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ABST1UCT 

Dividend ar v ry important considerations for any 

rational in 

would in" 

divid•nd. 

divid•n poli 

tor. 

in 

Ulti~at ly, most ational investors 

mpdny because they expect to receive 

1 i thi factor which makes a company's 

of paramount importance. 

Ho~ ver, the dividend policy of a firm is not always 

easy to formulate. It is first of all a very complex 

division where numerous factors must be weighted. The 

weight placed on the numerous factors does in turn influence 

the practice. The ultimate objective of any dividend 

policy pursued by the firm is the maximization of its 

shareholders wealth. 

This study investigat es the dividend practice and 

factors weighted by Kenyan publicly quoted firms when 

making the dividend dcvi_ion. The results obtained about 

dividend practice and factorsweighted ar d1scussed in 

thi~ report. Both ca·h and tock dividend were found to 

be popular for~s of earnin;; distribution. 

It "'·a 1 0 found that mo t comapni H lack y ml.ltic 
di . id nd d ci ion m 1· in pro dur •. A uch, mo t 

co ni nd up con r I not or th n t-..o c · h nd 

fa tor ho u h urn n • to 

rJbu llo" ' 1n t t h r t ct 
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theory says should be considered were also mentioned here 

and there. 

Th 

b t k II IIIOl 

h r r comm nds that the dividend decision 

r.iou ly (than is being currently done). 

111 nt houl tr to consider a8 many factors as 

po ~i 1• o thdt th• firm can it least have a faint hope of 

m· i•iz1ng its value to i t8 shareholders. Ad hoc 

dividend decisions should be avoided so as not to lose 

shareholders confidence. 



CHAPTER ONE 

INTRODUCTION 

1:1 

nd1v1 u 1' invest in firms' mainly because they 

xp ct o e returns. The returns to the investor 

are in the fo~ of either dividends or capital gains. 

Generally, dividends are the payments of all or part of a firm's 

net earnings to the shareholders. On the other hand, 

capital gains appear in the form of appreciation in the 

•arket values of a firm's shares. 

A firm's dividend decision is a critical one. 

General!~ financial management consists of three 

broad decision areas: (i) Financing, (ii) Investment 

and (iii) Dividend.
1 

Firstly, managers must decide bow 

they are going to finance the firm's operations. There 

are two possible sources of finance 1 naaely, debt 

and equity. The fund from the e two sources for• 

a fir•' · capital tructur • Once fund hav been 

cqu1red, the next d ci ion invol e the applic ion 

of th fund o th profit 1 in t nt 

o o tun i Th 1 to 1ncr 

• 

• 
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shareholders wealth while at the same time ensuring 

that the fir ' d bt o ligations, if an~ are honoured. 

J<'i nally, tr 'too m •n·t mcnt must decide how the firm's 

tr n i r1 ~ r· • t o di tributed. The firm has the 

ch ic· of 

futur inv 

1 h r r•taining the earnings to finance 

ents or distributing the earnings to the 

2 
hareholder~. 

hereas dividends are mostly distributions in the 

form of cash, they could also be distributed in other 

forms. These include: the distribution of a firm's 

non-cash assets (e.g. Inventory), promise to pay 

(Scrip dividend), allocating additional shares to the 

shareholders chargeable to a firm's retained earnings 

account (i.e. stock dividends/bonus share ) or 

liquidating dividends which are charged a gai n t a 

firm's share ca pital account.
3 

The importance of a firm's dividend deci ion is 

be t ummari ed b · e ton and llrigham (1981) in the 

following ord : 

• 

"Dividend policv d 

int rn 1 f1n ncin b 

rrine th 

r to 

t nt of 

h in. nc 

cor·por t 
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earnings from th control of the enterprise. 

Bee u. divid nd policy may affect such areas 

th i nanc tructure, the flow of liquid 

unci , orporat liquidity, stock prices and 

in or atisfaction, it is clearly an 

4 important aspect of financial management." 

Given the importance of the firm's dividend policy, 

it is not surprising that numerous studies have been 

carried out in this area. Most of these studies have 

had the objective of finding out whether the firm's 

dividend policy does influence its value. The value 

of the firm is a very important concept in finance. 

This arises from the fact that the firm's primary 

objective is the maximization of its shareholders 

5 
wealth. 

The findings obtained thu far on the effect of 

a firm's di idend polic) on its value are 

i nc o nc lu iv " ' i th some . t ud i finding ome 

relation hip "''hi le others found none. fhc effect of 

a firm' dividend policy to it v lu r ain. a 

con rov r i 1 i u nd th ar h for an opti 1 

d · 'i d nd po i · of fir c n 1 nu 

on J. • , u • 1 OJl. • I >. 7 

• d • 
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Two schools of thought have emerged in the course 

of the dividend controv r y. The first school which 

iF> the traditun.ll om hold that dividends are relevant 

in firm v.\lu LtHHl. Th classical view holds that 

dlV.td nd r pr f rr•d to capital gains and hence 

firmo..; ll'hi h i h d to maximize their value to the 

o..;harehold r should pursue liberal dividend policies. 

ThL , it is argued, was because, firstly, dividends 

resolve the uncertainty associated with capital gains 

and secondly, dividends convey valuable information to 

the shareholders about the firm's expected earnings 

prospects. Those who identified themselves with this 

school included: Lintner (1956), lralter (1956 & 1963), 

Gordon(1959 & 1963), Graham, Dodd & Cottle (1962) among 

others. These scholars viewed the value of a firm 

as its future dividends (including liquidating dividends). 6 

Graham, Dodd & Cottle (1962) further a serted that a 

shilling of dividend i •lu d four time a hilling 

f . 1 . 7 o c p1ta ga1ns . 

h tr ditional vi "' th.tt divid nd " ood" a 

o t pro in n b for 1961 ""hen li 11 r and . lodi llani 

7. 
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(hereafter MM) wrote a revolutionary paper in which 

they argu d th t divid nds were irrelevant in firm 

valuut ' on. fttr mal ing some assumptions about the 

b h vi our of pit · 1 markets, MM (1961) were able to 

d•v•lop a • h matical model where dividends played no 

rol • Th v argued that the value of a firm is only 

influenced by the rate of return on its investments. 

The assumptions that ~m made included: (i) perfect 

capital markets where there were man~ buyers and sellers~ 

absence of transaction costs and tax differential 

between dividends and capital gains;and (ii) perfect 

certainty. 8 

Studies after MM's (1961) paper have attempted to 

relax some of the assumptions which MM made and then 

testing their valuation model. To date, the · results 

are inconclusive with some providing evidence in 

support of MM while others finding against. 

Most of the tudies carried o far have involved th 

behavi our of a firm' hate pric when a c oonpan · 

a c rtain dividend policy. V r fe tud1 pur u 

th ct m tter o di,ld nd hnvc .tt ~pt d to 

on 

di o r tho ctor hi ch in flu nc · i r • d · v 1 d nd 

• 
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decision. The few ~tudics which have attempted to 

identify tho e factors whi h influenced a firm's 

divid nd d i ion dr ummarised below. 

Lintn r (1 56) carried. out interviews with the top 

cut l v l f 28 S firms aimed at identifying the 

factor which influence their dividend policies. His 

findings were that a firm's level of earnings was the 

most important factor which influencedits dividend 

1
. 9 po 1cy. 

Thompson and ~alsh (1963) conducted a surv~y of 

dividend practices of some 230 American manufacturing 

companies. Their findings were that companies stressed 

. d . t 10 div1den cons1s ency. In addition, they found that 

among other things the following factors do influence 

dividend practices: {1) Cash presently available and 

the anticipated need for cash, (2) The companies past 

and prospective earnings (3} Th interest of the 
' 

hareholdE"r -· ,{4) The impact of taxe, {5) Legal 

con ider tion and (6) The dividend practice of other 
11 corpor ti on • 

9 •• 

10. 

• . ' • 1 • 
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The complexit • of the dividend decision is further 

illu8trated by th r c nt conflict at Kulia Investments . 
Ltd. 

12 
Th f Kulia Investments Ltd. demonstrates 

that dir·ct r u u 11 try to satisfy the needs of •ost 

of 1t h r· hold r • In this case, the majority 

shar hold•r (th Block family) preferred the company's 

fund . to be retained in the company for investment 

purpo es while the minority shareholders preferred to 

receive cash dividends. As a result of this conflict 

of interests among the shar~holders, the majority 

shareholders offered to buy out the minority interest in 

the company so that the company's dividend policy stops 

being a cause of conflict. After some wrangling, 

they succeeded. 

Given the complexity of a firm's dividend decision, 

it is important that the directors be well appraised 

by the management on all the factor that need to be 

con idered before the decision to pay out dividends i 

mad • 

1:2 

h 

1 ort nt 

... ' ul 
J 

nd polic · d ci ion of 

nt d c · ion. 

o r ll ' 
7 

l n pr c t i 

u l 

v 1 

th dh1d nd 

'" 7 
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policy of a firm can be formulated in a variety of ways 

and it is th r for not ju t a simple act of either 

payin• ca h dividtnd or not paying. Even when a 

firm d ttl t pa di id •ndH, the decision does not 

nd th•r 1 r h dir ctors must decide: (1) how much 

divid nd to pay, (2) how to pay the dividends (cash, 

· tock or a cts etc.) and (3) when to pay the dividends. 

In deciding how much cash dividends are to be paid, 

the directors must weigh a number of factors. The 

weight placed on each factor depends on how it helps the 

firm in achieving its objective of maximizi11g its value 

to its shareholders. Some of the factors that may be 

considered when making a dividend decision are in 

conflict with one another. For example, the shareholders 

need for consumption income may be in direct conflict 

with the firm's needs for investment fund • The 

dividend decision therefore, becomes a very complex 

deci ion. 1hi implie that th •re ar• likely to be 

variation in dividend practice . of firm~-' a . a rc ult 

of th ubj cti\ic (jud m nt) factor in ·ol 'l•d in th 

d ci ion • 

on th di'i nd cti 

0 h b n d u in h nd 

nu 0 0 r e unt n uch t d · h 

n n n 

n 
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decision is made. The purpose of this study therefore 

is to investigate the actual dividend pract i ces of 

pu bl i ely quo in Kenya. 

Th" udy has a dual purpose:-

1. To investi ate the dividend practices of publicly 

quo ed co~panies in Kenya. 

2. To ider.tify those factors which influeoce the 

dividend nolicies of publicly quoted companies 

in Kenya. 

1:4 IMPORTANCE OF THE STUDY 

1. Investors:- The study will aid the investors in 

2 . 

understanding the various dividend policies pursued 

by firms in Kenya. They will fain a better 

understanding of the factors that influence the 

dividend payouts of firms in Kenya. Hence the 

fi dings of this study will provide i vestors with 

v luable information to be used in makin an 

invest .ent dec"sion. This y cul i. te to 

a si u io he investors de nd firms 

h 

ol · ci 

ion 

0 . .-

b hi d rdi•idnd 

1 .o 

0 
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can form a basis for formulating lend~ng policies 

to publicly quoted co~panies in Kenya. 

3. Financi 1 An ly t .- Can utilise the findings 

0 thi dy o rovide better investment advice 

t o i i or clients. 

4. Han ers & Directors:- Will be able to see how 

their dividend policies compare with those of 

other firms especially those firms of similar 

size and those oneratin~ in the same industry. 

fhus; ' the findings can form a basis for identifying 

a nro riate dividend po~ies. 

5. Government and General Public:- The government 

will be in a nosition to see how its tax policy 

influences a firms's dividend decision. By so 

doing, the government will be able to come up with 

a taxation policy which encoura es stock market 

activity while at the s ~ ~e ti~e ffiax i mizin he 

s~v r Pnt's revenue. 

The stud· '11 lso be o4 i portante to t e ~ne~ 1 

ublic becau e d'vid nd ro ublic co"t: nie• r 

u u lly \l 

hich o 

(in illion o ) 

nc o h r 

i co. . ( t 1 li 

i c c 

c ) 0 

i i 
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6. Academics:- The study will add to the body of 

knowledge i he f in~nce discipline. The 

findin 5 ~ y or ~ b~ is for further research 

l y 

o p r s 

im when there are calls for 

i1.a io ."of foreip:n firms and"privatization" 

als wh ich can be done conveniently 

hrou h he Nairobi Stock Exchange. 

1:4 RESEARCH DESIGN 

Generally, this study was exploratory in nature, as 

such, no hypothesis was tested. 

1. Population: 

2 . 

The ponulation under study was made up of all 

the companies which were quoted on the Nairobi Stock 

Exchange as at 30th March 19~7. The reason why 

this population was selected was because inform~tion 

above heir o erations is readil• available both at 

the re~istrar of comnani~s and the registrars o 

th 1 airo i s~ock Exch r e . 

Sal!. le : 

r s n 1 h r r fi ou co i ( ) 

w 0 re u d on 0 s 0 k Exc an 

ou n c r 0 i cl ~ 

1 0 

• 
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3. Data Collection 

Two methods we e usen to collect the data: 

i) Fir tl~, d a w xtracted from published 

f n nciw ~ .m nts of all the quoted companies 

o r h ~riod 1976~1985. This was necessary 

n o der to enable the researcher to compute 

the v ~ rious ratios required in addition to 

identifying the dividend trends and other 

asuects of dividend practices. 

ii) The second method used to collect the data was 

the questionnaire method. A structured 

questionnaire was used to gqther information 

fr m senior executives of the auoted companies. 

The auestionnaires were filled either through 

interviews conducted by the resea rcher or were 

left with the respondenu who filled them on 

their own. 

4. Data Analvsis: 

1: 

mhe data collected was nalysed i v rious ways. 

These incl ded ; ( i ) cross- abul ion, (ii) men 

nd rc n es (iii) r . d an lysis. 

i 0 ou c i clud' 

o, 

0 o ci or 
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Same 
In the Lchapter, the reasons for paying dividends,nature 

and types of divinend ~olicies, mechanics of dividend 

distribution nd c or influencing dividend policy 

ar d' cu d. I ch~ er three, the project research 

d rl in further detail. The resul~ of 

my i are also presented in this chapter. Finally, 

th roiect is concluded in chapter four. A discussion 

of the li itations of this study and suggestions for 

further research are also included in this chapter. 
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CHAPTER T\1' 0 

2:1 IillA DIVIDE~DS: 

· rm' ~h.,r hold r are the rightful owners of 

ll t h • pr· f 1 g n rates. I The shareholders 

obj 1v in n sting in a firm's shares is the 

maximization of their wealth. The "real" returns to 

the shareholders could be packaged either in the form 

of dividends or capital gains (where the market value of 

a firm's share appreciate in value as a result of the 

retentions). Given that the shareholders own all the 

earnings generated by the firm, then, it can be argued 

that they should be indifferent as to whether they 

receive the returns in the form of either dividends, 

or capital gains. 

There are many reasons why firms should pay dividends. 

The e reasons which are discussed in the section below 

include: 

1. Lack of iuvestmcnt opportunities which promi e 

'adequate" returns. 

2. Heduc uncert a inty • 

• Inform tion cont nt of dividend and, 

• rov i CI in or · t h on 1 p ion 1 n o 

... 
d 1 r l i d l n 
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1 opportunities which are "good enough". This line of 

argument h com to b r f rred to in finance as 

the'~ idu\l tlaor~ of d1vidcnds~' The residual theory 

hold t h \t <iH idt nd r• declared only after the firm 

h l • h. u t { ct 1 n edo for investment funds. Thus, 

th• divid nd· in this case will play only a passive 

rol•. Thi line of reasoning has been advocated by 

th traditional theorists on dividend policies like 

"alter (1956 & 1963) and Gordon (1959). The traditional 

vie~ of dividends doe~ recoGnise the fact that 

dividend payments de reduce the amount of funds 

available to the firm for investment purposes when 

external opportunities for investment funds are ignored. 

According to the traditional view, dividends should be 

declared only when there are "unattractive" investment 

opportunities. It follows that, when a firm has 

abundant investment opportunities, dividends should not 

be declared and shareholders should contend them elve 

with the cap"tal gain which ari e from th retention of 

r i ng . Thi impli that th paym nt or non-

nt. of divid nd do af f ect th mark t valu of 

fi ~ I h r or c pl , wh n a co pany lolth v r. 1 

nt opportun ' ti d c r 100 ' 

• 
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dividend payout ratio, it follows that its value would 

fall as income ganera~ing opportunities are lost. 

Tb r ua nt th dividends are the residue of a fira~ 

inv • nt d c n h been criticised for its failare 

to r co h alternative sources of investment 

fund do in the fora of debt and issuing new 

quity. Thus investments do nn• necessarily have to be 

financed froa retained earnings and the criteria of 

which funds to utilize should be determined by the cost of 

these funds. This lihe of reasoning was championeo by 

Miller and Modigliani (1961) who in their classic paper 

argued that a firm's dividend decision is independent of 

its investment decision. Hence MM (1961) argued tha t 

the availability or non-avai lability of "good enough 11 

projects should not be used as basis for determining 

dividend payaents.
2 

Sub @qu nt to MM (1961),Bau•ol et al (19 0) carried 

out studies which showed that th rat of return on 

new equity i uch hi h r th n th r t on in rn~lly 

g rat d tund • The attr1buted thi phenoaenon to 

th h1 her co t a ociated w1th external f1n ncin due 

to th loat10n CO t lhVOl ed. 'rhc u • ri th ir 

·ndin follow 

• 
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"••• the firm will tend to utilize more 

expcn. i • '' n : only if it has available an 

nt proj ct ufficicntly promising 

t Jll t 1f. the hirher costs, and if it has 

pt' • · ~ 11 run out of funds derivable 

3 h ap r sources." 

from 

Thus, Baumol et al find in support of the residual 

theory of dividends. Firms mus t hence exhaust all the 

internal sources of funds for investment purposes before 

reso rting to external financing. 

