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pay out dividend instead of relating earnings are the

subject matter of this project.

1.2 STATEMENT OF PROBLEMS

There are so many problems about dividend policy
most especially among the researcher because individual
review at individual viewed at individual policy from
different angles. Angles because of this there are so many
problems facing dividend policy.

Some of the problems are as follow

Some researcher’s maintain that stockbrokers are in
different. to the division of funds between retained
earning and dividend (Holding Investment Opportunity
Consent/other disagree).

Another problem is that there is absence of
homogeneity among the investor in Nigeria Company -
and this may have contributed to the companies.

This is also problems of misconceptions and
formulating of a dynamic dividends policy problems will
be explain in detail in Chapter two of this project.




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 beneficial to them, It will
also assist and improve the decision making by the
corporate managers in manufacturing industries by
inculcating the practice of dividend policy into the

corporation.
The purpose of this project is expressed in details

| i. To appraise the extent to which the company (Premier
Paints Nigeria Pic) will pay out dividend instead of
retaining earnings.

ii. To appraise the theories on dividend policy.

iii. To analyze the factors that influence dividend policy.

iv. To lay emphasis on dividend policy and payment.

v. To show the variation of divicend by changes in

earning.

1.4 SIGNIFICANCE OF THE STUDY
Dividend policy determines the extent of internal

financing by a firm and study is significant in the following

areas.
3



To help financial management to decide whether to
release corporate earning from the control of the
enterprises.

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 policy) is very wide,
different corporation and institution e.t.c. to look into
dividend policy from all angles.

In the existence of these difficulties, the scope of this
study is limited to the dividend policy in manufacturing
industries in which Premier Paint Nigeria Plc 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 understanding of the
readers.
The key terms are as follow

RETAINED

REGAINED EARNING
DIVIDEND PER SHARES
EARNING PER SHARES



RETAINED: The Constitution shows the cash flow that
accrue to shareholders, lexically dividend is a periodically
payment of interest on shares of profit to shareholders
after deducting taxes from earning.

RETAINED EARNING: These are earning 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 dividends have been paid to.
the stockholders form the profit (f) (After tax refers to as
_ the retained earnings).

'DIVIDEND PER SHARE: This is rate of individual pay per
share; it is the ratio of dividend to outstanding share that
is dividend per share.

EARNING PER SHARE: The profitability of a company is
often measured the calculation of its earning per share.
Earning re taken as being the profit after charging
preference dividend taxation and mostly minority interest it
is calculated thus

Earning per share= Earning after taxes
Outstanding Shares




CHAPTER TWO
2.0 REVIEW OF LITERATURE

2.1 OPINION OF VARIOUS SCHOOQLS OF THOUGHTS
ON DIVIDEND POLICY

DIVIDEND POLICY

Many researchers have realized dividend policy from
different perspective. Many theories were propounded and
there is needed to analyses some relevant theories,
“.underlying dividend policy. Although researchers on the
subject matter are neither conclusion nor exhaustive but

within scope at this project only six theories will be viewed.

The first indication of a controversy in scholarly circles,
about the dividend policy in Nigeria Company 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 fhe pattern of dividend
policy pursued by the sample firms. Starting from the’
classic work by John Linter, UZOAGA and ALOZIENWA
(1992) proceed to identify and describe the conventional
factors, which are normally expectad to guide each

company’s dividend policy the claim to have “checked” for
6



these factors against their data but “found very little
evidence” 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 given way to fear and
resentment induces dividend policy.

The conclusion appear on the face of it, to confirm the
“Widely view that these was a clear upward in the level of

dividend paid by the affected companies.

The second indication of controversy in schoelar circles came
through SOYEDE the study of UZOAGA and ALEOZIEWA.
SOYODE make the point that the extent to which the
classical factors which have contributed to the change in

policy”. Finally Soyede find the following;

A). That a substantial higher dividend payment ration 1
any one year cannot really be taken as a sufficient

avidence of a sustained payment.

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

movement in the level of dividend payment
7




¢) 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)
Inanga’s contribution similar lines before Uzoaga and
Aloziewa paper were published. But this alternative data’
gave support to the Uzoaga and Aloziewa finding of a
general upward trend in the level of dividend distribution
by the affected companies. Furthermore, Inaga found that
“ “dramatic” changes in the policy could not have ben
indicated by a corresponding improvement in earning

performance.

