ir ·1possible to provide a

formula that can be used to esta bl;· h the proper dividend

payout for a given situation. This a test enquiring the

exercise of judgment but the con ideration summarized

above provided a check list for gui ling dividend decision.

However, the studies show those di ·idend are more stable

than earning in view of investor O;iserved preference for·

:::' ?able dividend and of the probabil :y than a cut in make



,l11J
sense, stock Purchases have Significant merit over

..• 1;1 ...,ds and also have demerit.

'?nally, the empirical studies inílu, nee different statistic
techniques which show the relation •hip between dividend.ªnd earning that is to say the extent ?o which premier paint
Nigeria ple Will payout dividend instead of retaining
earning.

5.2 CONCLUSION

The Project has been said bef, :-e offered emperlcal
analysis of the manufacturing comp, n·(s dividend policy in

Nigeria which premier paint is a c2 :e study. The analys¡s,
has been made on expert test of :or.vcntional mode of

dividend payment which has been :ested and confirm in

many other studies using data from he adequate Jndustrial

companies.

Although, some recent Nigeria stucies have rejected the

conventional models in a favour of - everal exploration the

most important finding of this stud\ is in the fact that the

,·,tinter type conventional mode is
-

in
favo?r

of

se?er?I.,_

t ·mportant finc·ng of this study 1s 1n

1-k•ratlon the mos 1
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. ,
fa:ct that Well under element of corporation especial/yri lnanufacturing industries. It is necessary for allcorporations to adopt dividend poliu strategy and in cubeft in the overall company strategy s 1ce it is the nuclear ofany corporatíon.

Having examine what a dividend oJicy means and alsohaving going through the factors 1at influence dividend.policy and having considered a stati tical to see the extend
to which Premier Paint Nig. P.L.c -vi.11 oayout instead of
retaining earning.

One will notice from the statfstic2 and three extend to
which dividend Is being paid ten ye r:, is very high that ts

to say premier paint Nigeria ple pc j r1ore divídend than
retaining earning.
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