The investment decision is also influenced by 

the investment opportunities which are available to a 

particular industry. The "industry effect" was first 

mentioned by Lintner (1956). 4 
The "industry effect" 

hupothcsis holds that firms in the same industry are 

likely to pursue similar dividend policies. Further 

support for the "indus t ry effect" hypothesis wa given 

by Michel (1979) who f ou nd evidence th~t indu ~ try 

cl ification i clo. el; related to th lev •1 of 

dh id nd 

• 

5 (in the E .. A.} • In annth r tud , Michel 

t 1 11 1!. rn n 
h of th(• fir 

c ' 0 • 1 ( 

Jl • ci ., JP· c7- 1 3 . 

1 

nU " t ln!l, lC ", 
u u ). 
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et al ( 1980) summari ed th' studies .. carried out on the 

indu&try ef t h:poth. L ' in the following words: 

"'fh• r lilt oh ,dn d theoretically by MM and 

1n1ir1all Fama, Ulack & Scholes, and 

l1ll • · · nd Scholes, imply no systematic 

r la · n hip exists between a firm's 

di idcnd policy and the level or profitability 

of its inve~tment decisions. Hecause of the 

structural characteristics of an industry, it is 

unlikely that investment opportunities within 

an industry are sifuilar. Yet if there is no 

systematic industry influence on debt valuation 

or new equity valuation, one wo~ld expect to 

find no systematic relationship between a firm's 
t.he 

dividend policy andLi ndu stry in which the firm 

operates. If, however, dividend decisions 

and investment decision are not independent, 

such induRtry effect may indeed occur ." 
6 

There ults obtained ro ,a te on the r lati on~hip 

bet\oi e n a fi rm's dividend policy and it in t• tmcnt 

tr,y 
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policy arc contradictory. It is doubtful whether the firm's 
investment dec is ion doe i nfluc nee its dividend policy. 

Thus, the am~u nt th t divid nds should be paid to 
lacks h rchold s nl h n th firm L attractive investment 

OJ>port unit i ide prcad support from the currently 

uv 1 1 b I • l1 tur on dividendL 

:!:1:~ REDUCE ' t\C~HTAI!'\ITY 

.Another reason why firms make dividend payout s is 

to reduce the uncertainty associated with the non 

payments of dividends or where the dividends fluctuate 

widely. The traditional theoristslike Graham, Dodd & 
Cottle (1962), Gordon M.J. '1959) and Walter J.E. (1956 & 
1963) have relied on the uncertainty vesolution of dividends 
to argue that dividends are "good\!. 

The traditional view asserts that shareholders value 

dividends more than capital gains. If this is true, then the 
of 

declarationfividmds docs increa c the value of the firm . 

Thu ,tho c ftrms which wi h to maximize the market aluc 

of t he ir share hould pa:ou all their arnin s in form 
of di idend • Gr I a , Dodd Cottl (1 2) t h t 

hi ou th i t 

0 h r ric 

D rl 0 llu tr t l 
c h 
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in the railroad industry for the period 1939-47. One 

firm had made higher profits but paid less dividends 

and con. equent 1. itt-- har fetched lower prices. 7 

Sub u ntl., G rdon (1959) and 'ltlalters (1966) found 

th t (,h 1d n r pr f rred to capital gains hence the 

nc d d bute earnings. Thus dividends do resolve 

th unc rtaint associated with capital gains. Those who 

identify themselves with this proposition argue that 

"a bird in hand is better than two in the bush". Accordingly 
1 

companies do payout dividend to resolve the above mentioned 

uncertainty. 

On the other hand MM (1961) argued that their dividend 

irrelevancy model does hold even under conditions of 

uncertainty. Initially, MM de•el~ped the model under the 

assumption of perfect certainty w~ich they said i~plied 

the following; 

"implies complete assurance on the part of 

every investor as to the future inve tmcnt program 

and the future profit of very corporation. 

B cau.e of thi a surance, there i among other 

hin , none d to di tin•ui h hch·e n tock, and 

bon ourc of fund • t thi of n 1 . 8 
1 • 

7 . h Dodd ot 1 Jl• it, 7 

l r II. d l n • ( t., I• 1 .. 
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Later, :mt (1961) dropped the 'perfect certainty' 

assumption and went on to show that the ~ode) still 

worked. To rri\ t this conclusion, they inYoked two 

po til t (1) 11 1mput. d rationality" and (2) eymmetric 

mark •t r 'tl n h t ." Th concept of "home-made" dividends 

W'l ln · nd investors who wished to receive some 

c ·h fro th 1r investments eould dispose off part •'Of their 

inve t ent to realise capital gains. MM (1961) assumed: 

(I) Exi tence of er·f icient eaptal !riarkets where (i) thrre 

are many buyers and sellers of securities, (ii) no 

transaction costs are involved (iii) no differential taxes 

bet~een dividend income and capital gains etc. When these 

assumptions hold, MM argued that shareholders will be 

indifferent as to whether they reeeive returns in the 

form of dividends or capital gains. 

The view that dividends were irrelevant even under 

condition, of cert~inty has been criticised by among 

other Gordon .t.J. (1963). Gordon (1963) argued that 

inv stor. arc not indiff rent bet~ecn ca h dividend and 

capital gain • Under unc rtainty, futur~ dividend 

r di cont d t a rat hich i ncrea c i th t h • di tance 

9 
in t 1 f turc. 'I her for ccordin to Gordon ( 19 ) 

h r h ld r 

• 
C II 

' 

i 1 1 0 t 1 pr f r to r di i d n ~ 

ti 
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than capital gains. 

the 
'fhusL reasoning that firm's pay out dividends to their 

sharchold r inord r to r duce uncertainty remains 

contt"o r i 1 m . holars (including 1-tM) argue that 

th r n u tifiable reason where shareholder are~assumed to 

r t1on 1 ( i • he prefer more wealth to less). 

2:1:3 It\FOilllATIO. · CONTENT OF DIVIDENDS 

The information content of dividends is another reason 

why firms should pay dividends. Those who identify 

themselves with this line of reasoning argue that dividends 

do convey useful information to the investors. An increase 

in dividends is taken by the shareholders to mean that 

the board of directors expect the firm to do well in the 

future. 

In studies carried out by Lintner (1956), he found 

out that directors used dividend policy to convey to 

the shareholders their expectations about the firm' 

future performance. Lintner (195 ) carried out hi 

ud · b · int r·i ~ing c ecutiv of 28 U firm • ~ince 

d1r ctor u e t h f · r • di' id - nd pol ic . to conv 

u fu · nfor t · or , t h do nr a rl j J t h d i d d n 11 y n t 

o h n in .r'n ' ug ir t nt. nti i r 

p ou r t 'o nd t onl · h n n t 

t h n 

n ll l h h t 



23 

dividend changes will always lag behind changes in 

earnings. Lintner (1956) went ahead and developed a firm 

vuluation mod 1 \ohi h incorporated his field findings. 

Thi mod 1 Ill • known as a "partial adjustment firm 

v·du d Lon moo I." Lintner's (1956) model emphasisrs 

th ~t n ha e a clear preference for stable dividends 

aud hu a oid making changes in the firm's dividend 

rat s that ight have to be reversed in the near future. 

Lintne~s speed of adjustment (partial adjustment) model 

which explains a firm's dividend behavior was explained 

b· the following equation: 

~Dit = Ai + Ci (Dit • Di, t-1 ) + Uit, 

where 

ADit = the change in dividends per share 

Ci = the speed of adjustment to the 

difference between a target dividend 

payout and last year's payout, 

Dit• = the target dividend payout 

ili, t-1 = l~st period' dividend payout, 
B 

ii, r it = a constant andLnorma ll~· d i tribut c d 

randoa error t •rm. 10 

hu , o f i rm ' " · 11 .t k om t1 h r ) 

0 d:iu t1n th ir di ·id n p nt o < rni n • 

OJl t.. . - , 
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Brittain (1966), tried to fit Lintner~ speed of 

adjustment model to d ta on US corporations and came up 

with incon i t nt rtl:'ult • lie found that when aggregate 

d t, for d 1 l. • orporationA and for all manufacturing 

corportt1on " ~ u d, the model worked very well though 

IIOd.ifi•d 

llow ver, th 

· to take account of the firm's cash flows. 

ode! was not as successful when applied to 

40 indl\·idnal firms (rather than aggregate). lie attrHmted 

the discrepancy in his findings to the fact that the 

40 firms were not a representative cross-Rection of C.S. 

corporations and furthermore the regressions were beset 

by collinearity among the independent variables. 11 

Therefore, the tradi tiona! vie"· "·as that dividends 

do convey valuable information to the investors and other 

market participants. The argument is that dividends arc 

used by management to signal their future expectations 

on the firm 's performance. However, in 1961 mt in their 

revolutionary paper ar ucd that dividends did not conve· 

an: u eful inform tion to the invc~tors and hcn<'e ..-as a 

r jcction of th "infor ation content of dividends hypothc il:i ." 

o cl .i v thci r objccti v • of pro n thut di id n 

n or ..ttion frc .II invok d IH: umption of ct 

p tl rk h r " 11 tr d r i n t H' ocl , rk 1 ( • ( 

u 1 10 co tl c o n u ion out h rulln 

l C II 
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price and about all other relevant characteris•ics of 

12 shares. lienee, according to .MM, dividend policy does 

not affect fir • .... v lu • 

th• 11 111 on t n on ent 11 of dividends hypothesis 

•mpir1c 11' ha\ been carried out. Such studies have been 

carried out b· Fama, Fisher, Jensen & Holl (1969), Pettit 

(1972), :atts (1973), Laub (197 ~ , Ezzel Ll976~, 

Charest (1978), Aharony and 5wary (1980), Gonedes (1978) 

Griffin (1976), and Kwan (1981). The resulss achieved todate 

are inconclusive with some researchers finding in favour 

of the 11 information content" hypothesis while others finding 

against. 

The first study which tested the "infomation content" 

hypothesis was carried out by Fama, Fisher, Jensen, and 

Roll (1969). Their study basically involved testing the 

effect of stock splits when accompanied by dividends 
~ ,.., 

announcement ~ on a firm' hare price • 1he~ found in 

favour of t he "information content'' hypothe i and 

h nc fir which announced dividend incrc s .... long ide 

tock plit h d the mark•t valu of th.ir h· r i ncrca ed 

n \ic- •ra . 1 

• 
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Pettit (1972) used quarterly dividend announcements 

to test their accuracy in predicting a firm's future 

earning. mpl d 62~ 1\ew York ~Hock i!:xchange firms 

for th rinc' J.nmar 1964 through 1968 and found 

cl 'lr upp Jt t r h hypothesis that dividend announcements 

PI QV • 10\ or with information that is used in assessing 

the m· rk t values of a firm's shares.
14 

~atts (1973) calculated an abnormal performance index 

on 310 merican firms for 24 months around the dividend 

announcement date. He found that the performance of 
tends · 

firms ~ith dividend increase~to be better than that of 

firms which decreased their dividends. However, the 

relationship ~as insignificant and therefore he found it 

difficult to conclude in favour of the information content 

hypothesis. He argued that investors do indeed make use 

of other sources of information (e.g. earnings) and 

hence their assessment of a firm's expected performance 

is not restricted to use of dividend. on1.. 'l'hi i to 

sa · t h at the market doe . veact to th total"inforrnation 

15 
ett' <Wai lahle. 

Ch r bt 197 ) u ed dai 1 · r turn to ca leu] ut n 

bn 1 p rfor nc " nd x of o 1 i c. n c om p n i c • 

II 

l 7 ... 

n 
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He found an insignificant correlation (1%) between 

dividend announcements and stock returns. Like Watts 

(1973). Ch re t" dmitt d that his evidence may not 
effects in 

nee riJ) 1 th pr cnce of information4dividend 

nnoun m nt r ult of other "noisy" information 

Aharon 

16 h~ stock markets. 

& Swar· (1980) carried out market studies 

on the influence of dividends on firm valuation by 

attemptin6 to minimize the effect of contemporaneous 

information (particularly earnings). Thus, they used the 

market returns of only those companies where the dividend 

announcements dates differed from earnings announcement 

dates by at least 11 days. They found a small but 

17 significant dividend announcement effect. 

On the other hand, Laub (1976), ~zzel (1976)• 

Gonedes (1976)fand Litzenberger and Ramaswamy (1982) 

carried out studies whitb provided evidence that dividends 

are "all for notlling" and therefore, do not conv y any 

u eful information. Litzenberger and lama wamy (19 2) 

u ed group of portfolios of compani IJUOt d On th 

" York tock .·clang to te t '-"h ther th e tock r t rn 

r · nfl u nc d b\' i tl r t or .in or ltion. 

l . qu p p 
Di i n n 1 l 

l 0 n 
) . 7 

~ 

• • '" • 
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Using a mathematical model they developed, they found 

a strong but non-linear relationship between a firm's 

dividend yi ld nd it tock market returns. This, 

they gu d l <)ul<l b e pluined by the "tax effect" rather 

th u on 11 111f rm ion ffect." They concluded their 

fin in"' t hu 

"The pred"ction rule for the expected divided yield 

is based solely on information that wou~d have 

been available to the investor ex-ante, and hence 

is free from potential informatio,n effects that are 

contained in dividend yield variables that anticipate 

the occurence (itr lack thereof) of a dividend."
18 

It can be observed from the above summarized studies 

that the results todate on the "information content" of 

dividends areinconclusiva It becomes difficult to say with 

certainty whether dividends convey any information to 

the investors. Therefore, the directors who declare 

dividends so that t hey rna~· conve · their expectation::- of 

the firm's future performance hould b cautiou. a om 

mpirical C\'idenc doe. hov that in ·e. tor nay not us 

h··d nd . an in ormn t ion i gna l. 

• 
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2:1:4 PHO\'IDi:. I~\'l:.STORS \IITll CONSUMPTION INCO~I J:: 

Another re .on ~h · firm's pay out dividend& is to 

sati fy in or lld'O for consumption income. 19 'l'his 

rcu on \Oi ll .tppl~ m inl, where the investors are orphans, 

w .i u ow or· r 'i j r • • ~orne investors generally invest in 

fjrw' ccau c t ey expect to receive dividends 

in the future to meet their consumption needs. Hence, 

it is argued that failure to payout dividends will cause 

suffering and frustration to the investors and thus may 

push them to liquidate their holdings in a particular firm. 

Such an outcome may become detrimental to a firm's 

well being a~ it may find it difficult to raise finances 

by issuing new equity. 

However, some scholars find this argument in favour 

of dividends to be weal< as it ignores the fact th a t 

shareholders arc free to liquidate part of their holdin~~ 

and consequently realis capital gains if the needed the 

income for con. umption purpo~e • MM's ( 19 ' 1) i rrelcvance 

the ore li on thi,.., foandation a.._ 

h t .1.1 c lled "homemade" di idend • 

on d rli r1 .11 (19 l urn d • p r·f t 

a r · r no :tr ions co 

n op. 1 • , I . 

a 1 re fly 

pit l 
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differentials bet~cen dividends and capital gains. 

MM's (19 I) a . umptions were heavily criticised for 

beinr unr · li ti f r in the real would as we know it~ 

trun t i ns ~ n b • quite high. This implies that 

l ' qui Ltln h r can never be a perfect substitute for 

d i vi d nd · • 

nother complication with "home-made 11 dividends is 

the presence of differential tax rates between divid~nd 

income and capital gain~. Generally capital gains 

' 
are taxed at a lo"·er rate t han dividend income and this 

makes them appear preferable eRpecially to thos e 

shareholders in high income tax bracket s . "'or example, 

presently, capital gains are not taxable in Kenya while 

dividend inc ome to the individual arc taXed at t he 

shareholder's marg inal tax rate. The implication of 

this phenomenon is th at rational shareh olders who prefer 

more we a lth to le s should have ~ clear preference for 

capit a l ga i n. ov e r di\'ide nd inc(\me . 

~ub q ent tudie !=>ince ~~ ~~ (lc GI) p per ha ve 
out 

h e n cir c t cd a f i n in t ·hc t r d i \'icl nd d o infl ucnc• 

t h · 1 u of a f i r m "' h n d iff r n t i 1 l' t 1 0 1 

d i i d nd i 1 c r.: c.pit.l in Li k 

o 1 r o di,'d nd , 0 ul 

n • i h 

r 7 t 
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(1970), Brennan (1970), Miller & Scholes (1977 ,1978, 1979), 

Black & Scholes (1971), Litzenberger & Ramaswamy (1982) 

flnd De Angelo (I9R ) mong others. 

}'' u·l· r Iw·n (1967) used partial equilibrium 

nnaly i h w hat hareholders are only interested 

'-'ith m _ imtzin their after-tax income. They found that 

shareholders prefer dividend payments to capital gains. 

They summarised their findings thus: 

"In general, the best form of payment is the one 

which is subject to lea~;.t taxation. 'fhe 

implic ~ti on of course is that corporations should 

never pay dividends. If payments are to be made 

to shareholders, they should always be made xia 

share repurchase . This allows shareholders to 

avoid paying income tax rates on dividends. 