Thus, the capital issues commission’s pricing policy were
responsible Inaga’s view, for the inevitable abandonment_
of all The traditional determination of dividend policy 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
lot of variable investment 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



of earning a company should distribute will be invested
currently at this disposal.

The residual theory further treat dividend as a passive
decision determine by a company’s selection of invéstment.
The consequence of this is that and dividend payment is
passive decisions determine by a company's selection of
investment and will tend to fluctuate 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 LINTER (1976) were the
propounds of this theory. They argue that (cost of retaining

earning) increase as the dividend payment 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 component DL/PO Is less risk
than the G component in the total expect 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,
investors should require personal tex on dividend yield

stock, other things held constant (ceteris paribus) well
: 9



fargo 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. But also to stock yield
under security market place the greater the dividend yield,

the greater the return capital gains.”

2.2 CONFLICTS THEQRIES 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

is most correct.

Starting with residual theory, the theory 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
s current dividend policy out, these is no

business or a
stockholders have a preference for current

10
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fund for example over retained earning then the theory is
incomplete.

While some researchers maintain that stockholders are in-
different to the division of funds between retained earning

and dividends (holding investment opportunities constant)
other disagree.

Well fargo bank position in the reverse of the Gordon linter
wpc>s'|t'|on namely that since dividend are taxed at high rate

than capital gain investors require rates of return on high
“ dividend yield stock, thus, a firm, should have low dividend
yield to maximize to minimize its cost of capital maximize
its value. This position is represented by the securities’

market place (SMP) model.

Gordon Linter and security market plane model theories
contradictory advice to capital managers. Gordon linter say
“set a high payment and the security 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 conducted and then attempt
to choose among two theories by the academics

researchers.



The empirical tests have been in attempt to determine the
true relationship hetween dividend vields and require
return within the scope of study. Academic researcher
studies from capital asset pricing model (CAPM).

Academic researcher studies from capital asset pricing
model (CAPM).

Academic researcher studies (CAPM) perspective, this
studies hypothesis that require return are a function of
both market risk as measured by data and dividend yield, it

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

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

Dm is the dividend yield of an average stock
A is the dividend impact co-efficient

Researcher have tested this equation this by regressing
historical values RF-KM (DI and Dm against historical
values KI, if the co-efficient of Al is zero, dividend yield

would not affect required a higher return on stock and vise

versa if Al were negative.



The capital asset pricing model (CAPM) base on empirical

test have not led to definite conclusion as to which dividend
theory is most correct.

2.3 MISCONCEPTIONS ABOUT DIVIDEND POLICY

Uzoaga and Alozienwa, Inanaga and Sayode perception.
they must be recognized in scholarly circles for their early
in trying to analyses the recognition in 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 exténd to convert
the activities of companies. The objectives here are to
correct some of the misconception and to present some
suggestion which may improve the understanding of the,

bogery of “fear and resentment” which Uzoaga and
Alozienwa emphaisi on.

The first misconception is (Inaga 2000) the claim that
dividend must necessarily be paid out of cash resources.
This does not have to be so the difference in the

computation  of cash and operating profit should

13



demonstrate 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 companies 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, postulate that the above
studies that market is free and fair and the prices are
freely determined. In Nigeria, the capital issues

commission now securities and exchange are regulated.

Another postulate is that the absence of homogeneity

among the investors in Nigeria companies may have

14
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contributed 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 in he group accounts.

2.4 FORMULATING A DYNAMIC DIVIDEND POLICY

According to Dayo J. Akinola (1996) 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 policy to be followed by
company should endeavour to formulate and establish a
dividend policy that will maximize shareholders wealth.

In theory, he said “the optimal dividend payment should be
dedicated in conformity as against capital gains and its
demand as awareness of the shareholders behaviour and

attitude to dividends and capital though 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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epilepsy but the state of financial DIVIDEND POLICY (DDP)

that provides satisfactory answers to the following

questions with particular reference to relevant company.

THAT IS

i, Are there distributive profits?
ii.  How much should be deader?
iii.  Will it actually be paid without impairing the liquidity
position going concern status of the company?
iv.  When will it be paid in cash?
“ V. Will the amount declare raise market value of the
company?
vi.  Will it increase the tax burden of equity shareholders? °
vii. Does the amount declared conform to the government
fiscal and monetary policies for the vyear of
declaration?
viii. It increases the amount to?
ix. Will it no fuel inflation.

According to him, a dymamic dividend policy does not
only ask question, but it also answers vis-a-visa in a
specific company. The features of the dynamic dividend
policy is different from the existing policies that is, stable




a compromise policy and they are gather together by
providing answers to the questions raised by it.

A dynamic policy as its postulate by Dayo A Akinola
(1996) “is a kind of scientific dividend policy that ensures .
that a company real dividend and not actually be paid
without impairing the liquidity pesition and origin-concern
posture the payment date is concern without any intention
to delude the shareholders. It has undergone a legal and
statutory procedure,

Furthermore, a typical dividend policy ensures that the
dividend declare will help to stabilize or raise the market
capitalization of the firm by extensibn 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 fuel inflation in anyway.
It also build more goodwill for the company and pre-

emptive right of the existing shareholder.

2.5 APPRAISAL OF THE DIVIDEND POLICY

Many researchers have done a great deal of work an

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




modification, I will base on my own-test of analysis on
Gordon Linter's theory.

In Gordon Linter'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 hands. So investors
require a large total return is as the capital gains vyield
component e.g. increase in the other words more tat one:
percent of additional is required. In other worlds more than
one percent of additional is required to offset a one-percent
+ reduction of dividend yield.

For clarification, my judgments on the level of achievement
or knowledge on earlier researcher on dividends policy is
that investors do have some preferences 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 which are primary and
secondary data source.

PRIMARY DATA: According to Happer's any data that an
. investigator collect himself is termed primary data because.
" he knows the conditions which it will collect. He is aware of
any limitations sit may certain. It covers fact which one

know has not been previous published.

SECONDARY DATA- this is the utilization of the data are
developed for some purpose other than the present
problem on hand. Secondary data sources consulted in the
companies are records. The company audit financially
report and insurance registers that are kept in the financial
report are usually 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 secondery data will be used.
19




The 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 in this are based on.
correlation & progression analysis. A regression mode is a
statistical mode what certain assumption and for
hypothesis about a depended relationship between one

available called the independent variable while correlation
means on inter relationship.

3.1 RESEARCH POPULATION AND SAMPLE DESIGN

In the collection of data concerning the problems at hand,
the sample decisions of better understanding of this

chapter are:

Population: This is the set of the observation that is taken
for the purpose of obtaining the information 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 which enhance the informative needed -




i that will cover the period of 20 years,

A sample. size was
taken. :

A period of 10 years was chosen because of the availability
of information need and also because of the good
performance of the company in the face of economic
difficulties, the ever turbulent economic and political
environment in which if funds itself.

;3.2 RESEARCH APPROACH

The research approach is a design or plan explain the
decision on the choice of instrument or methods to be used
in explaining the inter relationship between dividend and

earning.

The reason for selecting these method in earning and’
change in dividend as a result of change in earning and to
show the percentage of the variation available for the
analysis are numerous although the least square technique

among the various method of regressicn analysis.,




On the other hand, methods of graphical analysis are.

ancther method of showing the relationship between

depending independent variable for each unit in data set.

It's conventional to place that value of the independent
variable along the horizontal axis and value of the
dependent variable along the vertical axis, however within
the scope of this research leact square technique

simultaneous equation will be used to estimate the values
of the parameters in the equation.

The least square method is
NX + BEXt = EYi
XEX + BEXt = Ex

Independent variable : N is the dependent variable, X and
B are parameter of the equation presumable. However, the

rank correlation denated by
R is measured by R = 1 = 6ES

N (n2-1)

Where d=difference between the pzirs of ranked values

22
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N=number of pairs of ranking and the product
menant correlation donated by r is measured:

R-NEXY-EXEY

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

3.3 FORMULATION OF THE MODEL

Models are representation of reality and they play a very
U‘important role in research project. Models provide
‘economic description and explanation of operation of the
system that they represent by experimenting model, one,
can differ how changes in various operation of the system

with effect to. performance system

Model enables us to carry out experiment more
effectively then on the system itself which may be

impossible or too costly

ADVANTAGES OF MODELS
Models have the following adventages over verbal

description of problems.




It describes a problem more precisely

It provides some logical and systematic approach to
the problems

It indicates the limitation and scope of the problems

It tends to make the entire structure of the problem
more comprehensive

If facilities dealing entirely with the problem

It helps in finding avenues for new research and
important in the system.