Insteqd, they receive their payments in the form 

f . t 1 . . . h ~ 20 o cap1 a ga1ns :1c arc taAed at a lower rate. 

llo\4'C \Cr, h re rcpurcha c. are ill gal in l'enya but 

thi doe.:- not alter Farrar t. ~~.:lwyn'. 19 )7) t ·net 

~rum nt t 1a t the optim 1 di ··ctcd polic~· t h ,.·h i ch 

d 0 J t t, . ~ · ion to t h h. r h l d • 

-0. 1' I J • o • c 9 
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Elton & Grubber (1970) carried out studies on 

900 New York stocJ exchange firms and found that dividends 

were irrele •ant in firm valuation even when differential 

tn r t b t .- n rl i i d nd. and cupi tal gains were 

pr ri bu ted this to the "clientele effect" 

hypoth ~i which as first hypothesised in MM's (1961) 

p per. Th ''clientele effect" hypothesis holds that 

firm's ~ill attract shareholders who are affected by the 

taxes uniformly through their dividend policies. Thus firms 

will deliberately pursue a dividend polic~ that will 

attract a clientele of shar~holders whom they can satisfy. 

Thus, Elton & Grubber (1970) provided evidence in support 

of M~'s irrelevance ~eorem irrespective of tax implications 

21 
of dividend payments. 

Brennan (1970) studied the behaviour of share Prices 

of firms "'hen differential tax rates existed. lie 

concluded that the presence of these differential tax 

rates made capital gains be preferred to rlividends. 

Con equentlyt he concluded thus; 

"for a iv•n 1 \'C 1 of ri k t i 0\' stor require a 

high r total r turn on a •curi y th hi h r lt"' 

pro p cti ,. 1 c l j 
I h cuu of h hi h•r rat 

t) ') 

0 t :a n Jn pit 1 I ill 
4-. 

-1 • 

• 

7 



- 33 -
Miller & Scholes (1978), and De Angelo (1980) also 

argued that dividend were irrelevant even when 

differential r t ~ for dividends and capital gains 

wcr pr nt. ln noth r paper~ Miller & Scholes (1982) 

argu•d th or could climinaje the effect of 

diff•r n 1 t b• leering their portfolios. 

Tbu ,thcv could do this by borrowing funds and invest 

in equities ~havethem invested in _tax free insurance 

policies (t 'B interest on borrowed funds is tqx deductable~.,. 

This again implies that dividends could still be irrelevant 

t
. 23 

in firm valua 1on. 

However, Lit2enberger & Ramaswamy (1982) found a 

positive butnon-lin~ar relationship between dividend 

yields and market share prices - which they atributed 

24 
to a "tax effect" 

The above review of market studies does show that 

the argument that dividends should he paid out inorder 

to pro\ide the inve'"'tor with consumption income rna: 

not tand up to empirical tests. I nve tore ha 

2 • : •• "llivid nd " 
t~onomic 97 

• itcn > r r .11. pp. 72 - o • 

4 
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fC'rm 

to divid nd n Lor "home-made" dividends where they 

• y Ji uid<tt • ,\ll r part of their shares to realise 

Clpit J .. ,,in. llow r, the presence of transaction 

co t~ nd co plicat1ons make it difficult to conclude 

wheth r one form of return (e.g. dividend) is preferred 

to the other:presently, the findings are i nconc lusi ve. 

Therefore, the board of directors has an honorous 

task of formulating a dividend policy that will be in 

the interest of "all" the investors. In fact, it can 

be said t11at to satisfy all the investors may be an 

impossible task. Due to the complexity of setting a 

dividend policy that satisfies all, every firm has "the 

res~onsibility to announce its dividend Policy, and 

attempt to be consistent in its policy, changing only 

')I": 

when economic situations change si ,nificantly • .. . ) 

2:::! "aturc & 'lypcs of dividend poltc. 

Broa l · , th r ar thrc 1y of c 1 if, 1 n 

divid nd viz: 1) bu d on r u l ritv n d1vi nd 

... . n I . p. t.,l'. · l .. 
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(2) Based on our .nd (3) based on form of payments. 

Ordi nari 1. , th r l~a se 4 forms of dividends. 
and 

'fh ' . u i ) . to;)\ i i ) tock (iii) propertyL(iv) scrip • 

• . : C\hdt\1 nd ar by far,· the most frequent mode of 

div ' d nd pa, m n • Ordinarily, cash dividends are paid 

from retained earnings (i.e. past and current). This 

i not to say that they may never be paid from the 

capital account or share premium account. However to 

do this, a complete explanation to the shareholders 

should be provided. Furthermore, the nature of such a 

distribution implies a capital reduction. In i\e nya the 

la~ requires that any capital reductio n be supported by 

at least two thirds of the shareholders in a 'Seneral 

eting. Before any such distribution a 
I 

a court of la\\· is required. 

sanction by 

The payment of cash dividend. require~ that a company 

h ,. e e no ugh c a h at hand or at hank t o m t t he 

dtclaration required. If the ca h i. i nad .quat' 1 u 

th oar of d i r c tor p r i t on Jhl~ i ng di ·idenc 

th n arrn n~c c nt to bo o t 1. fun elf' ... hon 1 d h m d .. 

In or r o n ur· th t ur d t\' 1lahl f r pt\ n 

' (' p 01 d c 1 bu .. 
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2;2:2 Stock dividend~ (bonus shares) I stock splits 

A stock dividend can b defined as a distribution 

of urplu throu ~h • Jlri t issuance of additional 

shar • h f! of a stock dividend is to increase 

th• numlt•r of a firm's outstanding shares. Since the 

di tribut1on 1 on a pror::tta basis, it then means that 

a har holder's ownership in the firm is unaffected by the 

distribution. 

Stock dividends are usually preferred by companies 

as t he- do not alter a firm's cash position. All a stock 

dividends inv~lves is the making of simple book-keeping 

entries which transfers some funds from the firm' retained 

t t - t t . 1 27 
earnings accoun o 1 s permanen cap1ta account. 

Some firms also do engage in stock split.S. A stock 

split i very similar to a stock dividend,the only 

difference being t he percentac;e of ne,; stock i. sued and 

the qccounting treatment . Conventional} , an· im·rea e 

of l<> ~ s than 25 percent in ordinary ·har R i eon idcr cl 

a to k divid nd . \..on equentl an~· i ncr a cq 1 1 to 

or in ·c of 2 Jl rc nt of l 11 ordi n. ry hare l 

tock 1. 2 
·i u . 'l h ff ct of pl it 

• p. 

7 n 

'J 
.. 0 



3? 

i s to reduce the par and or market value of a 

firm's shares and thus mnkiog th~m more marketable. 

lJH SPLIT 

Th' p ym nt f a stock dividend/stock split does not 

chang th o"n r' ealth position (i.e. shareholders are 

n itherbettcr off neither wer•eroff ). Given this fact, 

"'hy then should companies engage themselves in the 

payment of stock dividends/stock splits? . Several reasons 

have been proposed, but some of these reasons have failed 

to stand when empirically tested. 

Thompson & halsh (1963) in a survey on dividend 

practices of 21 American firms found that a common reason 

why the firm's in their sample paid dividends in form 

of stocl· was due to tax considerations. -=>hareholders 

in high income tax bracket would prefer stock dividends 

as opposed to cash dividends due to the effect of such 

29 
receipt~ to thrir tax liabilitie • 

A not her rea on that Thomp on & al h com ac ro , 

a then cd to pre en• ca h in ord r to fin.nc n 

in tm nt • h dJ~trJtut on of curn1n 1 n form o :f 

litO U Or.l i C ll: p r n n nt pit l 

... . a 1 nc • " 
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and are hence unavailahle for future distribution. Hence 

the firm's capital base is widened. 

1 noth ,. r ,\s n wh firm pay dividends in the form 

of t 1s ((l k }) th marl{et price of the firm's 

~h ~1 hin a d ired range. This does ultimately have 

n ff c on th market price of a firm's shares. Helated 

to tbi line of reasoning is the proposition that stock 

dividend::; and splits do benefit the shareholders because 

the price of the shares does not fall precisely in 

proportion to the sha~e increase. This phenomena is 

sometimes explained by the "information content" of the 

dividend/split accouncement. Traditionally, stock dividen~ 

and splits are associated with : rowth companies. Hence, 

stock dividends and splits arep~rccived favourably in 

30 
the market. However, it should be noted tha1 the 

empirical evidence fails to verify these conclusions • 

. lartin (1979) says that most studies indicate that 

investors arc perceptiYc in icientif~·ing the true meaning 

of a .hare. lartin (1979 ) summarized t nc findin . 

on the eff ct of tock di\'idcnd I plit on hare pric 
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"if the stock di \'idend or split is not 

accompanied by positive trend in earnings and 

incr a in c. h dividends, price increases surrounding 

th tock <li,id nd or split are insignificant. 

'fh .,. ·:f 

terms 

hould .be suspicious of the assertion 

stocl di vidcnd or split is beneficial in 

of increasing the investors worth. 31 

Thu , the reason forwarded in favour of stock 

dividends/split for its positive influence on the 

shareholder's wealth is a weak one. 

SCRIP DIVIDE~DS 

A scrip dividend is a distribution of a firm's 

retained earnings to the shareholders in the form of 

notes or promises to pay the a~ount of the dividend at 

some future date. Several circumstances militate in 

favour of scrip dividends. These circum tances among 

others include: 

(1) Lack of -ufficien t ca h to warrant payment of a 

c, h dividend. In pite of in. uffi ·cnt ca h, the 

director 1 a~· f el oblib d to di tribu t • t he cur I nt 

ar·ni n to th cur r ·nt tar hold 
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( 2) \ 'here the firm t s ~uture prospects are not bright .. 

Under such circumstances, scrip dividends will 

be pr f rr d to tock dividends which have a 

conn t. ti n of incr a ed future cash dividends. 

(3) \'h r' h firm ishes to maintain an established 

di · idend policy without paying out cash immediately.32 

2:2:3 P1WPEHTY DIVIDENDS 

Finally, a firm has the option of distributing its 

retained earnings to its shareholders in the form of 

property (or a firm's other non cash asset••· Hence, a 

firm may distribute merchandise, investments held on 

other companies etc. This is however, anunpopular form 

of paying dividends. 

ALT 'RNATI\'E DIVIDEND POLICIES 

A firm can pursue any of the many alternativ 

di •idend policie a\' ilable. · t , lt •rnative divirl nd 

po 1 i c i inc 1 ud am on ot h r ( 1 ) n (I rt i '"j rl nd po 1 i . , 

2) olic: of con t nt ( able) c dh· · t nd p h r 

) polic o 

ti ) (I) p 

con t nt 

i of 

• 1 d. }) 

n of n t 

l con t n I d p 1 
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share ••• plus extras as warranted (5) policy to pay 

regular stock dividend and (6) policy to pay regular cash 

and stock divid nd • 

. ') . . ... . 

Even though the company Law (cap 486) in Kenya 

stipulates that it is the shareholder's right to receive 

dividends, the law does not make it mandatory for all 

firms to pay dividends. A firm, therefore, has the 

option of pursuing a policy of not paying dividends at 

all and yet break no written law. A policy of no 

dividends may look absurd but there are several conditions 

which may justify the adoption of such a policy. These 

conditions include among others: 

(1) The age and growth of the firm. When a firm 

i "young", it may find it difficult to 

obtain funds externally a. it may take time to 

gain the hilnk. and creditors confid<'nc • l nder 

.uch situations, the firm ~ill h fore d to u 

all the internal!~ · vai lahl fund ancl thu 1 <1 \ 'C 

no fund for pa~ , nt o a h d i · i d nd • 

Li k "i c , ro\0 in ir ,.·ill n d :fund to fin nc 

it ~ro h n both nd 

c n h p 1l l• ud 

no 0 u t 
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may make it a policy of using all its 

internal fundJ-; and hence make zero cash dividend 

p yll nt. 

h harcholders prefer to recieve returns 

in h form of capital gains (may be due to 

tax implication.s). This is supporte·d b~· m1's 

( 1961) '\::lientele - -~ ffect" hypothesis. Thus
1 
it will 

be in the interest of the shareholders 

not to pay dividends at all~3 

Ho~ever, firm's may not be so free to pursue 

a policy of no dividends as many countries usually 

impose penalties for the non payment of dividends. 

In I~cnya, such penalties are stipulated in the 

Income Tax Act Cap . 470 sec 4 (I) (The shortfall 

Clause). This clause requires that a firm 

distribute at leal't 60~~ of it.s net profit.· as 

dividendf' . • a i 1 u r to •·• a k e . "c h d i s t rib u t i on 

""il l be treated as rii~trihutions by t he ta .· 

authoriti s \oo" llich Clu~ r .. J,c a char upon a <'omp, ny 

in re p t of adju n t (, 1 he l i t i 1 i t 

harchol de r • r ult of dir t1on und t 

) . 

• bid. 1 

70 (l " 
l 

n 

f l 
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2:2:5 POLICY OF CONSTA:'\T CASll Dl\HDE~DS PEH SIIARE 

A policy of on~tant dividends per share means that the 

firm pay~'> amount of dividends per share annually. 

The nmouut ol di idcnd paid remains fixed and an 

incrc ' 1n t h' amount paid doe& not occur until management 

i ~ onvinc d that the higher dividend level can be maintained 

in the future. Likewise, a decrease in the amount of dividend 

is not made until manageme nt is convinced that the new 

low level of earnings is per~anent. Thus dividend changes 

lag behind changes in earnin~s . 

The constant dividend per share policy is by far the 

most popular policy in the USA. ~tudies carried out by 

Dobrovotsky (1951) and Lintner (1956) provided evidence 

that directors of firms are reluctant to change the 

shilling amount of dividends in response to "temporarv" 

fluctuations in earnings from year to year. Dividends 

35 
are thus "sticky" in nature. 

, policy of constant di idcnd p •r hare provide 

-c ~eral advantag to both the firm an t he im •:-.tor . 

Th e advantage include a ong oth r : 

i) id in Ion -t~r fin nc1n 

c··) it n th prohl lon -t r J)J 1nni n 

• 
i • IJ 7-ll 
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(iii) it creates stock-holder confidence in the firm 

(iv) it provid hareholders with useful information 

bout t h i rm 

( ) it . t 1. fie. th shareholders need for 

. . ........ 

cur 1 'n t inc om • 

OLICY OF Cu\S'fA~T DIVIDEI'\D PAYOUT HATIO 

\"hen thiR type of policy is pursued, firms pay a 

certain percentage of earnings from year to year. 'l'he 

implication of this policy is that, the amounts of dividends 

paid out might vary violently from period to period 

depending on a firm's earnings instability. 

This policy is not particularly popular with most 

firms as it increases shareholders uncertainty about the 

firmb future earnings and dividends. The policv is 

particularly unpopular ~ith certain groups of shareholders 

c on i t i ng of ~- i do . 

36 
investors. 

2:~:7 

ir 

r ul 

I L. 

orphan , retiree and institutional 

11 1 on 

n • d n I 0 p nt 

l . • • 
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importance.
37 Th~ firm normally pays small but regular 

amounts of dividend plus "extra dividends whenever the· 

occa.ssi on "' rrant • " ~'he xtra dividends have some 

"information Mathur (1979) says that firms use 

thi policy to 1nf•r• the shareholders; 

"Look, \t'e are cornmi tted to paying our regular 

dividends and we shall strive to continue to do 

so. This year we wade extra profits. Therefore 

we are temporarily increasing the dividends and 

calling the increase extra dividends. However, 

you should not expect any extra dividends next 

year if profits are not at very high level."38 

The basic o jective of such a policy is to make sure 

that shareholders receive some income to meet~to a 

certain degree, their need for current income. 

~=~:8 PULlCY T UI\'IDE~DS 

This polic · i necessite.ted '-·h n ver c<mpanie hav 

rct.in d arnin hut l.cl· c .h or ·i h to r•tain 

c h in t • u in to fin.nc profit.bl• im·· tm nt 

p on G. C. • • OJ). c l • I p. 

It ur J, op. it. :\--
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projects. This policy is particularly sui ted to the 

growth companies with enormous profitable invest ment 

opportuni ti • 

Conditions hich necessitate the adoption of the 

above policy includ~ (I) firm wants to continue its 

record of regular cash payments, (2) has re-inve sted 

earnin~s that it wants to capitalize and (3) wants to 

giv.e stock holders a share in the additional earnings 

but cannot afford to use up its cash. .Shareholders have 

the option of selling their extra stocks and thus receiving 

"home-made" dividends. 

2:3 DISTIU JH;TI ONS: 

FHEQUE:\CY OF PA) It;, T 

The frequency of the paym nt of dividend. i!-' a 

ver~· important aspect of di\idend practic • 'fhomp on nd 

l h (1963) carri •d out fi Jd tudi "''hi ch pt ov i d 

.. d nc t h mo ( 0 ) m ric n f r t~·pi<: 11 p y 

di ·i d nd qu th dJ\.id nd 

'd on ll c 0 h th t h r qu 0 
p 

nc . 

JJ d. op 

.J. t. r. 7 
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The following procedures are followed when paying 

dividends: 

(1) I> t of d cl ration: - this is the date when the 

o.rd f dir tors met for purposes of declaring 

eft vi d 'nd • 

( ::!) I>at of ccord: ordinarily, the board of directors 

will pass a resolution that dividends will be 

paid to shareholders on a certain record date. 

(3) Amount to be paid: the dividend resolution 

will also stipulate the amount of dividends 

(rate) to be paid. 

of 
(4) ClassL~,areholders to which dividends will be 

paid. 

(5) Medium by which the dividend will be paid. 

2:4 FACTORS INFLUENCING DIVIDEND POLICY 

The dividend payment decision is a complex one. 

tanv factors mu"' t be c onsi de red by the board of di rec or 

before arriving at the ultinate divideno neci ion. Th 

f ctor-. are weighted dif t'rently and he ultimate d ci ion 

i u uaJ. a r flection of th• mot i port.nt 

con id r tion • lo t o th c or "' ich h ul I.J 

on · d r· d ht d) .. : th o r d 

f t d lop I. ( 11 

d hr u h p"r1c 1 or 

1 
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logical reasoning. The factors whicl1 ordinarily 

influence a firms dividend policy are discussed ih the 

section bc)O'-' • 

2:4: I 

Dividend policies are affected by the legal 

requirements in different countries. Directors, 

therefore, lack complete authority to determine how 

much dividends to pay due to legal re s triction. In Kenya 

·c 
e .>mpanies Act of the laws of Kenya recognise s the 

shareholders ri gh t to receive dividends. However, the 

act is silent as to when a shareholder can invoke . this 

right and overrule a director's decision to withhold 

di\•idends. i'his is so because the Act (cap 486) does also 

give the directors the discretion of declarin~ dividends . 

On the other hand, the Act requires that dividends 

the 

be paid only out of re erves (both current and accumulated). 

The payment of dh·idcnd~ out of paid up capital L c !early 

re.-..trictcd bv t !1e com~anies act and L hcnct 

ill g l unle b cert in • pee ifi cd condition. rc fulfilled. 

The c c ondH ion includ ( 1) th r olution t.o r<•du 0 

pit 1 u t b u ppor· d by t 1 . t .: of the h.tr hold 
~ 

I 

2) in . t ion • '1 Uo" 
n mu t ourt u \ ' r, th 
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is silent as from which reserves the dividends may be 

paid out. Under such i rcumstances, unscrupuloue directors 

can m'-tl<e ,ar- t . ·aluu tions and declare devidends out 

of Uli ~. 1 n f.\ it i on record that a financial 

in.titution ·lu hcollapsed recently, had made a bonus *ssue 

out of t Yaluation reserve fund (thi s is clearly 

legal but ••••• ) 

The implication of the stipulations of the companies 

~ct cap 486 is to mal~e it illegal for insolvent companies 

to pay _ dividends. 

2:4:2 RESTHICTIOJ\ I~ DEBT Cvt\TitlCTS. 

Dividend policy is also affected by restrictive 

42 
clauses in loan agreements. These clauses which are 

intended to protect the lender from a firm's "unfair" 

practices restrict the firm's ability to pay ca. h dividend 8
• 

Ordinarily, these clauses restrict tlte firm from paying-

dividend out of pa t re ta ined earning.. 'Som contract 

aLo include a furth e r rest riction ~o· hich rna: r<'(l lli re 

t !1o t a firm doce not pay di\•idcnd,.., ~o·lwn n<.>t \O orkint; 

c pit 1 i b l 0 \o' p cifi d 
J 

mount . ' imi lar 

t:p of rc trJction ur t o b fou~d h n f ' r utiJ'z 

' t hm I p . . t. ) . 
on lh h l p () 7 
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preferred stocks. Preferred stock agreements will 

usually require that cash dividends be paid to ordinary 

shareholders only wh n ull accrued preferred dividends 

h V<' b •n paid. lll·nc , restrictions in debt contracts 

G<'rv• tu limit n firms ability to pay dividends. 

2:4:3 LIUUIDITY POSITION 

A firm's dividend policy is als~ influenced by 

its liquidity position. The mere fact that a firm 

shows a large amount of profits in its accounts does 

not necessarily indicate its ability to pay dividends. 

A firm's retained earnings are normally invested in its 

assets (e.g. plant and machinery, inventories, etc) and 

not necessarily in cash assets. Furthermore, a firm 

must not only consider its present cash requirements but 

also the future. Henc~ a growing firm is usually in 

need of cash to finance its investment projects and hence 

even though its cash assets may be suh tantial, it rna . 

nC'verthelc:ss · maintain a low di\"idcnd puyout ratio • 

.firm's liquiclit y po ition 1. also af:1ectc.~d h: its 

need t o r P•Y debt. rdinaril:, d•ht clop not in\'oh·( 

a f i · d i n , . t m n t h ~· t d bthold r in the fir • 

Con • r l~· · t 

r qui r d on t '1 

b f r 

t 1:1por. r~· i "" nt nd r Jl nt 

.1 ur· o t 1 d bt. 

1 t pr o ( ud t 

l 0 • 

rc 
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2:4:4 I NVLSTML:\ T OP PUHTL N I'l'I ES 

Divid nd poli . is al o affected by the availability 

of profit ul tn ( :.-.tm{'nt opportunities. Investment 

proj~ct c n ( financed either through the use of debt 
or 

or quit·. Ho e er, raising new debt and_iequi ty is 

more xpensive (since transaction costs are involved) 

than using internally generated funds. ¥irms with many 

profitable investment opport unities will generally 

retain funds to finance these investments qbd hence 

pay little or zero dividends. 

Conversely , those firms with limited investment 

opportunities may have to maintain high dividend payout 

ratios. 

Therefore, investment opportunities available to a 

firm do . f 1 • t 'r d . • d d d · · 14 
1n uence 1 s lVl en ec1s1on. 

2:4:5 

Dividend polic · i 1 o i nf l u n ed b · t h tability 

of • firm' e rnin o r i e. ir 

] rning ar abl to pr d"ct futur ~ roin~ with 

hi h d r c ur c · • h I t t II • a op hi 

• I p. n in h 

• 



- 52 -

dividend payout ratio a. they know that such a level is 

maintainable in the future. 

On th ot ht r h. nd, Cii'CIIS whose earnings fluctuate 

·ir,nifi :.wtJ.\ from y ar to year find it difficult to 

pr 'diet futltt ' arnings. These firms will have the 

tcndencv to retain most funds to finance internal 

investment • lienee, they will adopt conservative dividend 

payout ratios. Uy doing so, they avoid wide fluctuation 

in cash dividends. However, these firms with widely 

fluctuating dividends may adopt a policy of ,l~w regular 

dividends plus extra. The extra (or special) dividend 

has the connotation that the di vidE'nd is ''temporary" and 

hence docs not indicate a new level of dividends. 45 

2:4:6 ACC~SS TU CAPITAL MAR~~TS 

A firm's accessibility to the capital market doe~ 

also influence its dividend de'ci ~io n. Generall·,lar~P well 

established firm.:with a record of profitability and 

tubility of earnings m~ a.y acces to c pitnl m rkct 

an ot.tCl form. of cxte1nal financin • 46 
Conv rsc Iy, n "" 

fir nr ncr l · r · J·ier nd h n f " nd 1t difficu t 

to rai fund t t rn 1 l • h r or , t h y r ort to 

int rn 1 ourc , rn nin hi h r n n r t n Jon 

h • • OJ • J. -

J . on • • I l J • t • Jl. i 



- 53 -

and low dividend payout ratio • 

.\cces. ibi lit· to th Cttpit.al market ."' is not only 

aff•ct d by th firm~ .~ i.t,C and its record of earnings 

but i .11 o i11flu n cd hy the reputation of the firm's 

mana. l'm ·n n h~ market. A firm's management reputation 

i- a functLon of honesty, and its prudence in making 

fin.1ncial decisions (e.g. repayment of debts on maturity). 

2: ·!:7 TAX POSITtON UF T,lf. SIL\UEIIOLDEHS. 

Dividend policy is also influenced by the tax 

position of the shareholders. This is especially so with 

47 
small or closely held corporations. hherc a firm is 

owned by shareholders in high income tax bracket, then 

the tendency will be to follow a policy of low payout rati ns . 

This will enable the sha reholder avoid the high taxes on 

dividend inco11e. ..he re the shareholder h vc a need for 

current inc ome , thev can al~>'a,ys sell p..trt qf their ~hareholdi n r· 

and rea li e capital gains . Co nvt!rsel 
' 

firm whoc Ol't' n 'r, 

are in the low income- hrackc \ i 1 l pur uc polic of 

high di\'idcnd payout r io a th re i ' no ad van a" in 

rc t t ni n ~ the f und in h irm. 

h h rc on in • out tltP. 1nfltl•1c• 0 t 

1 rul on di , l d n i 1 HI "''" 1 n 

7. n • ,r n 



- 54 -

la~ge corporations with thousands (millions)of 

shareholder~. 'l'hi is o because it is difficult to 

ascertain th \ 'L h ~ of the . harcholdcrs. However, even 

wh(•r<· th "i It t. of th' sharcholderl'i could l.>e ascertained, 

i t 1' 1m o . ihJe to arrive at a concensus of 

th•ir n ·d (i.e. sharciholders have diverse needs e.g. 

curr nt income vs long term apreciation in their shareholding 

of a firm). !11 this implies that it is difficult for 

a lar;e corporation to follow a policy that "plea::.es" all 

the .shareholders. However, researchers have attempted 

to explain the plausibility of this hypothesis that the 

tax position of the shareholders does influence a firm::; 

divided policy. M~ (1961) explained this possibility 

by imputing a 11 Jientele effect" rationale where firms 

attract shareholders on equal tax placing through thei r 

1
. . 48 

dividend po 1c1es. Hence, shareholders "ho find that 

a partic t• ar firm is not pursuing a divid"rid polic · dtich 

does satisfy them ~ill ordinarily sell their shar s . 

evidence 

6ther re searc he rs "·ho ha\'e foun d/in fn\'our of the 

"clicntel(' effcct 11 h:JJOt h inc ludc: •. 1 ton · Grubb r 

(!<70), .lill r e .Schol 197 J amo ng other • Thomp on 

h ( lC G3) carrild out fi ld t ud i "'h i c h pr ddl'd 

•• cl nee on h i p rt ,tnc · of t n. <or i d t i n '- h' ll 'k i 1\ 

th didd nd d on. 
9 

• odi 1 i .UI r I• i . ' p 

or l• . • ) . . l t 37 



- 55 -

2:1:8 T .• X o:-.· HIPHUP!..l~LY ACCL' ~It,;L.\TED EAH~INGS 

The pr viou. t 1 on d a l t w i t h t h <' tax imp li c a ti on R 

of a clivict nil 1·\~out. In addition, there are usually 

p n lti impo <'rl hv ta . autl.ori ties for improper 

~ccumul lton of arninP • The tax authorities,usually 

the t.\t , . can b d nierl enormous revenues if most firms 

l>ithheld th pay•nc'1t of dividends. 'l'hif' is so because 

a rlividend pa:·ment implies an increase in revenues fr01 11 

tax. In Kenya, penalties on improper!) accumulated 

ret ained earnings arc provided for in the "shortfall clause n 

Cap 470 sec 24 (I) of the laws of 1\enya. The provision 

of this secti o n are Ltat firm's are allowed to retain 

cnly upto 60t ' of their after-t<tx profi tc;;;. Hence firm' . 

are rcquir<>rl to distriLutc at lca,::,t 40'·~ of their earnin s 

after tax in form of di\'idends (unles . the total incw:lC' 

am oun t..., to les.s than ~sh . 10,000 or there is a ju . tification 

for non-distribution of the distributable ordinary charg<.>alde 

income). • here a distr·il> u tion of lc..., than 40:~ of l•arning 

i mnde, t1 clau.e ~iv th CO I i ion r of income t now rs 

to a ume t hn uch rli tri lUti on '-' r' Jl• i r1 and a t,, _ 

0 
\ \d . t rv to h. r accordin l ~· . r.l·lfl 

'oj d \' i 0] • t i II t h rtf ) 1 ) u II ,, t hi t 1h 

t hurd n Jl t it h,, r ·ho d I 

II 
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2:4:!) lllSI~LSS OCTLOOh 

Dividend poli ~· i, also influenced by a firm's busine ss 

outlool ' ;, n 1h Jl·l~'I'H' nt of dividends is under consideration. 

Chri-sty (lr1t' l) .lr 11<:-> that a firm's business outlook for 

tht IW t •• •• ,., ,·u l ,. ars i,.,; tloually considered by the management 

hcforl' t h• d"Yiderid rate can be increa8ed. 51 Christy 

illu.:-trutcc;; this through an example: 

"suppose, for example, that a firm's long-te 1·m 

economic foreca s t suhgests that double-digit 

inflation, uncontrolled ~overnmcnt spc~ding, 

and increasing bitter competi on for world mar:,ets 

"ill t urn the next rece s.!"ion into a major 

depression of the 1930s variety. Then , directors 

w~ sriouily cons ider an increase in the re g ular 

-, 
d i ,. ide n d t o be u n t i me 1 y • " ~ .. 

Hence a firm must always consider bot!J its ncar-term 

and long-term business outlook before mal · ing the dcci. ion 

on t.'h ich diddend policy to pur. uc . 

2:4 :10 
T 

i 'j d nd po icy j 1 0 nflu nc rl b i t ct 

on f i rn. cr dJ t t. 1di n . fu cr dl t llldin 

~L Clu t . . op i . ' p. 21 

... 11 . d 0 p •• ... -
• 

p . • 
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is norma l l y dependent upon managements credibility 

and a s.se t structure amon~ others. It should he 

remembered t hnt , firm'l'i $1lnreholders'funds offer a buffer 

to crt•ditors. ' hi. tend to reduce the crenitors1 ri.sks. 

The JW) C.J r t o f dnri <icnd f-' se rves to reduce thi.s buffer o. ·J d 

thu s c . JlO~'-' • cz cdi tors to ri sJ,s. Thus, depending on 

the amount of dividends paid vis a vis the firms debt., 

the dividend policy c an affect the f irms credit standing . 

Therefore, if a firm's creditors perceive the 

dividend policy as one which cxpo.se.s them to risks, th~n 

they may develop a neba tivc atti~.ui~ toward s the firm and 

thus reduce H .e firms ability to raise debt capital. This 

may be detrimental to the firm~ well-being and may serve 

to lo"·er t he value of the firm . 

2:4:11 1\' L,(J~J~.j C .. :.PI .r. L XCEDS. 

.\ firm must t al,:(• into conside ration it~ worl\ing 

capit I need .-. b£>forc necidi ng on \<hat type of cJiYirlcud 

policy t o pur. tH . Adequate fund-.. to r:H• t ,,. orking capi1a1 

r£>qt ircml•nt. must be ct • id h<for clivid nd nr 

d clared . he dan~ 1 of cak>runs 

c~pit 1 po itJon ~ere h 

11 n · fir h t 

um .tri 

knit 

f j l' ' '- OJ• I· j II{; 

d b~• I l ) k J ! 

\oiol in cpitdpoit'n 

b~ Jl J' di ·1<.1 nd not nnl 

bu 

I II or t r 
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the "price" of their funnso In such cases, the 
• 

intere. t of c ·isting stoclcholders are harmed 

5rJ 
rath r than h<'1pccl." 

'l' hu~-' a l i r-m' working capital needs cannot be ignored 

when for111ulatinr, a dividend policy for the firmo 

A'TTIT DI..: OF TdL BOAlW UF DIHECTUH.S. 

Dividend policy is also influenced by the attitude 

of the board of directors. However, most test-books in 

Financial Management rare ly mention this factor when 

discussing the other fqctors which influence a firm's 

dividend policy. This looks like an oversight on the 

part of most atthors in finance, as the attitD~es of 

the individual(s) making a decision is always important. 

It should be remembered that the dividend rate deci ion 

is the discretion of the board of directors and shareholders 

can (legally) do nothiug; to change t!Je decisi c·;-~ ( \ •n jn 1 

a g~ncraJ mceti ng) once made . 

Une of the fe"'· author!" 10ho underlined th importanc-e 

of the director. altitud in influencing d1vid•nd polic, 

Rltbn r (19 G). II r u d that t h , • • a . no ob"(•ctiv 

cri ri for d l" con lud d 

hi f'nd1n thu 

• l k r ~. • • Cl ., I • 
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"I am convinced that it is the subjective 

inclinations of directors which decisively 

d tl min th payout rates. These inclinations 

.tnd ~ n1 ir.a•nt~ cannot always be cateGorized, 

1 nd( d th<:y arc not always rational. ,.55 
n 

Thu th board of directors could base their dividend 

decision. on other irrational factors than those gencrBlJy 

con idercd as prudent. Hubner gives an interesting example 

of £outaulds ltd which had declared low dividends 

to th~art a takeover bid by ICI. This waR so despite 

the fact that Coutaulds was in a position to pay hi gher 

dividends. The chairman of the board of directors of Coutaulds 

admitted that the boards decision was ba sed on political 

co ... ~3:.J:V 

motives. The L had a fe~ months previously declared 

some workers redundant and hence declared a low dividend 

on ps~·chological grouJ)s so as n"t to anta gonise the worl\:ers. 

Thus, the attitudes of the board of director~ doc 

almost ;4}\.·ay::. influence the divici nd polic.· 

pursued by a particular firm. 

:?: :}-

Divid nd rol'c: i influ nc cl h. lf)i l 

I'UC ur j • 
j l d er th 

abr r " I h d ·r ••. 