- DISADVANTAGES OF MODEL

i. Models are only attempts in understanding on

operation and are never abscluts in anymore.

ii. The valirdity of any model with regards 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




4. Simulation models
5. Heuristic models
6. Mathematic models

1) Iconic Models:- These are obtained by enlarging or
reducing the size of the model, Examples are photographs,
maps, model engine of aircraft, e.t.c

Advantages Of Iconic Models

1. They are specific and concrete

2. Easy to conduct
3. They can be study more than the read system

Disadvantages Of Iconic Models

1. Different to manipulate for experimental purposes

2. It cannot be used to study the changes in the
operation of a system.

3.1t is not easy to make any modification or

improvement in those models.

2) ANALOGUE MODELS: In this type of model, set
properties is used to represent other set properties, when
the problems are solve the solution is re-interpreted in

term of original system for instance qraph as distance on a

25




graph is used to represent wide variety or variable. They.

are easier to manipulate than iconic model, However, they

are less specific & less concrete,

3) SYMBOLIC MODELS:- Under these models, letter,
numbers and other types of mathematical symbol are used
to represent variable and relationship between. These are
some kind of mathematical equation or inequalities
reflecting the structure of the system they represent.

Advantages Of Symbolic Models

1. They are most abstract and most general

2. They yield more accurate result under manipulations

4). SIMULATION MODELS:- These represent the
behaviour of a real system. They are used where there is
no suitable mathematical system. They are used where
there is no suitable mathematical model. Where he
mathematical model is causing serios disruption as in the
case of the training of plate are implications of simulations .

model in the management context is act on the behaviour
of people and object.

5) HEURISTIC MODELS:- Are models use in set of
h managers hope will produce at least a
2

initiative rules whic




customer whom You have not y
certalnly gives a “good”
back to the depot. Th

et visited”. This will *
solution garly at the end of the day
€ driver has no way of knowing

whether route gives optimum time and distance and any

improvement can come only through testing other in
heuristic approaches.

« 6). MATHEMATICAL MODELS:- They are the one which
.tries to show time working of real world by means of
mathematical symbol, equatior and formulae.
Mathematical models are the types of models the foltowing'

models will be used.

REGRESSION MODEL
The two Variable Model

Regression Model:- it is common to associate economic
with regression models and analysis. The fact is
econometrics has a wide scope than regression analysis.

An econometrics has a wider scope wnich may be called a
27




i REGRESSION MODEL since the regression earns a

dependent relation in this Project, the independent variable
 is "EARNING” while the dependent variable is “DIVIDEND".
Earning is represented by X1 while cividend is 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 statistical properties, the
analysis can be extended to the multi variable case in
which have there will; be a relationship between one
variable and many model is called MULTIPLE REGRESSICN.

THE TWO VARIABLE MODELS:- the simplest of all
economic model to the two varieble or sample linear
model, it is usually involve two veariable X1 and Y1 i.e.
Yt=tb x t-el where YI is the independent variable (earning)
i.e. is the stochastic or error term X and B are the,
regressive parameter. The method least square will be a
unique pair of estimate of X and B than to satisfy the
relationship between Yi of W, the method of least square
relies on the objectivity of @ particular researchers motion
of where the line should be located on a located on a

scattered diagram.




| The ordinary least Square method is a technique for fitting
the test straight line that is the sample Xi and Yi

observation.

The following are the assumption of ordinary least square
method.

1.
2.
3.
4.

Error term is assumed to be normally distributed
1t has zero expected value

It has no constant variable

The stochastic are uncorrected or unrelated to one
another.
.That the explanatory variable assure for value in
respected sampling invariable however if

Yt = Xtb Xt tei equation (1)

Yi =ytei equation (2)

El - yi-y equation (3)

Where Yi is the value of Yi in the data y is the estimated or’

associated regression or predicted value of Yi

ButY+X+BXT — —n

El=Yi (2+BXt _ ————————

equation (4)

equation (5)




The principle of least square Suggest that the values of X.

and B should be such that the sum of squared residual is
Eei should be as small as possible

Therefore from equation (e)

EeiZ = E (Yi-2BXi

equation (7)

Differentiate equation (7) with the respect to X and B and
equate to Zero :

Deel2 + 2e (Yi-2-B x 1) equation (8) °
DxC

Deel2 + 2e (Yi-XC-Bx 1 equation (8)

DxC

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

hence the least square method equation is

NxC=BCEx1-EYLl equation (10)

XCEx 1+ Bx 12 = Ex 1¥i equation (11)

To solve for the parameter and multiply equation (10) by
EXI equation (11) by n using the simultaneous equation

method




N X ( ) Xl X — q i ( )