J. • .. n 1 n J 
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usage of debt and equity capital in financing a firm's 

operations . The ca;it. 1 structure concept is a very 

important cone pt in fi no.nce ar:; it doe s influence a 

firm'h c t uf c.lpJtal \\hich in turn has influence on the 

valu • o t he.• firm. There is an intense debate as to 

whether the capital struc ture of a firm does influence 

its value ~hich has been going on for the last 3 decade s .56 

The traditional view holds t hat the firm's capital structure 

does influence its value. CJn the other hand, ~~~1 (1958) 

wrote a classic paper in which they argued the case for 

'the irrelevance of capital structure" in firm valuation. 

Presently, the findin : s are inconclusive • 

.1\e,·ertheless, firm s may decide on a target capital 

structure mix. i.he re a target capital structu re mix 

policy is pursued, it definitely has an influence on t ile 

firm~ dividend policy. It should be noted that firms ~ill 

adopt different levels of capital structure mix. 

The targeted capital structure mix i. usually that mix 

,;hicli i:-. con. ider('d optimnl b~ a firm'1-0 na1ag•ment . 

2:4 : 1·1 

Dh·i cucl poJic\· i .1 o influ IH' d ly inflation. 

J nf l at jon n I:'Cono ic t. r u d t o an l r n •r l 

II 
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increase in price level. Inflation serves to reduce the 

purchasing po,,·er of a currency. Inflation has been and 

will adway r 1:1,\in a Jlrohlem for hoth individual , 

con wn<•r·s 11111 hustn 1"~->ea. The pre:-;ence of inflation in an 

<•con my 1mpl1C hat a company's profits will be 

ovcr~tated "'·hen the companies accounts are prepared in 

accordance with the historical cost concept. 

Th•s the amounts re (,u ired for replacing the&e assets 

far exceeds the depreciation flows. Consequently, more 

earnings may be retained in the business to cater for future 

replacements of assets. '1hi s implies that dividends wi 11 

. 
57 

be affected when inflation IS present in an econom~. 

2:4:15 

.A firm's di\'idend policy 11a.) also be influenced by 

the diYidcnd pr3ctises of other firms (c-spccia]]y tho. c 

operating in a similar industry). 'flli \dl1 happen ~o· herc 

there is intense co petition for l.oth ·.de ..... and ac c 

to c,pit<d mnrl,ctti in an in<u · t··~· and thcr<> 1 thou r.h t f) 

to be an optimal dh·id •nd pn} icy. r homp on und \,a 1 h 

(19 -) ouncl out t1at firn. do t •. d· in1o con id<•r"t.ion 

th (]) vid nd polici • of o:t • r 

t ) II 

J I n • 

·'· p l l• 

lr 1 i r c t j " 1 ,. . ' 
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individuals and firms tr~ to compare themselve s with one 

another and in tlli!" wuy their behaviour is infl uenced 

by the action:-. of otllc..'r.-;. 

~: . (: lG 

The importanc<> which shareholders attach to 

control of a firm may al s o influence it ~-; dividend policy. 

In situations \\·here shareholders place alot of importance 

to maintaining a ;;rip (control) over the ownership of the 

firm, hig-h retenti on, and use of debt capital rnay he 

the order of the day . Firms will thus pursue low 

dividend payout ratio policies when the existing 

shareholders prefer to rnai!Jtai n control rather than pay 

higl1 dividends and issue neK equity simultancously.69 

\)9 . ton J . J· . Cz·j lcl:1 1 •• op ·it . 7, 
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C IIAJ>T.SR 3 

JL 1:a ::cil ,\1\D UATA A.'.ALYSIS 

:1:1 Ue carch design. 

The nturly was exploratory in nature, hence 

no hypothese;:, were tested. 

2. Population 

The population unddr ntudy was made up 

of all the fifty four corolpani es which were 

quoted on the Nairobi ~tock exchange (hereaft~r~ 

\SLJ as at 30th March 1986. 1\ cut-off date had 

to be selected for companies quoted on the :-.·st: 

change over-time (i.e • sor.1e join while others 

exit from the ~SE). 

The study ~as limited to publicly quot~d 

companies bccau. c of t he ready avai laid 1 it~· of 

d.ta. ~he e cornpanie ' annual rrport are 

rc.dily av,til.hh• at the offic ~of th 

Comp. ni II In .ddition, the 

re ul Uon r·cqni ·e t' • .Jt t 11 comp nj upplv 

cop~· of t ir nu l r pnrt 

al 
II ho • r t h l r· t ri b. 
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3. Sample 

All the publicly quotPrl companies were included 

in t ll(' .tllp lc • .:,incc there arc only fifty four 

c oruplll i c quntNI on the J\SE, it was found feasible 

to • tud~· al J of them. Moreover, · not all the quot e d 

companie were expected to cooperate (by filling the 

que tionnaire) hence necessitating the use of a 

large sample. 

4o Data collection 

Two data collecting methods were utili sed. 

These were the extraction of data from published 

(annual) financial report s , and the que s tionnaire 

techniques. 

(i) Published financial report s . 

Information Peleva nt to the study was extracted 

from the annual financial report. of the companies 

under study for a ten year period ( l 97fi-JD 1) . Th·s 

period was cho~cn for it '-'a long cnourh to facilit.tc 

an analy~i of trends in dh·idend policie~ . It '-'n 

not 1 o • iblc to e.x end the turf. up to . h latp t 

po i b 1 c fin, n i 1 z· i • t • J' G h c u n. t 

h cl not h itt d t h j 1 • n 1111 r por·t to 

' t h r th i t r r o r . ric- t r r • 
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The information extracted from the annual 

reports included: (I) the profits attributable to 

the ordin, ry hnrcholdcrs. (2) total dividends 

d~cl r d during- a particular year (3) total 

numiJ'r of pa id up ordinary shares; (4) the 

rning · anrl dividends per share, and (5) the total 

a sets in each of the last five years (1981 - 1985). 

This information was extracted from the records 

kept at both the office of the Heg istrar of Companies 

and r•frica Hegistrars . . The records kept by .Africa 

registrars were found to be more complete and hence 

they provided most of the data. Jlfrica He g istrars 

usua lly summarises, the annual reports of the q 11 oted 

companies in a year book. The information used in 

this study ~as mainly extracted from the NSE year 

booJ·s although the actual financial reports whenever 

gaps (missing data) arose in the year book. we re used. 

Fi gures in t he year books "'·ere tested for accuracy 

b~· comparing a fe · ummari ed statement with the 

act ua l financial ~ta tcr.1ents . 'fhl' \' "'ere fouud to b 

qui te ccur te. 

J'urth z· information cone rnin dividend "' 

pro,· i d d b. on' f th l din ock-hrol1n fir 

in 'h 'nfor1 at ion that thi 1r Jlrod d 

in t mJ d o on bor· :t II It ,. 

d u t 1 h d nn 1 r 1 ort • h 
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information sou., ht from this source i nc.tuded ; the 

size of rlivid£'d paym£'nts (both cash and stock) and 

the fr£'qu ncy of dividend payouts. 

'fh • financial report ~:> of one of the quoted 

c mp~nie were totally unavailable . Consequently , 

thi ~ company~ was excluded from the study . 

(ii) ~uestionnaire. 

A questionnaire which contained 15 questions was 

used to get inform ation concerning the dividend policies 

of the quoted companies. The questionnaires were 

filled by Senior executives of the companie s under 

study . The senior executives who filled the que s tionnairs 

included; (1) Finance Directors/controllers (2) manag i ug 

direct or s and (3) company secretaries . However, about 

soo of t he que s tionnaires were filled by t h <.> fin a nce 

directors . 

The re . e arche r~ or igi na l inte n i o n " " 

the qu c~t i onnair·c. f ill d vi t~ i nt<•rv i " 

0 h<J V (' 

"it h 

t he e nio r exc u t h· •. . Lnfnrt un, t e l ~· , t his ap1 r ach 

h. rl to be a HH oncd d1cn mo t c II t i \ U!'J>J'O[l fwd 

d clin cl t o a\'a· J t ! rn n rd " . 

•o" \ r , t h r pond nt •illlllf; 0 1 l l J t l 

qu d n in J' o ·n f 1 t i .. 

tl IOIUI 1 t th th 

n c t n 
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researcher. This approach had some •eri t as the 

respondent.,; hac! adequnte time to think about the 

que, tion~ ancl provide' '~cJI re.c;earched Q.nswers. lt'or 

tit . t.' cump.tni '· located outside ~airobi, the 

(]lll'""tJonnair~.· W<'rc sent .bY post. A self-addressed 

env lop ~as al~o enclosed inorder to encourage 

response. 0 ubsequcnt follow up was done through 

the telephone. 

The questionnaire was mainly used to obtain thE> 

reasoning behind the dividend policies of respodent 

companies. The questionnaire contained both closed 

and open ended questions. 

T;1e response rate was satisfactory as 33 out of 

53 (GOPD •companies under study responded. The other 

21 (-Wi~ ) companies f:1iled to respond. The reason-.; 

for non-rE-sponse hy these companies were vuriou 

including among others:(I)outri •ht re u u1 

(~) Jack of tim to fill the que. tionnairc, and(

nc> d to maintqin corporate conficf ntialit\· . 

CASH lH \' l D~ 

h di •i d nd 

n t rnin 

r n r :d J d i t r i bu t r 

l.i 1 J)i th t ,, h J. 

h J f u 1 n. 
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dividend.-, from current net earni ng.s. 'l'Jlis means that 

ordinarily, the n t earning·s in a particular period 

cloe, dotcr11in tltt' amount of dividend£4 to he paid during 

tha1 parti •td,u· p(~riorl. 

'l'h cfh•id(•nrl pa ·out ratio for each company Un the 

E:alilpl ) in cacl one of th(• ten years (197G-l986) were 

computed. .:>u!J.scquently, an average payout ratio for the 

entire ten ear period for each company was calculated. 

The results obtained are summariserl in the table !Jelow. 

Table 3- 1 DIS'rRIB'CTIO~\ vF AV L1L\GL DIV IDE!\D PAYOUT H,\TI 0 

Ratio o' Xo. of companies %age of total companie 
tU 

80 or more 5 9.4 

60 - 79 10 18.9 

40 - 59 10 ~8.3 

20 - 39 14 'l .4 

0 - 19 5 9.4 
I 

d i \. i c1c11d p.dd 

nc i tc lo nC 7 . 

I 3 I lOO 
otal 

' 
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The results show that 29 of the 53 (55%) 

companie. diRtrilJuted l>etw en 20":. and 59~ of their 

earning.: hl' h •a,· ic:-;t con. cntration (15 companies -

i.<'. ~~"') W\ in th<• ·10rn - 09~~. , range. Te_n companies 

(lH.U ~v of t.h,, o al) dintributcd between 60%- 79~C of 

their •arning~: five companies (9.4% of total) distributed 

soc or more of their earnings during the ten years period. 

Interestingly, f&ur companies (7 . G~) distributerl more 

than the· earned durin·; t:1e ten ye;:~rs period. These arc 

cases of distribution of past earnings. lienee, it can be 

seen that most of the companies studied distrib •1 ted about 

50% of their earniug:s . 

The average payout ratios were also analysed 

accordinb to sone nine industrial classifications. 

The results obtained are slio"·n in the table 3-2. 

The results presented in table 3 - 2 sho\, th t no 

sin le industry dorninateti any range of average payout 

r tio. J,c aYerage pa~out ratio .· arc r~\ndor.~ly rlistributcd 

over the nine indu trial cla !=:.ification . • Thc.c findin~ 

di count. the h·pothesi hat firrn in . irnilar indu . tri• · 

ill pur uc io"Jar divi nd policie • 

t l l 

h 

i? 

f ot l 

OCip IIi 

l 

t 

und r 

l ?. 

o n 

ud\ ~ r • J o c 1 u 

on t l 

J i 

r t 

It oJ 

H d j nt o 

0 

n tl 

n 
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Table 3-2 AVERAGE DIVIDCI'\D P1\YOUT 1L\'l'IOS 

CL SS IFI ED DY I ~Dl STHY 

' 
No of Payout ratio in percentage dividend 
firms so.-. ro-79 40-59 20-39 0-.19 paid when 

I . l>C TJ:\' losses made 

Plantation 10 1 2 3 2 l 1 

Gas, ener &: 5 - 1 1 2 - 1 
Allied 

I 

Printin01
PuLlishing 

& Paper 3 1 1 1 - - -

Hot or 6: Transport 6 l - 2 2 1 -
j 

Finance & investmen ~ 12 - 2 6 3 1 -
Hotels, Food & 

Beverages 7 - 1 1 ') 2 1 ... 

Construction [. 3 - - - 3 - -
material 
Manufacturing 
(general) 3 1 1 - - - ] 

Trading (general) 4 1 2 1 - - -

Total 53 5 10 15 14 5 4 

. 

ah .. enc of t urnover figul'C • '1'11e Law doe~ not make it 

n.ndatnr.'· or companic in •COY< to di£-;clo . e th ir annual 

hrno · r· , con e ~ 1 n I~· , no-.t o t f o .jni1um clisclo ur. 

IJ l -:3 ho"· that -o o th ~- <o p.nic (~7 of 

ot • 1 ) la t t 1 \\h o b ol. Y d 1 n r 1 o 

j)]i (; n ca ] . 1n t I I i :z { 

do l I 11 0 • 
j ul h d 

1 • 
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Tahle 3:3 AV1~t\AGL P, YUl tT IL..t 'i' IOS CL;US I FIED ACC<HDING 

To1 11 . ~.~~ t\o of Payout Ha tio in %ag~ Dividends 
in Hi llions companies 

~0-t 60-79 40-59 20-39 o.;;.H paid when 

of pound losses made 

over 50 4 - 2 1 1 - -
41 - 50 3 - 1 1 - 1 -
31 - 40 2 - - 1 1 - -
21 - 30 7 - 1 1 3 2 -

11 - 2Q 7 1 1 2 2 - 1 

0 - 10 30 4 5 9 8 1 3 

/ 

Tota l 53 5 10 15 14 5 4 

The companies under st udy we re alc,o clas,.,ified 

accordin; to nature of control (local Vs foreign) for 

purposes of analysis. The re s idence of the shareholders 

with controlling shar es determined where control was 

exercised. J\ r guments have been advanced that th re idcncc 

of shareholders with controllin~ shares does influ nc a 

firr.t' di\'idcnd policy. 'ltd .-.. is o becau. e . th 1 vel 

of ri !:--a urned on in\'estmentc:: abroad ~rccially political 

ri k~ Th c ntral authori ti - (n, i nly c nt r ,d l nnl· . nd 

in o t d p.r m •n in ny count r j d a Po re ulat~ 

t h rn"t1.n o d.i id n t o nr - r nt . Tlu r ult 

ob t in d pH n d j n t l tlllt ltl\0. 
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Table 3-4: AVLR.\G~ DIVIDE\D PAYOUT RATIOS CLA~SIFI~D 

U}t' CO~TlWLLH.G 

r\o of Payout ratio (%age) Dividends 

companies 
.-~-- ----~When losses 

Control 80+ 20-39 0-19 60-79 40-59 were made 

Local 34 3 3 lO 10 4 • 
O"·erseas 19 2 7 5 4 1 -

Total I 53 5 10 
. 

15 14 5 4 

Table 3-4 sho~s that 19 of the 53 companies (36% of 

total) were foreign controlled hhile 34 companies (64%) 

were locally controlled. The table also shows that 9 of 

the 19 foreign controlled companies (47%) distributed ov~r 

601 of their earnings durin~ the period 1976-1985; 5 

companies (26%) distributed het\t·ccn 40~' ' and 59°~ of their 

earning.. On the other hand, onl~· 6 of th 3-1 ( lW') of 

the locally conrolled companies di trihutccl over GO' 

of th~"'ir .1rnin s . Tl!e.e r bults do tndicat at t 

t nt iH•J · t hat tl for •i n ontr·oll d c mp.uli h, \' 

or lib r 1 diddend >o icic t h.1n J ocn lh ontJ 0 1 d 

0 l 

Th n · 1 t1 ·, tt ·on ·ou . i 0 0 ch 

n 

f 0 OJ 
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study. The results arc presented in table 3-5 below. 

Table 3-5: FHL1 l' '\C Y DISTI\TBl 'l'IOT'\ OF DIVIDEND PAYOUT RATIOS 

y a1t I•'rcqucnty (i.e. No of companies) 

Pa~·ou t Hatio 

% 
1985 1.984 1983 1982 1981 

80 or more 9 ( 17<:~ ) 5 ( 9~·~ ) 7 (13%) 8(15%) 8 (15%) 

60 - 79 4 ( 7r.~ ) 7 . ( 13%) 7 ( 13?~ ) 8 (15%) 7 (13%) 

40 - 59 
, (17%t 13 ( 25~ ) 10 (19%) 12 (23%) 11 (21%) 

20 - 39 . 11 (21%) 14 ( 26~£ I 11 (21%) 7 (13%) 12 (23%) 

1 - 10 7 (13%) . 3 ( _6%1 5 (9%) 6 ( 11%) 4 (7%) 

0 12 (23%) 11 (21%) 12 ( 23°~ ) 11 ( 21 %) 2 ( '*~~ ) 

Dividends Paid 

defspite loss 1 ( 2o~ ) - - 1 (2%) 1 (2%) 9 (17%) 

Total 53 100%))53 ( 100~~ 53 ( 100%, 53J 63 (100%) 

The result s shown in table 3:5 reveal the followin" fact 
0 s . 

(i) That betheen 9' and 17'' of the companies under 

study distributed 80r>~ or more of thetr earnings 

in each one of the 0 Jears, 

(ii) D t1.cen 7 ' , nd 13r ' of the companic. di trihut d 

heh ccn GO ' and 79~ ' of their ('.trnin 

(iii ) • t n J 7"' ~ nd -~ of th omp ni ,, i tributcd 

l c 1 •en of th I J 1rnin 

(i\' t J 0 Jll ,,, 
''" { rnin dJ t hutj 

h 
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( v) That between 4c. and 27% of the companies did not pay 

any divid nd .... durin;; the G year period. 

Th <\\ •r,\~t payout ratios for 19R!'i and their 

a. soci d •tl ~ t .llld rrl deviation for each of the nine 

industri · J las if1cations are presented in table 3-6 below 

Table 3-6: The average payout f a tio for 1985 and the 

associated standard deviation for each 

industry. 

Industry 

Printing publishin~ 
& paper 

~lanufacturi ng ~eneral) 

Plantat ion 

Trading _ (general) 

Finance and invcst~cnt 

.lo t or 

.!otel 

' ran:;::por t 

Food " bcvcragcL 
I 

a ' •ncr ~- ' nll:i •d 

Con t uction m.tt ri 1 

h r u t ho n 

un r p 

1985 
Aver~ge payout 

IJ) 

81.3 

80.7 

43.0 

41.0 

40 . 0 

:.2 

... - -• f 

in t I lc 3- ho~ 

.in • I l i ld II • • n 

r 1 cl ior. h ha 

r i JC - J I n l l ur 1 • 

Std. lo/p 
l>eTiation covarianc e 

( 6') 

26 0.32 

77 0.95 

33.7 0.78 

30 0.72 

38 0 .9 5 

21.7 0 . 6:1 

15.3 1.18 

17 . 77 

l 0.70 

t hit t tt 0 Jl • n i 

I ' p r 

ut 

l 

\ 
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followed by those companies c]a:-;sified under manufacturing 

(general) industdal at gory. 'fhC:' companies in the 

gal', energy .nd .lliecl industrial classification exhibited 

'fh' c ·ifici nt of variation (cov) computed in the 

third column of tal le 3-6 ~hows that, the printing, publishing 

and paper having th ~ lo~cGt covariance of 0.32. This 

indicates that the payout vatios of firms in this industry 

were relati,·ely clustered around the industry mean (average). 

3:2:2 Earnings and Dividend trends 1976-1985 

The graphs of earnings and dividends over the ten 

year period for all the 53 companies and for each of the 

nine industrial classifications were plotted. The 

objective of this exercise was to examine the trends of 

both earnings and dividends and hence see the relationship 

between the two items . These graphs are presented in Figure 

1 to 10 of Appendix.~ ••• ). The resultf' of the tr nd 

ar al ysi are d i.--.cu. sed he 1 ow. 

(i) 'ornpositc I.oustrv Data; 

n cxaminLtion of fi~urc r veal th t 

dividend ar di:r· ctly rel.1t d o nPt c.rn"n 

1n n·prticu. p r j od. len .,..h n .r·nin 

o up o d d i ' t nd , .1 n _,. 



(ii) 

(iii) 
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Plantation industrv. 

An examination of figure 2 reveal s similar 

tr nd~ to th oh shown in fig11re 2 on composite 

indu trial tr•nd. Dividends are shown to vary 

1r tly with variations in net earnings. 

Thu , an increase in earnings is followed by an 

incrca~e in dividends. 

Hotor & Transport industry: 

Figure 3 shows that the level of earnings 

during the 1976-1985 period was oscillatory 

in nature, while dividends paid were relatively 

stable for •ost years. The earnings distributed 

were quite low, hence the industry's ability 

to maintain a stable dividend (in shillings) 

level. However, the earninGS distributed during 

1985 differed from t !1 e norm and earnings 

distribute d exceeded the earningR f or the year 

(i .e. distributions were made out of re serve~) . 

ThL anomaly can be e.'pJainC'd h~ tlw hu 

dividend payr:JCnt (ahout 1 2 time the u ual) 

by on•• of tlc c mpany in thi~ inrlu r~ ju. t 

he or the forei n h r·chold 1 "·ith contJ·o] 

lr1 1hcir hcldi t (c. •roup fin,·· 
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(vi) 
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Finance & Investment. 

Figure 4 dcpict.s that dividends are a 

f\lnction of t'..trni ng·s d11ring the period under 

t \I d.'. 

PrintinG , PublishinG & paper 

llcrc , the obvious rules established in 

the earlier observationswhere dividends vary 

directly with earnings were violated. Dividends 

did incrc~se when earnings were on the decline 

as seen during the 1976-77, 1982-83 and 1984-8 5 

periods. llowever, during the rest of the period 

dividends were directly related to o~t earnings. 