——————_equation (13)

Subtract equation (12 from 13)
Ben Ex 12-Be (E x 1) 2-ny1 X1EYIE x 1
Bcn Ex 12-BcEx 1 2-NEY 1X 1 EYI Ex 1

Therefore Bc= NEY 1 x1 Eyi Ex 1

Ne x 12- (Ex 1)

_equation (10) recall
. from equation 9(10) Nx N + Bn E x I-Byi __ equation (10)

NxC=EYI-Bcex1

Xe=EYI -BEEXx1

N
Xc=EYI-BcEx1
N n
Therefore Xc = Y-Bcx equation (15)

After the estimation of the parameter A and B and the

determination of the least square regression line.
To know how good is fitted line to the sample observation

are to be estimated. The better thz explanation of the

varlations: jiy dividend (¥ by chenges In. explafigi

variable earning (X)- "




CHAPTER Foug
4.0 DIVIDEND POLICIES

th  while i
adequate ﬁnancing for : providing

e the company. The various types of
dividend policies are:

1. STABLE DIVIDEND PER SHARE POLICIES
2. CONSTANT DIVIDEND PER-QUT RATIO
3. A COMPROMISE POLICY

4. RESIDUAL DIVIDEND POLICY

1. STABLE DIVIDEND PER-SHARE POLICY:- Play
companiess use a stable dividend policy in which Premier
Paint Nigeria Plc is one, since it is' looked upon favorable
investors dividend stability implies a low risk company,*
even in a year when the company shows a loss rather than
profit the dividend should be maintained to avoid negative
correlations to current and prospective investor some

shareholders rely on the receipt of stable dividend for

income. A stable dividend is also necassary for a company

to be placed in list securities which financial institute

invests.




i ....'A\]

share are i i
. : sha-re With thijg policy a constant percentage of
earning is paid out dividend pe

dividend paid wil] also use the 5
the policy is that
for there is ga

2,

cause net income varies
; PProach. The problem with
if a Company's profit drop dramatically
loss, the dividend pay will be sharply
non-existence. This
stockholder that do not want variabi
receipt.

- 3. A COMPROMISE POLICY:- A compromise policies of
stable dividend per share is a must and a percentage

curtained or policy will meet

lity in there dividend

amount of dividend is for a company to pay a low amount
per share plus a percentage increasement is good year
while this policy afford flexibility. :

4, It also creates uncertainty in the mind of investors as
to the amount of dividend they are likely to receive stock
holders generally do not like such uncertainty. |
5. RESIDUAL DIVIDEND POLICY:- When a company's
investment opportunities aré not stable management may
ider a fluctuating dividend of investment

went to cons

rtunities in a particular year. Dividends paid represent
opportu

. idual amount from learning after the company's
e resi

investment is fulfilled.




(retained earning ang Stock sales)
ET = earning in vear 1
QT= dividend pay-out ration in year 1
Where QT == DT/ET
The three appropriates are as follows.
L Pure residual dividend policy
2. Fixed dividend policy

3. Smoothed residual dividend policy

L PURE RESIDUAL DIVIDEND POLICY: In this approach,
the company will set the dividend paid each year so that,
it equity investment (It) equals to exceed earning (ET)
than dividend will be Zero and it is less that ET, the

dividend will be DT-ET

END PAY OUT RATION:- Dividend under

ual to constant proportional (GT) of
Qt x ET

2. FIXED DIVID
this approach €q

. L
yearly earning. Then it can be expressed as D

34




3. SMOOTH RES
IDUAL DIVIDEND poLiCY:- under thi
i 1S

approach naira divi
dividend have stabl
GiEr thi long € pattern. Dividend

equity

un  equ
; al i :
investment. i earnings minus

:;1; FI:;TORS-INFLUENCING DIVIDEND POLICY
- ?Onoz:g :r:n:l_l]al managers responsible for dividends
. | e analysis of the major economic and
financial factors influencing dividend policy in premier
paint Nigeria Plc Manufacturing industries.