Construction material 

An examination of figure 6 r eveals that 

the dividend paid in each of the ten years were 

directly related to level of earnin~ • llowever, 

durin:; the 1983, overall the indu. try incurred 

a lo. s yet dividend . ,,·ere paid . This phcnom<•non 

rc.sultcd frora ti t<' heav.v lo _ ('"' incurr·C'cl b: t he 

I. rgc t co pany in thi~ i n1tu tri. 1 cat gory. 

~~~~~~=-~~~r, 1) 

llir ct r· 1.1 ion :dp h t\\'c n c. rni n • ud 

di ·id ncl O\' r t h• p rro und r 

tJ · iur· 7 . 

ll d~· i pi c t d 
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(viii) Dotcls, Food & Deverages. 

Dividends varied directly with level of 

n t arningh during the period. 

(ix) Ga , Energy, & Allied 

Ov rall, fairly stable dividends were 

paid despite widely fluctuating earnings. The 

dividend~ paid in this industry are relatively 

low but stable. 

(x) Trading (General) 

An examination of Figure 10 reveals that 

dividends paid varied proportionately with 

variations in net earnings . 

3:2:3 Cash Dividend Policy 

uestion 4 in the questionnaire (Appendix At ) 

required the respondent to state the cash dividend policy 

pursued by their re spec tive companies. The r<>sponsc ~ to 

tid qu stion ar<> summaris<>d in 1ahle 0-7 helm\. 

T~·pc of Policy no, uf c m ni I I 
, a of 
toL 1 

hillin di •id n p r h.r ~ ~ 

._.tio 7 -1 

dl ·id d UJip) II t 'd 
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The r esults shown in tahle 3-7 show that 15 

cooperating compani~~ did not have a 

ca f' h dividend pt,li ~· 'fh":-; companies varied their 

dividend poti y from ~· ar to year depending on circums tances 

(w.iinl~ ,.,IJ flo\\' po.·ition and firm's planned inve~tments). 

llo~·c,·cr, the stable payout ratio (i.e. dividends as 

a percentage of profits a-ttributable to ordinary shareholders) 

policy ~as the most popular policy with those companies 

that had a cash dividend policy. These re s ults were not 

suprising as the trend analys is discu ssed in the previous 

section (3:2:2) showed that dividends varied directly with 

variations in earnings. 

Five companies (15~ of total cooperating companies) 

followed, a policy of stable shilling dividends per ~hare . 

This meant that the level of djvidend was fairly constant 

over the years. The level of dividendb increa ed only 

sli gh tly \d th increases in the level of a firU:s permanent 

capital arising from either the if's tw of ne\o' shore,., or 

oonu. 

" furth r five compani '· (F: ' ) paid table hilling 

cl'\id"nd~ up lc. nt• ~· i th ··trn or• p cial JM.' t•nt 

Th r d · dd ud cr\' d t.o a\·oid t he cannot tion 

'f n divi n 1 ' 1 • ln o t ' n nne , th omp ~~~· 

ou d t t c l rl: t l. t · t i ·~ n p ci 1 divi nd • 
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Fina~ly, one company had a policy of never paying 

cash dividend to it . ordinary shareholders. This 

company ''hich i. in th Hotels, Food~ Beverages industry 

had itf:: or·din,\T) har . h•ld by far111ers as qualifying 

fo;harc . f r 'mb r hip. Hence , the ordinary shareholders 

did no receive dividends, but the holding of ordinary 

share- only allon~d t l.em to se ll their produce to this 

compan.v. 

3:2:4 FL\TURLS OF A SUC~D CASH DIVIDE~D POLICY 

The respondents '-'ere asked (question 5 )to rate the 

relative importance of three aspects of dividend policy 

vis: (i) size (amount) of dividends, (ii) stabili ty of 

rate of dividends to net earnings , and (iii) regularity 

of dividend payments . The r esponses giYen are summarised 

in the table below. 

Table 3-8: I!IPORT.H\CE Uli' SILC:, ST, BILITY 

· 1 J:.:Gl' LAP.ITY OF lJI\'IDI:: ·ns. 

t ir t ec ond Third I ' () of companic. 

~ul rit 1 l 3-

a • t ~ 2 0 1 11 

? -1 --. 
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Table 3-8 shows that 18 of the 33 (56~ ) cooperating 

companie s rated r t, lll<lrity of divirlend payment al'> the 

most important onsicl r<} 1 ion, while another 1 •1 (42%) rated 

j t as til . • ontl mo~-;t important with onl:· one respondent 

rntin • il hi rd (1 as~ important). 

The stability of dividend rate was rated as the 

second mo~t important as pect of dividend policy. Twelve 

(36{\1) ) respondent s raten it firRt, 10 (30%) second and 11 

(33~ ) as least important. 

The size of dividend did not feature as an important 

aspect of dividend policy. Only 3 (9~ ) of the 31 re spondents 

rated it the most important consideration, D (27~ ) rated 

it as second most important bu t a majority 21 (64 ~ ) 

considered it of least importance. 

Once the respondents had rated the relativ importance 

-
of the three a s pect s in question 5, they were then required 

priori b· o t lle a. pcct they r ani· cl first. The rC' .sponse .-

ar·e ·ummari.c d i n the ne·t t hr ee section<.;. 

Cornp.1.ni<.• ci t d 

i • n d op p r·ior·ii,: to tllC' r:1 iutt r1.ncc of r ·gu l ~r 

d \ 'I d nd r a o. ( • t \ rJ )' ur t1 i d in 

t 
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Table 3-9: R.EASO . S r~un A~SIG:HJ'\G TuP PIUOHITY TO . 

m: ~ll .\.HTY l>F J.HVIDJt:I\US . 

RE.4S ON 
No, of times 
mentioned %age of 18 

laint nance of shareho lders 

confidence 

' To meet shareholders expectation 

To maintain trustee status on the 

: airobi stocl: exchange 

To shO\,. t:1e shareholders that 

profits are being made 

To meet the demands of the parent 

(foreign) company 

To attrect future or prospective 

investors 

To maintain company's image of 

dividend consistency 

To sta'·lilise the Cflmpany's sh ... rcs ir 

the stock exchan~e market 

9 

5 

2 

2. 

1 

1 

1 

1 

.' = 18 (see table 3-8) 

. n examina tion of table 3-A reYeal. that the mo~t 

frcquentl~· stat d reason for assi ·n i ng top priority to 

d.i\id nd re :l•l.tt·.i ty '-·a. to maintain the 'ha reholrlcr~ 

conf i dcncc_. 'I he . c,..onrl I OS fr· 11 ntly s t at eel r<' n~on 

a . t. nc t t he ha 1· 101 d •r c.· Jlf.' t.1tion I t \ 'Old rl 

I r· or t iao~t didd ad ~ hUl. ri 
~ 

im<'d ut n uri 

her hol r c on . 

ou R) lt t II n 

n Jn n h 

50 

28 

11 

11 

6 

6 

6 

6 
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reason for assi~ninr top priority to dividend regularity . 

Trusts usually requirc that future returns (cash flows) 

from it.s inn•stllen11" he c rtain (predictable ) and hence those 

compani . \dti !1 ou •h t to a t truct trust funds needed to 

pay t1 i ' i d n d ular:. 

Ot:1er re asont,; cited by the senior executives of the 

re~pondent cocpanie.s arc shn~n in table 3-8. 

(ii) bt':liJilitY of rate. 

Companies cited .scverdl reusons for assigning; 

top priority to stability of rate of divided payment. 

The most frequently stated reasons are summarised in 

table 3-10. 

The re.su 1 t.;; in table 3-10 sho\o' that 6 of the 12 

(so~) companies which assignc~ top priority to stabiliiy 

of rate cited the need to meet the sharPholders expe(;tation 

a. one of t he reason.s. 't\1'0 companies cited t!1e need to 

cnaule .-;hareholc1L-r[.. t o plan their ca h flow .;; a n r(.>ac..;or 

for a signinr; top priorii · 'l "'taldlity of dividend rate; 

''O omplnic cit d the tnhilisatiu n of tho cor. 1nnic. 

hares n n r •• nn. 

(iii) iz 

II ,. t 1r Cf 1 'n i r n' d i 7 h 

I OJ t con id I ticn:- 0 h 

ph j~ lll rd n llll II 
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Table 3 -10: HEM>O.,S f'L"~ A ).SIG~ T1 G TuP PlUUIHTY TO 

Tu STA 31LITY ll' DIVIDE.i\D HATE . 

H n~on r\ o. of times As n' 
,~age 

mentioned 6f 12 

- T m<.:'et the sharcholde.rs expectation 6 50 

\ 

- To enable the shareholders to plan 

their cash f lO\\'S 2 17 

- To stabilise the com pany ' s share 

prices in the stock market .2 17 

- To serYe as a guide to fluctuations . 
in the firm ' s profits 1 8 

- ':'o e:1sure equitable distribution of 

profits 1 8 

N = 12 

,\r.other executive said t!:at the empha~i~ on divided size 

ensures that the shareholders rcceiYc a reasonable rL·turn 

on their invcFtment after allo~ing for inflation . Lastly, 

another executive said t:t cmpha~is oo diYidend &i?t 

cn.·urcd th t a di · idcnd Jl<1::r.1er,t doe .· n t worsen the t·or:.pan~ ,,., 

li uidity po~ition in a\\, 1h t it i left . hort of cash. 

-:~:5 

I c rc. c rchcr l ] 0 h to j{l n 1 i y th f lC J' hich 

th di ·iden po of th tiUOt 

' th on 

u ·d r r II tl h II t 

.,. t r l l I • 
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The responses. to the op€'n ended question (~o. 6) are 

summarised in tnLlc 3-11. 

Factor 
o. of times %age of 
mentioned respondence 

cash ~nd liquidity position 

currcn and prospective 
profitability 

planned invcst~ c nt s projects and 
company's growth rate 

Shareholders expectation 

Need to maintain divided regularity 

Le\'el of distriuutable re se rves 

~ffect on share prices 

Future anticipated trading condition. 

Inflation rE}te 

I ncomc tax rnles 

Legal coi ~i rlcrations 

Govcrnrn n t contr ol (e ·pecin ll: th e 
Central B<t nl\ of :Pnya ) 

110 Jkin~ cnpjt;d rc qu ir ment 

•• Ced to mu1 1r .ira cl> t oh l i P.t t i on 

·eel t o I i nt ai 1 t ru t t. 1 u on t h 
L 

t 

(; ina 

28 85 

17 

17 52 

G 15 

5 15 

5 15 

4 12 

3 9 

3 9 

3 9 

') 6 ... 

') r, 

2 G 

2 G 

1 

l 
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The results presented in table 3-11 show that 28 out of 

33 ( 85°"' ) re spondent~ mcnt ioncd the company 1 s cash and 

1 ir1uidi ty J10si 1 ion "s one of factors they consider when 

clccJclin lw" m J<·h a. h di idends to pay. The second most 

frCtJl'Cntly tn •1 ti on d factor in dividend policy were the 

company 1 urrcnt und prospective prosperity; and the 

c o~r~ran~ '~ c .· pa nF ion program and growth rate. The other 

factor s "·ei g:h ted when mal~ing the dividend decision are 

tabulated in the table. 

The second auestion (15) which sought to identify 
L 

• 

the f a ctors considered b~r the companies when maldng the 

dividend decision was Likert scaled. The responses were 

rated against a Likert type scale ranging from a maximum 

of 3 (very import a nt) to a minimum score of 1 (not important) 

The total score for each factor has then computed. Finall y 

the total score \,·as divided by the total n umbe r of responses 

(33) to arrive at the mean score. An examination of the 

mean .scorcst do~revcal t he importance attached to each 

factor, wile deciding on t h size of dividendo (when the 

man s cor L cl o._e to 3, 1t shm,r.._ 1 !\a t the faC'tor i. 

on i d r c hein H·r~· ir.1 >Or t.w t ·(tile u C'Orc C'lo c to 

l J 11d · c n t t l e r C\'C l' :-. h• r c.11 Jt ar p re nted in th 

tall bclo ·. 

h ul i I 'h l -l :! pr ' ld · ur !J •1 

\ d nc tl t 0 n:' liql id' t : Jl i ti o , Jirofi r·, t 

nJ r h a r t h 1 n 
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Table 3- 13: "PIPOHT, CE" OJ.' FACTUHS INFLUE!\CIXG CASH 

DI\'IDE D POLICY. 

!•\let or 
Total Mean 
score score 

- a h and liquidity position 96 2.9 

- 1)rofi t rate 95 2.9 

- Compan~· 's £TO\\ th rate 84 2.5 

- Stability of earnings 79 2 . 4 

- :\car-ter ... business outlook 72 2.2 

- Legal rules 6G 2.0 

- Inflation 63 1.9 

- ced to repay debt 62 1.9 

- Infor •. Jati on conveyed by dividends 57 1.7 

- J~e.strictions in debt contracts 56 1. 7 

- Tax rules 53 1.6 

- ~~ccess to capital market 5::! l.(i 

- Sharcllo l dcr. need for immediate in<· orne 50 l.'l 

- \CCd to mainlain control by the current 
harcholdcr-. 12 l. ") 

- haichold r' t ·pica ] 111 orne 1 a.· hr·ucl •t ,, 1.1 

-
"h n it c h didd nd (' i ion. On tlw 0 h t nd 

0 th ' 
th h~ r h )d r' 1 • Jl i l inc own t hr I • t 

1 c n l i port n pon 

t I 

t t 1 or II 

r 



- 88 -

3:2:6 FHE-.ol ~'.C Y OF CASII DIVIDEND Pi~ ntE;'-;TS 

~loE't compani(' s pn~ ~irw l<' annual dividencis as shown 

i n tab J <" 3- l 3 • F o r (' am p 1 clu r i n g t h c 19 8 5 f i n a n c i a 1 

y<'ar, of tl1 • 2 ~ ompani s which paid cash dividends, 

~G (60~ ) p:u d one<., 15 (1G ~ ~ ) paid twice, only one company 

paid divid nd t hrice and fi ·nally .only one paid dividends 

four ti me s . The resu lts are summarisPd in table 3-13 below . 

':.lable 3-13: rRE _ LL~CY LF Cn S I, DIVIDUW Pi\Y ,tJ::ns 

?\ 0 of times YEAR A. ·D ~u. OF Cl!HPAI\ l.ES 

Dh·idends 
paid 1981 1982 1983 1984 1985 

1 26 ( 59 °~ ) 24 ( 59°1
) 20 (f;4oq 22 ( 59°', ) 25 <so~~ ) 

") 18 (4P~ ) 15 ( 37°~ ) 16 (ll3°' ) 13 (3506 ) 15 ( 36c ' ) .. 
3 - 2 (-1 '',) -1 ( 3%) ~ (6% ) 1 ( 2'0 

4 - - - - 1 (2~:.) 

Tot a l 44 { 100)111 (100} : 37 (100 ) 37 (IOO) •12 ( l 00 ) 

. .r1 an J ~.=;ic o f t li<· r cla ti\· size of int r ri m div i d n s 

o f inal di v id nd w · c a rr .ic>c ou t. 'l h nn. l ~ i .ho"· t h.t 

h i 11 1 c ira 0 h•i d 'lHl ar u all; t )H} D finn l ci d d •nd • 

r ,] . in 1- f 17 7 ) <. o11pnrli ( \<'hi ( h 

J • ci i dcnd ( r•• th n o ne ) ) J fl fin, I di I nd 

~ 1 • t In .,.t J' th lll i t ri r dl id nd . 
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Table 3-14: HI.:L\ TJ\' ,: SI~:c OF IT\TEJ~III DIVIDEl: DS TO F'I\,\L 

!Jl\'ID E\"D~.' . 

Sir (If i 11 t r i r.1 YL,n & MJ. OF CO!IP,I~ IES 

l<c 1 at i n· to 
fina 1 

lq 81 1982 1983 1984 985 

--
lli ~hcr 3 ( 17?6> 2 (12%) 1 (6%) 2 (1 39(. ) ') (12%) .... 

Lo\lcr 13 ( 66~{) 11 ( 6 .')~~ ) 11 ( 6.5%) ll (73%) 3. ( 7G9!. ) 

Sar.JC 3 (17%) 4 (23%) 5 (29%) 2 ( }4Q0 2 (12%) 

Total 18 ( 100r~) 17 (IOO%) 17 ( 100?~ 15 ( 100~ 17 ( 1oor~) 

On average, the interim dividends \\·ere 33% (V3) 1o1.er 

than the final dividend paid . !iencct sba J' eholdcrs usc tbe 

interim dividend .: aF: a go1ide to predict tlse e:>..pccted final 

divide:-~d . 

3:2:7 

Publici:-· r1uotcd compauic. in len~a do ~l.o i ·• e horus 

. ha:-cf-'. fro . 1i nc to ti r:1c . T:rc rc pondcn t ... , ·c r •· a~J··rl 

( 1 uc. ion 7) , ·!let!. r their co. anie. did P•.' d'vicl r.d in 

tl f<J r of honu~ shm· Th 'l•. J10:1 (' ~ r • t •• 111 l a t d 

in I • tubl 3-H 

r J or in t l 1 I " h t 7 of th 

co Jl r ti 11,.. 0 J •• 11 1 0 
,, 

llll Ju 

n h I OJl d I l ncl 

}) It u u c 
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TaLle 3-15: 

\•, !J t ht· orn}hl n~· i • u r-. o . of companies %age of total 
llonu I I 

Y•s 22 67 

I 0 11 33 

Total 33 100 

The respondin ; c ompanies were a~ked (question B) · 

to cite circumstances under ,,·:Ii ch bonus share.:; '"ere issued to 

existing shareholders . Surpri&ingly , the most frequctly 

cited circur.:stan-.:es under 1dlich bonus sharec:; ~ere i.e; ucd 1\'<.t.S 

~hen a cor.1p..1ny rec:uired r.Jore capital to funrl i~s lo ng-t€'rm 

projects . This respo nse w~s surpri sing becau~e most of these 

companies alwost i! l,,·a..,·s i ss:..ed bonus &ha rP ;-, along:·d de 

cash diyj<Jenrl~ . 

:notwr freqLently citcrl circurustancP "'hen honu sharl' 

.Jh t ntial a ou) ~! u , the n o 1:"1. i r .d n 1 Ia 

d it. rc cnpit.d at r n < n. ld c p rt: n t" uf 

II J.old·r f .d 1 1 nn ir por f r 

JOn• r 011 i 1 t uh --1 

L 
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Table 3-lG: I \DLI~ \.!IICII BO:\US SlL'dd'.:S 

C i rcu rn' ace I\o of times %age of 
mentioned companies 

that issue 

- ii ht' n ore capital is rcr1ulred 7 32 

for lon:;-t erm projects 

- I hen reserves build to very 

subst a ntial an nu r. .ts 7 32 

- Poor li quidity position a 1 thougl 

per.~.ormance profit - wise is good 5 23 

- .,eed to broaden equity base for 

borrowing purposes 2 9 I 

J 
~: -· 22 

Those companies which do not hdve an established practise 

of i &suin~ bonus share · were asked (question 9) to giv 

rea ons why they were oppoEcd to thi. practicP. The re pun cs 

arP summa ri cd in tab le 3-17 helo~. 

D<lt ahout t he • a .... n udc and f rP •t ucnc. ni uc of ~ on 1 

h r • d fro1:1 th publi annu.tl fi' ncial 

0 cuu c .u i • nd •• l fr r c rd I CJJ t 

t h offic of th brookin fir of n. K riuk · 

nd oc r rch r id 1 t i 73 n 

u ur n th n r l 0 ( 1 ? - t< ) und 

u ho 
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Table 3-17: REASoNS WHY COMPANIES Allli OPPOSED TO 

BONUS IS UES 

-r--------------~--

Re on 
No. of Times %age 
Mentioned 

- M n g • nt fe 1 that bonus 

share do not benefit the. 

shareholders 5 45% 

• The company is considered to be 

adequately capitalized 1 9% 

-The company has no liquidity probleqs 1 9% 
I 

N = 11 

Table 3·18: THE MAGNITUDE OF BONUS SHARE ISSUES: 

Ratio to paid up share capital No~ of Times %age of 
Occuring Total 

(73) 

20% ( 1: 5) 24 33 

100% ( 1: 1) 9 13 

50% (1: 2) 8 11 

33% (1:3) 7 10 

25% ( 1: 4) 6 8 

10% ( 1: 10) 6 8 

12.5% (1:8) 2 3 

66 (2~3) 3 4 

th r l1 

I 7 1 
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Most companies •a de the 1:5 (or 20%) bonus 

This means th t 110 t bonus issues formed a fifth 

of i u d ( "d up) h r capital. 'fhe results 

from th n l. i r shown in table 3:18. 

3:2:9 C SH DIVIDENDS AND BONUS SHARES ISSUED 

SIM "LTANEOUSLY 

issue. 

(20%) 

obtained 

An important observation during the study was that 

wherever bonus shares were issued, cash dividends were 

also paid. Hence bonus shares were rarely used as a 

substitute for cash dividends. In 71 of 73 (97%) 

bonus . shares issues; Cash dividends were paid as well. 

3:2:10 OTHER DIVIDENDS 

The companies studied did not pay dividends in any 

other form other than cash or bonus shares. 



4:1 

CHAPTER 4 

SUMMARY AND CONCLUSIONS. 

Thi ch pt r • inly ummariaes the findings of the 

r rch, nd how how they relate to the objectives 

of th tudy . R commendations, the limitations of the 

study and suggestions for .further research are also 

discussed. 

The researcher's objectives were twofold. The first 

objective was to investigate the dividend practices of 

publicly quoted companies in Kenya. The second research 

objective was to identify those factors which influence 

the dividend policies of publicly quoted companies in 

Kenya. These two objectives were satisfacteDily 

achieved as is shown in the next few paragraphs. 

The dividend practice of a firm encompasses; 

(i) the cash dividend payout ratio (i.e. dividends as a 

percentage of a particular periods earnings), 

ii) the stability of dividends over tiae, 

iii) frequency of dividend payments (both cash and tock) 

iv) the size or a agnitude of bonus hares i sues/ tock 

dividend • Host comp nie di tr ibut d b tween 

2 nd 6 of th ir rn . n th he ·\'i e t cone ntr t1on 

n th nd A f fo p ni p id 

ad n ho h 0 r • d durin p rt1 ul 

• fl n n .on lu u 

n n t. n 

and 

r 
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dividends and retained earnings in almost equal proportions. 

This can be explained by these companies need to aaintain 

the bar hold r confid nee. Shareholders confidence is 

•aintain d by n urin that they (shareholders)receive 

ao• div d 4 lacr .. -· At the same tiae, the coapany aust 

ret in nough tunds to finance its expansion programme 

It was also found out that companies which are 

controlled from overseas distribute higher percentages of 

their earnings as dividends than locally controlled ones. 

This is not surprising, as the returns to foreign investors 

•ust be "adequate" to meet the investment and political 

risks that they undertake. 

On average, co•panies in the printing, publishing 

and paper industry had the highest distribution of 

dividends vis a-vis their earnings. They were closely 

followed by those •anufacturing companies which did not 

!all in any specific industry <an interesting observation 

was that some co•panies in Kenya e.g. B.A.T. are whole 

• 
industries in the•selves and this makes it difficult to 

•ake reasonable 1ndustrial cla sification that would 

facilitate anal is). 

Th 1 v 1 of dividend a nl o found to var 

d1r ctl ith h 1 el of rnin • hl ould l•Pl . 

th •o t f I }Oil bl dl ld nd u r t 

• • d r t 

n r h 
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answers to one of the questions, posed to the senior 

executives where aost of thea indicated that they puraue 

a stable divid nd p yout rate. 

About ' of the coapanies pay cash dividends once 

in y ar, while another 40% pays twice a year. More than 

two cash dividend payaents in a year are rather unusual. 

This aeans that aost investors in Kenya expect to receive 

one dividend payaent annually. This finding differs 

aaterially froa Thompson & Walsh's (1963) findings on 

Aaerican companies where he found that 90%, of thea pay 

cash dividends on a quarterly basis.
1 

For those coapanies 

which pay interia dividends, the interia payaents is 

usually smaller than final payment. Thus the interia 

dividend payments serves as a guide to the shareholders 

on the expected level of final dividends and hence total 

dividends for the year. 

In addition to cash dividends, aajority of the quoted 

coapanies also pay stock dividends or bonus shares (the 

tera used in Kenya). In aost instances, the stock dividends 

are issued alongside cash dividends. The aain objective 

1n 1 suing stock dividends i the coo er ation of 

. I h 
corporat1on cas • The ao t popul r tock dividend p yout 

r ti o (to p i d up h re c p tal) i th 2 ' r t1o. Oth r 

popul r d tr1bution r th 10 nd h r tor 

l. I o J o n h l • 7 
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the typical inyestor in Kenya does not only expect to 

receive caah di idends but also stock dividends. 

However, th coap ni do 'ppreciate the fact that 

h r hold r pr f r c h dividends to stock diYidends 

nd b nc d c a both types of dividends. 

As expected, no company was found to ,ay dividends 

in any other fora other than cash or stock. 

The second research objective was to ~dentify those 

factors considered by the publicly quoted companies 

when making the dividend decision. Firstly, the coapanies 

were found to eaphasise dividend regularity. This is 

to say that dividends were paid even when a company's 

earnings were very poor or even losses made. The aost 

frequent reason cited by the respondents for the aaintenance 

of dividend regularity was to maintain shareholders 