LEGAL RULES
LIQUIDITY POSITION

NEEDS TO REPAY DEBT
RESTRICTION IN DEBT CONTRACT
RATES OF ASSETS EXPANSION
PROFIT RATE

STABILITY OF EARNING

ACCESS TO THE CAPITAL MARKETS
. CONTROL

10. TAX ON IMPROP

1y
2.
3.
4,
5.
6.
7
8.
8

ER ACCUM ULATION EARNING




1. LEGAL RULES:- ‘
3 Although state ' and couft’ devision

government divid :
end policy are Complicated their essential

nature can be :
_ stated briefly, The legal uses provides that

dividend mus i
t be paid from €arning from the current years

earning or from
° Past years as reflected in the balance sheet
account “certain earning”

State laws emphasis three ryles

i.  The net profit rules provide that dividend can be paid
form the past and present earning.

ii. The capital impairment rules protect creditors by
forbidding the payment or dividend from capital (paying
dividend from capital would distribute the investment in a
company rather than it earning.

iii. The insolvency rules provide that corporation cannot
pay dividend while insolvent (insolvency is here defied in
the bankruptcy since as liabilities exceeding assets and to
pay dividend under such conditions would mean giving -
s funds that rightfully belong to the creditors/

shareholder
provided the frame

re significant in that they

legal rules a '
However financial and

n their boundaries.
uence on policy.
Iy the first concern of

work withi
ctors have major infl
Genera
is the company able to

economic fa
2 LIQUIDIT{ POSITION:'
Uidity:

the financial analysis 15 . 36




| meet its maturing obligation premie
1995 has debt totg) g

i paint Nigeria Plc. In
the following ye Y &4, 221 that must be paid within”
ar. The profit holds as retaining earning

hich ]
(w ShoW Upitenithesght hand. side of. the: balange
sheet) are preceding have already |

L uipment invemar B nvested in plant and
other assets, they are met held
at cash.
Presumably, however even if a company has a record of
earning, it may not be able to pay cash dividend because
_its liquidity position indeed a growing firm, even a very
' profitable one like Premier Paint Nigeria P.L.C typically ha a’
pressory need for funds. For example in 1995 the balance
sheet of premier Paint PLC shows the only N1,840,664
since cash have been retained to pay bills, is clear that
premier paint Nigeria PLC cash position precludes a
dividend of even N1,840,664.

3 NEED TO REPAY DEBTS:- This is another factors that

influence dividend policy when a company has sold debt to

finance expansion OfF substitute for another form of

financing. It is faced Wi i
iqeri that debt one is U .

Nigeria PLC make sure 5

4 RESTRICTION IN DEBT CONTRACTS: Another

in premier paint
factors that influen

th two alternative but premier paint’

ce dividend policy
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signing of
gning of the loan agreement that they cannot pay out of

he ek :
the past retaining earning that dividend been paid when

networking capital (current assets - current liabilities) is

specified amount similarly preferred stock
] agreement generally state that no cash dividend can be
" paid on the common stock until all accrued preferred

below a

dividend have been paid.

5. RATE OF ASSET EXPANSION

In spite of the containing economic difficulties in which
Premier Paint Nigeria PLC operate. It has been able to
achieve impressive result over 1994 figure by N10,859,634
million want to over 1994 figure of N8,023,855 million by

N2,835,799 million.

However, the more rapid rate
or financing assets expansion

at which the company is

growing to greater is need fi

the more rapid the rate at w

hich the company is growing

ter is need for expansion. The greater the future
&

any see
38
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k to raise such funds
r funds the comp

need fo




i Personal Income
only a portion of them wil| pe avai tax rate

lable for j
6. PROFIT RATE rinvestment,

This is another essential factor that influences the dividend

policy In premier paint Nigeria Ltd pLc. The rate of turn on -
assets determine the relative attractive of paying out
earning is the form of dividend to <tockholders (who will
use them else where) or using them in the present
' enterprise.

7. STABILITY OF EARNING

A company that has relatively stabl= earning like that of
premier paint Plc is often able to predict approximately
what future earning are will be the company will pay a
higher percentage of its earning -an @ GompEy Wit'h'
rning. The unstable company is not certain

uent years the hope for earning will be
| be easier to

fluctuating ea

that is subseq _ el -
realized so ti Is likely to retain @ HaEE

maintain it earning fall off in the future:

pITAL MARKET
B OGRS TS pLC as large well established company
Nig

fitable and stabilicy at earning has easy
pro
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company than a row or small compan
9. CONTROL

Another

Y.

important variable is the effect of alternative

~ source of financing on the control situation in the company.

~ As a matter of policy some corporation expand only to the
extend of their internal earning.