confidence. Hence shareholders satisfaction is a 

consideration of utmost iaportance when a coapany's 

dividend policy is being formulated. Other reasons 

aentioned for the maintenance of dividend regularity 

included among others: need to maintain tru tee tatus 

on the airobi tock exchange, infor in the h reholder 

indir ctly that profit are ein aade, bilit to ttr ct 

futur or pro pecti in tor nd fin 11 h n 

0 cop n · ' t r pri 
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Those co•pany's which p)aced utmost emphasis on 

atability of dividend rate alao cited the •aintenance 

of harehold r confidence as being the overiding 

con id r tion for pur uing this policy. 

H nc , 1n total, it can be concluded that the •a.jo.r 

dividend policies purpued by publicly quoted companies 

in Ken a are intended to have the shareholder satisfied 

as auch as the company can reasonably afford. This 

confirms that the management of most of these companies 

are aware of the fact that they are the agents of the 

shareholders (principle) and that all decisions taken 

aust be in their best interest ultiaately. That management 

has the shareholders interest at heart is illustrated 

by the following comment from one of the Finance directors; 

"Clearly, the 'shareholder will have his own reasons 

for wanting or desiring the dividend whilst 

the company will be looking at both the shareholders 

preference and investment opportunities available 

with a positive and better return for the shareholder". 

Clearly then, the •anagement of the publicly quoted 

fir• in Ken ·a aim at maxi•izing the valu of their firm' 

0 th har hold r {i.e. t le st JUd in~ fro th ir 

r of nior • 

h tt n h • r in n nc 0 di d nd r ul it 
' 

r r • D or r n 
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consider when paying cash dividends. The first and 

!oreaost co~ideration is the firms cash and liquidity 

position. Th typical firm in the sample studied does 

con id r n t nl · i present liquidity requirement but 

1 o !utu r q irements. Thus, where relatively huge 

inT ta nt projects are either proceeding or planned, 

low or zero dividends will be paid. The second most 

iaportant consideration is a company's current and 

prospective profitability. Thus profitability is an 

iaportant consideration. This may tentatively imply that 

the coapanies studied will usually use dividends as 

signals of the firm's future expected profitability as 

hypothesised by Lintner (1956) and others. Shareholders 

expectations are also taken into account when a company 

is deciding on how much dividends to pay. Other considerations 

aentioned by the respondents included: company's level 

of distributable reserves, the effect of dividends on 

the aarket prices of the company's shares, future 

anticipated trading conditions, inflation rate, inco e tax 

and other legal considerations, government regulation , 

need to repay aturing debt obligation , need to maintain 

tru tee tatus on the airo i stock exchan e, the tate 

o th n tional econo~ (pre nt nd xpect d), c p n ' 

ublic i nd th o pan·' di id nd tu t r • 

Th n 0 tl b r n 

h t ur 

0 0 • n 
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fact, the actual practice is to consider only a few of 

these factors. The only factor which is considered 

by almo t 11 th comp ny is the cash and liquidity 

po it· on of .l c mp. • All the companies surveyed said 

th t the iqu'dit po it'on is either a very important 

or important consideration with most saying its very 

important. 

The executives of the cooperating companies cited 

diverse circumstances which necessitated the pay.ent 

of stock dividends. The most frequently cited circumstances 

were; (1) when a company requires more capital to finance 

long-term projects. Long term projects are "permanent" 

in nature and it is just logical for a company to increase 

its per anent capital when such projects are undertaken. (2) 

Bonus shares (stock dividends) are also issued when reserves 

build to very substantial amounts. Most companies paid 

stock dividends whenever they felt that their per•anent 

capital was in dispnoportionate proportion to total 

shareholders fund. Hence, stock dividends are paid inorder 

to keep the permanent capital at a rea onable percentage 

of equ it. capital, and (3) poor liquidity po ition 

I though the co pan · ' profit p rformanc i ood. It 

hou d r al · ed th a c o p n c ould h ub t nti 1 

di r l cl d qu t liquid it 

r c p t t 1 • 

uc c cu h OJ t to 



- 101 -

returns to the shareholders in the fo~, of more shares. 

Stock dividends by theaselves do not benefit the shareholders 

as hi /h r owner hip cl im in the company remains intact. 

How v r, wh r 

th h r hold r 

di vid nd • 

th ca h dividend rate is expected to continue 

benefit in future periods through increased 

The few companies which opposed the issuance of 

stock dividends felt that stock dividend are "good for 

nothing" and their real benefit to the shareholders was 

'ni 1'. 

The researchers recommendation to publicly quoted 

companies in Kenya is that they should take the dividend 

decision more seriously. A systematic dividend decision 

making procedure ought to be established in every firm 

which will ensure that all pertinent factors are considered. 

It is only by doing so that the firm can hope to Nakimize 

its value to its shareholders. (i.e. shareholder wealth 

aaxiaization). Thus, situations where only a few (even 

one) of the numerous factor s that ought to be con idered 

are taken 1nto account ay not erve the be t intere t 

of the harcholder • Such 1 tuation 

e oid d t n to t. 

hou ld therefore 
' 

h r 

ormul for 

ch r o ot 1nt nd o r co•• nd 

rm n 

u • Th an o t 1 a 
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dividend policy for all fir•s does not exist. Hather, what 

the researcher recommend i that a firm's •anageaent and 

the board of dir tor add to their list of presently 

con id r d ! ctor all other factors which theory has 

r co•~ nd d. It i only by doing so, that the publicly 

quot d co•panie can aake dividend decisions which approach 

opti•ali ty. 

The saae reasoning (above) holds in the case of stock 

dividends. 4 co•pany must first deteraine what it intends 

to achieve through a stock dividend. Unless thQ.re are . 

other reasons for paying stock dividends other than shareholder 

satisfaction, they should never be paid. Stock dividends 

are a spurious means of rewarding shareholders. 

4:2 LIMITATIONS uF THE STUDY 

This study had several li•itations which cannot go 

without •ention: 

1. The population under study was quite s•all (54 

co•panies). To arrive at uncontestable re ult , it 

could have been necessar · to get re spon e from all 

of the co•panie in the mple. Howey r, th 

• It i th r for 

re pon 

r t w j u t av r 

d1!ficult to 

th co•p ni 

qu nn r 

n r H 

h ch 

(60 

th r ult of th tud.) to 

d to r ond o th 
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2. Where questionnaires were used, it was difficult 

to tell whether the re pondent was giving his own 

per on 1 vi w or wa stating his/her co•pany's 

ctu 1 pr ctice. 

Th co•p ni tudied are in so•e way ho•ogeneous in 

that they are all quoted on the Nairobi stock 

exchange. This is so because they are expected to 

•eet certain listing requirements. Therefore, the 

results obtained cannot be generalised to non-quoted 

firms. 

4. The industrial classification made for purposes of 

dat~ analysis in this study are too broad. This 

5 . 

th 

or 

r or 

t h 

was aecessitated by the fact that only a few companies 

are quoted and fine classifications, would have 

resulted into ha~ing even one co•pany per industrial 

classification. This would have made the industrial 

classifications .eaningless. Nevertheless, this is 

a li•ita tion. 

Error ar like l t o h e 0 c ur d hen c onvertin 

ar iou a l u fro• K n ' h1llin in to K n . a pound • 
n ddi n ' 

ub t r ctin or • ul ti li i n • Th 

could d th r r t r or 

ll o r , t t t 

r u u 

0 ur • 
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4:3 SUGGESTIONS FOR FURTHER RESEARCH 

Thi tudy w th first of its kind in Kenya as 

tar a di id nd polici are concerned. This being 

the c t 1 could not have exhausted all there is in 

di vid nd • In addition, the lack of adequate ti•e to carry 

out the re earch acted against the carrying out of a 

thorough and co11prehensive study. Nevertheless, the "way" 

has been opened and now its up to scholars in finance to 

extend the current study so as to comb the entire area 

of dividends. This exercise can prove to be challenging, 

interesting and of substantial intellectual stimulation. 

The researcher does therefore recommend a few of the 

directions in which such research canhbe undertaken. 

1. Studies which involve •ore public and private 

co•panies should be undertaken. The present study 

was restricted to only some 54 companies which are 

quoted on the Nairobi stock exchange. This, it can 

be seen wa a very s•all number in co•pari on with 

the nu•ber of private and pu blic companie in K nya. 

Therefore, a tudy which sample fro• a wide cro 

ction of 'en an co•pani i r quir d. 

2. tudi t t h bout th r 1 tion h 

d nd nd oth r p r • t r ( . h, . 
rn1n n u tr c: . n d r 

ru t ul • ud d n 

p 
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that a fir•s cash position is the most important 

consider tion when paying dividends. Thus the 

hypoth i th~t dividends are influenced by a firm's 

c h po ition can be easily tested. 

3. Th current study provided evidence that •ost 

co•panies pursue dividend policies which lead to 

shareholders satisfaction. Research on the 

sharelolders side, investigating their satisfaction 

on various dividend policies and what type of 

policies they prefer can produce valuable results. 

The findings of such studies can provide useful 

information to firms managment and directors about 

shareholder preferences. This would allow them 

formulate policies which aeet the needs of aajority 

hhareholders at the least cost to the firm. 

4. Capital market studies should also be initiated in 

the Kenya. Such studies can provide evidence as 

to whether dividends do influence the value of a 

firm. Since all firms aim at maximizing 

their Yalue, the 

polic for a firm 

h uld n rthel 

carch for an optimal d1vidend 

hich ha o far proved un ucc 

cont1nu • 

ful 



lOG ·• 

UNIVERSITY OF NAIROBI 

.!%1'/'.A(),.~.· J.J~2~~ 

~_?U.-.J,• _. ~~~ • ~MJ~· 

tlur- ~ 
~~9'~ 

or· ir 

FACULTY OF COMMERCE 

APPENDIX 1 
g tJ. !!I~ .J()~.9/ 

<./~~; ~)'-· 

14th April, 1987 

I am a postgraduate student ~n the Faculty of Commerce at 
the Uni~ersity of Nairobi. I am currently collecting data with 
a view to writing a Management Research Pro.iect on the 11 Dividend 
practices of Public Companies in Kenya''. 

I would be very grateful if you could spare about 20 minutes 
ot yow· time om! hfll p mo to t'i I J Lhn 11LL11chnd quw;Li oauaui t•u, Tho 
information that you provide will be treated as strictly confidential. 
The information provided will be combined with thal from other 
companies and in no instance will the name of your company be 

mentioned in the final report. 

'fhank you for your co-operation . 

Yours sincer ly, 



107 -

QUE Sri ONNAIRE 

Please answer the following questions as fully as possible. 

hhere a question pro\ide - hoic s, tick (vf) the appropriate box(es). 

1. hhcn wa..'> yotu• · llll . 1 • f · r ·t quoted on the Nairobi Stock Exchange? 

1 ·-------

2. hhul. n ag of your company 1 s issued ordinary shares are held 

by the large~t . saareh.lder~ 

3. How many shareholders have effective control over the company? 

(Effective control means the holding of a substantial number of 

shares .and/or exerts substantial influence on company's decisions). 

4. \\hat type of dividend policy does your company follow? 

Stable shilling dividends per share 

Stable payout ratio (i.e. a stable %age 

of profits available for distribution) 

Stable shilling dividends supplemented 

with extra (bonus, special) dividends 

Policy varies from year to year depending 

on circumstances 

OLher.:-. ( -·pccit'y) 

0 
D 
D 
D 

---------------------------------
5. Pl a~ r•ank the following thre aspc ts of di vidcnd pol i y in order 

im rtanc ( u-:,e 1 for mo~ · impor alit a11d 3 fo 1 a~ 

l. ( • lU d ' •id nd 

r 

d I 
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6. Please, give reasons why you assign top priority to the aspect 

chosen in the previous question? 

7. 

l. 

2. 

J. 

4. 

5. 

Do ·our ompany also declare dividends in the form of bonus 

shares? 

0 No D Yes 

8. If yes, under what conditions does the company declare Bonus 

Shares? --- - -- --·--------

9. It' your compQTly does not moke use o~ Bonus dividend , pl as giv 

reason why it does ot do so. 

1. 

2. 

J. 

4. 

s. 

10. Has your company ever de lared dividends in any form other than 

a h or Bonus ~hare~? 

Ye~ D No 0 
1 . I 1 ye•, h t for• ' it? 

it ' W d I m· • o 1 · di • · d n n h · t J'ft • 

? 
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13. ~hat factors do you consider When declaring cash dividends? 
Please provide as much detail as possible. 

14. In addition to the factors you have already listed above, what 
other factors do you think should be considered and why? 
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15. Below is a 1 ist of some factors which may int'l uence a firm 
1 
s 

dividend decision. Please indicate how important each factor 
is, as it appli s t your ompany. 

1. 

'> .. 
J. 

s. 
6. 

7. 

8. 

9. 

10. 

ll. 

12. 

13. 

1 

15 . 

16. 

pay d •bt 

R ~ tri tions in debt contracts 

Inflation 

t .overrunent 1 s Fiscal Pol icy 

Cash and liquidity position 

Stability of earnings 

Average education level of 

the Board of Directors 

Tax rules (shortfall Clause 

CAP (470), Sec. 24(1)) 

Company's growth rate 

Near-term business outlook 

Shareholders' typical income 
tdX bracket 

Shareholders' need for 

inunediate inc ome 

Cornpa11y 1 s t otal assets 

eed t o rn <.~ intain cont r ol by 

t h urrent .shar hold r 
l 1 t'onnat; ion com· e ) d by 

divid r d to in\ tor 

1 mark 

uh -

i l 

Very 
Impqrtant 

3 

D 
0 
D 
[_ -l 

Ll 
[_-~ ] 

I~ ~-~J 
[ -J 

~~ 
Ll .I L_ 
[] 
I= I 
[- 1 

[J 
l 

1 

Not 
Im~ant _. Impo~tant 

Cl 0 
D 
D -j_j 

0 
I=_] 
I~ 

C J 
D 
,---_, 

D 
0 
0 
I~ 
0 
0 
0 
l=r 
~ 

1.-=i 
~~ 
I~ 

I~ 
l_l 

I 
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D A T A C 0 L E E C T I N G I N S T R U M E N T 

- YEAR DIVIDENDS PIWI<'ITS OlWINARY DIVIDENDS ~!VIDE D TOTAL FREQUENCY OTHER ~ c I y BONUS 
AS A ~GE ATTIUB- SHARE TO ORDI- PAYOUT ASSETS OF CASH SHARE FORMS 
OF PAID UTAHLE CAPITAL NARY SHARE RATIO DIVIDEND ISSU ES OF 
UP SIIAHE To ou.o- HOLDERS DIVIDI 
CAPITAL INAHY NDS 

SHAHE-
HOLDEHS 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1976 

1977 

1978 

1979 

\ 
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APPENDIX 2 

LIST OF FIRMS 

PLANT AT ONS 

1. Brook Bond Liebeg Kenya Limited 

2. Eaagads Limited. 

3. George Williamson Kenya Limited. 

4. Kakuzi Limited 

5. Kapchorua Tea Company Limited. 

6. Kenya Planters Co-operative Union Limited 

7. Limuru Tea Company Limited. 

8. 01 Pejeta Ranchi ng Limited 

9. Sasini Tea and Coffee Limited. 

10. Theta GToup Limited. 

MOTOR AND TRANSPORT 

11. Car and General (Kenya) Limited. 

12. C.M.C. Holdings Limited. 

13. East Africa Road Services Li mit ed. 

14. Expr ess Kenya Limit ed . 

15 . Mars hal ls (E.A.) Limi t ed . 

16 . otor ,ar t and E~change Limit ed . 

1 . Barclay Bank of Key Li ited . 

8 . C anc rv Invest en Li ite • 

9 . Ci Y 

20 . c 

r v 

0 

• 

• 

.. 
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21• Diamond Trust of Kenya Limited. 

22. ICDC Investment Company Limited. 

23. Jubilee Insurance Company Limited. 

24. K nstock Limited. 

25. ercat/Unga Limited. 

26. National Industrial Credit (E.A.) Limited. 

27. Pan Africa Insurance Company Limited. 

28. Sofar Investments Limited. 

PRINTING, PUBLISHING AND PAPER. 

29. Consolidated Holdings Ltd. 

30. E.A. Packaging Industries Limited. 

31. Nation Printers and Publishers. 

GAS, ENERGY AN~ ALLIED. 

32. Carbacid Investment Limited. 

33. East African Cables Limited. 

34. East African Oxygen. 

35. Kenya Oil Company. 

36. Kenya Power & Lighting Company Ltd., 
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43. Kenya Orchards Limited. 

CONSTRUCTION MATERIAL: 

44. Bamburi Portland Cement Company Limited. 
4: East African Portaand Cement Company Limited. 
46. Timsales Limited. 

MANUFACTURING (GENERAL) 

47. B.A.T. (Kenya) Limited. 

48. East African Bag and Cordage Limited. 
49. Dunlop (Kenya) Ltd., 

TRADING (GENERAL) 

50.. A. Baumann and Company Limited. 

51~ Hutchings Biemer Limited. 

52. Pearl Dry Cleaners Limited. 

53. Phillips Harrisons and Crosfields Limited. 



APPENDIX 3 

' UTIVE PEHSPEX:;TIVES OF DIVIDEND POLICY 

A. REASONS FOR EMPHASISING DIVIDEND REGULARITY 

1. On occasion of exceptional profits, consideration 

is given to an increase in dividends. 

2. Policy is to provide shareholders with a 

minimum rate of return and dividends is in no 

way related to profits. (energJ). 

3. Historicall~ company has always paid 

dividends even when losses were made. 

4. Ensure that Income Tax rules as r regards 

dividends are adhered to. 

5. Indicates business at least maintains 

share of the market. 

6. Shows profits are being achieveQ. 
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B. REASONS FOR EMPHASISING STABILITY OF DIVIDEND 

RATE 

1. To maintain regularity. 

2. Pri ciple hareholders can plan their budgeted 

ca hflows well. Guide on fluctuations of 

profits attributable to ordinary shareholders. 

3. We are a public quoted company selling services. 

Stability (and growth) of market value of shares 

has a major influence on our image and sales. 

4. Kenya stock exchange is non-speculative and so 

stable rate of return is preferred. 

5. Equitable distribution of profits. Shareholders 

expectations complied with. 

6. Consistency which builds confidence in investors. 

7. Stability of performance of shares in stock 

arket . 

c. DIVIDENDS 

1 . uch de ends on cash liquidity position . 

2. 

Cash flo restric ions ma}·es it unviable . 

To ensur th 

·urn on hi 

on . 

h hold r r c ives a r 

nv ft r 

onall 

Ol 
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D. CIRCUMSTANCES \\'HEN BONUS SHARES ISSUED 

1. When effect of ploughing profits back into 

dev lopm nt justifies bonus issue. 

2. Wh n reserves accumulate and it is possible to 

m int in earni ng ratio on the new capital. 

3. To maintain the value of issued sharecapital at a 

reasonable stage of total shareholders funds. 

4. When recapitalization of profits is desired 

for cashflows and other reasons. 

5. When there are exceptional profits e.g. during 

a coffee boom. 

6. As and when growth justifies, i.e. when we can 

see we can anticipate maintaining approved 

dividend rate on an increased level. 

7. When more capital is requir ed for long-term 

proJects and funds are available ex-ReTenue 

Reser ves . 

E. 

1. 

YiHY CO BONUS SHARES 

Shareholders would prefer cash income . Bonus 

s ares ave no effect on ca ital structure or 

futur divi nd and a p to b a puri ou 

n o in o • 
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2. We consider the Co. to be adequately capitalised. 

3. We do not have liquidity problems to force us 

into payin bonus shares. 

4. Retained profits are used for expansion 

purposes. 

5. If performance profit wise is good but there 

is need to conserve cash and broaden equity base 

for borrowing. 

F. FACTORS CONSIDERED \'.'HEN PAYING CASH DIVIDENDS 

1. Capital expansion for current and future years 

must be considered before declaring a dividend 

in order to maintain the liquidity necessary to 

run the company. 

2. AnY restrictions placed on lending institutions 

on distribution of profits . 

3. A reasonable percentage of profts attributa e 

that will allow sufficient retention of profits 

to meet normal gro,th and or planned expansion. 

4 . Share ric 

0 

- effect of divid nd olicy on 

ca it liza ion. Liqui i y -

0 

• 1 1 

v n 

v 
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opportunities -can company earn more from the 

retentions to make better future payments? 

5. Giv t n ible returns to shareholders. 

6. Central bank regulations and delays in approval. 
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FIGURE 1: COMPOSITE INDUSTRY PROFITS & DIVIDENDS 

I I 

I I : .. I I 
i· I :' I: 
1: I: 
I· 
I' 
I 
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FIGURE 2: PLANTATION INDUSTRY PROFITS & DIVIDENDS 

I 

I 

I 

. 
/I I I 



- 122 -

FirrURE 3: MOTOR & TRANSPORT INDUSTRY PROFITS & DIVIDENDS 
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FIGURE 4: FINANCE & INVESTMENT INDUS'l'RY PROFITS & DIVIDENDS 
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FIGURE 5: PRINTING PUBLISHING & FABER INDTJSTRY - PROFI'rS & DIVIDFJNDS 

I 
~~~~4-~~~~--~~··~~~~~~~ I~ 

I 
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FIGURE 6: CONSTRUCTION INDUSTRY PROFITS & DIVIDENDS 



FIGURE 7: 
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MANUFACTURING (GENERAL) INDUSTRY PROFITS & DIVIDENDS 
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FIGURE 8: HOTELS, FOODS & BEVERAGES INDUSTRY PROFITS & DIVIDENDS 
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FIGURE 9: GAS, ENERGY & ALLIED. INDUSTRY PROFITS & DIVIDENDS 

I I 

tt11Httt I liHHil 
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FIGURE: 10 TRADING (GENERAL) INDUSTRY PROFITS AND DIVIDENDS. 
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