This policy defend on the ground that raising funds by
selling additional common stock dilutes the control of the
dominant group in that company. At the same time, selling
debt increase the risks of fluctuating earning to the present
owner of the company. Control reduces the dividend pay.

t Nigeria PLC did not rely only on
internal finance hence its dividend pey out increases.
10. TAX ON IMPROPERLY ACCUMULA ED EARNING

dend policy in Premier
Finally this is the las i
Paint Nigeria P.L.C In O

from using the compan

out but Premier Pain

t influence divi

rder to prevert wealth

' book”
y as an wincarporate pocket

40




by which they can avoid h;
tax regulation applicable to

surtax on imprOperIy accum

gh Person
COmMpanie

Ulateq
However, section 531 o

al INCome tay rates,

5 provide for a special
incmne_ f

the Re

venue of
the burden at proof on the i O 1984 places

is, earning retention justified unles

| S into internal Revenue
services (IRS) can prove otherwise,

] 4.2 DIVIDEND PAYMENT ‘PROCEDURE: The

“management of Premier Paint PLC co eys to stakeholders
sometime by an exploit statement in the annual report and
sometimes will be maintained it at all possible.

Furthermore, management conveys its belief that
earning will be sufficient to maintain dividend.

Under other condition, the company’s cash flow and
n the average. However, it a
pose ©° funds not necessary
director can set a

very high regular dividend o

high dividend pays out to dis
In such cas& the

- t- .
for reinvestmen nd low enough that is can be

s ivide
relatively low regular d year or in years when a

o . rofit
maintain even in loW P is needed and

investrient
considerable amount of rein
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supplement it with an ey divideng :
funds are available, nd i

1)DECLARATION DATE

The Director meets on Friday 19" and declare the
regular dividend on the date they issue a statement similar

_to the following on Friday 19" April, 1997 the director of
‘premier paint PLC met and declare the regular quarterly
dividend of 40 kobo per ordering shareholder of record on

May 18" and payment to be made on time 2™ 1992.

2)HOLDERS OF RECORD DATE
On May 19, the record date, the company
of data. If premier paint PLC is notified of the sale land
transfer of some stock before April 20" the owner Fe'lltezl\éis
to dividend. If notification is received on or after Apr .

ividenc.
the old stock holder gets the divid

closes it stock
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eX-DIVIDEND DATEs

Suppose Golden flexe

tragi
4221,698 shares frOm PrEm]el. 5 adlr]g

: int p, :
company be notified of the tranes L.C on April 1gth

erin .
now owner and there Pay her ¢ Ime to list hey a
L=
disagreement the brokage business h

declaring that the divideng rémains with stock Uer:'O” i
i i nti
days prior to the holder of record date

the record date, the right to the div
with the shares,

will

S to
divideng to a volt

| four
on fourth day before *

dend on longer goes

The date when the right to dividend leaves the stock
is called the EX DIVIDEND DATE. In this case ex dividend
date is four days prior to April 19" therefore be Golden
flexed trading company is to receive the dividend, she
ought to have buy to stock by April with one may a stable

dividend policy that maximize adult value for a corporation.

i to the:
Basically these have been no truy conclusive

i 3 nswer to the
question must be regarded policy. £0 any a

at ve on logical growth,

. tent
juestion must be Fegarded . that a stable dividend

jeve
'0wever, there is reason to bell
; rices.
olicy does lead to higher stock P company’s Investment
d, if a tv
On the other hand,

i t
hould it no
to year
)DPOFtunftieS ﬂuctuate from Year
43




retain €arning during Some Vet d
advantage of OPPortunitigg when i
dividend when gogg Interna) i,
score. ,

This living of reasoning Iéads to a
fluctuating  payout for
opportunities are instable.

;--ecommendation for a

co i
Mpanies whose investment

However,

Ciminishes) by Fecognizing that is Pcssible o maintain is a

reasonable stable dividend

including debt, to smooth out the different between the
funds needed for investment and the amount of money

provide by retaining earning.

4.3 HYPOTHESIS FOR THE STUD/

Hypothesis can also be called <ignificance testing and

i . It is also
juesses about the result of answer ‘0@ problem

. articular study.
o conclusion of & P .
AISMEN: OF eXpestss me testable brief or opinion

loreover, a hypothesis is sO 5 by which the brief is
2

i i 0Ces
nd hypothesis testing is the PT

ested by statistical means:

44
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o hypothesis for the e
S si

Y relationship between divid dely based on Whether
en

S
*nd earning is gng

is respon £
ere ponse to leldend if e . |

. . nin i
iere is only little possible b g Increase,

It wh
sten €N a hypothesis js.
& We accept @ true hypoiied:

% We reject a true hypothesis

— 3 correct decision

‘ i - —__ acorrect decision
o test this hypothesis, two statistical techniques shall be

sed, they are as follows:

Least square method analysis
). The rank coefficient of correation by spear man
sttered line is of the best fit and only if the lines passes
‘hrcugh the centre of the point of average (WY) or centre.
of gravity. To do this, the following hypothesis are set up;
Dividend is related to earning if regrassion line through HE

centre. The hypotheses is known 2 the NULL Hypothesis
an assumption that there IS

ed dividend and the
ibe soley to

(HO) which means that there is
SuUppes

a contradiction between the
nce cen be ascr

earning and that any differe

random factors.

The alternative hypothesis:

' ; n
is not related to earning 2

through the centre. .



hypotheses can pe show
n i

vidend is related to egen; ke thig
nin

ividend is not related tq ea?"
ning.

ull Hypothesis is the one tq be Tae
sted. It is f

true. Hi is ac :
cepted invariable howeve hound -
< I, the rank of

rrength of ¢ ion gi
g Orrelatlo gives and indicate the st h.
rengt

> linear relationship between tws variable
ment N One variable may be cause movement in
> direction in the other hand variable. This is known as

ive negative correlation. To know this the following
thesis is set up.

jend moves in the same way with earning this
esis means that r=1 add it is perfect

native hypoth
where dividend decrease linearly as

Jtive correlation

ling increase.

‘hypothesis can bé simply showr
r=+1
r=4+1

46



C
HAPTER FIVE

; project has off
turing COmpameere.d_and €Mpirical analys
s dividend policy YSis of the
ia manufacturi .
rlng C()I'\"]panyrS diVidend )
whether to

corporat i
€ e€arning from the control
rol of the

se. This is because dividend nolic
P — y may affect such
ncial structure the follow of fund
. - - U s'
‘te.e liquidity, stock prices and investment
tion:; it is cleanly on important aspect of financial

ement.

¢ividends are simply @

nder the theoretical model,
t the

ed hae been merit i

| after investment Ne
fferent Of

if investo
S. 5har€10|der5
ther po_;sible divi
ger sirm ol

are in di
are better off*
dend policy:
not have all

i< following and
ng their capital gain
hat are under any ©
jer the financial mana
formation assumed in the thedry

ercised.
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le to financi
Ncial
ma \
following i nger reg
9 1s a summ *Ponsipje
ar\/ of or dl\}

jal factors i
9 divideng pgy: SConomics
te of growth and i Policy,
i

ntrol

aintained of target dividend
ge and size of company

ash positions

leed to repay debts

‘ax position of the corporaticn

rax on improper accumulation dividend

- the factors listed had to a nigher dividend payout

t. It is iripossible to provide a

ne to lower payou
r dividend

d to establish the prope
for a given situ 5 a test enquiring the
ration summarized

> of judgment but the con- .
i1ing dividend decision-

that can be use
ation. This

provided a chec

¢, the studies sh
arning in Vview of investor 05
y than

dividend and of the probab“'-
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>, stock purch
a
e85 hee

nd also have demer;

=

- empirlcal stud; ]
which dies inflyance e
Siawt the relation TRt Statistic

| ship b
iy Ctween gjy;
Y the extent %0 which p Rk
‘ remier paint
INstead of retaining |

c will payout dividend

LUSION \

ect has been said befcre offered emperical |
f the manufacturing company’s dividend policy in—

hich premier paint is a ca=e study. The analysis. |
~onventional mode of \
-ested and confirm in |

he adequate industrial

made on expert test of

payment which has been

er studies using data from

A

. some recent Nigeria St
snal models in @ favour of €
hortant finding of this stufis I
/pe conventional mode 'IS n
ion the most important finc:
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e fact that well ynge, el m’
en
anufacturing mdustnes It

rporations to adopt divideng

Cor i
poratjon especiall

necessary ;

Policy gt :

in the overall company Strate fategy anq in cube

‘ gy s
y corporation., i

Itis the Nuclear of

ving examine what 3 divideng

Folicy means

. | and al
ving going through the factors that influence divig SZ
. I . Iden
licy and having considered 3 Statistical to see the extend.

~which Premier Paint Nig. P.L.C will Payout instead of

taining earning.

ne will notice from the statistical and three extend to
nich dividend is being paid ten years is very high that is
say premier paint Nigeria plc pzid more dividend than

taining earning.
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