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ivid nd are ery important con id ration fi r any indi iduaJ eriously considering 

inve ting in a c mpan . enerally divid nds are the paym nts of all or part fa firms net 

earnings to the hareholders. On the other band capital gains appear in the form of 

appreciation of the market vatu of affirm hare. Di idend p !icy determine th extent of 

internal financing by a finn. The finance manager decide whether to relea e corporate 

earnings from the control of the enterprise. 

Thi tudy was carried out with the aim of examining the presence and strength of the 

relati nship between dividends changes with variables such as earning cash flow and 

capital structure leverage) among firms listed in the Nairobi tack Exchange (N E). 

A ample of 43 Firms was used to bring out the relationship between dividend and certain 

variables namely earnings cash flows and capital structure or leverage. p s oftware was 

used to analyze data. A regression of dividends against the three ariables indicates that 

earning was the most important variable among the studied variables 

By looking at the simple regression models it was found out that the relationship between 

DP and ~ P was a strong and positive in nature with a correlation coefficient of 85.7%.The 

relationship between DP and Cash Flows was significant with a correlation coefficient of 

25.3% which is positive but weak in nature. The relationship between DP and Debt to Equity 

ratio to represent capital structure bad a coefficient of -4.0% which is a weak and negative 

correlation which shows that the direction of the relationship is inverse that is the more the 

dividends paid the lesser the amount of debt to equity ratio and vice versa for les er divid nd . 

Out of the firms listed at the NSE about 23.2% have high debt to equity ratio indicating that 

they apply more debt that the equity amount they have on their capital structure 

We can therefore conclude also that dividend change is most sensitive to amings then cash 

flows from operating from operating activities and finally to debt in that order. Those firms 

with high debt to equity ratios pay low amounts of dividends with an exceptional of about 5% 

' ho pay a high amount. About 58% of firms studied had a hjgh Eps and a high Dp showing 

the presence of a strong relationship between the said variables. 
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H P RO :I OD 

1.1 Background of tud 

lndi iduals invest in firms mainly because they expect some returns. The returns t the in estor ar 

either dividends or capital gains. Generally dividends are the payments of all or part of a firms net 

earn ings to the shareholders. n the other hand capital gains appear in the form of appreciation of the 

market alue of affirms share. 

A firm s management must decide how the firm's earnings are to be distributed. The finn has the 

choice of either retaining the earning to finance future investments or distributing the earnings to the 

hareholders. Poor earnings performance in this case is an annual loss or declining profits. 

Where as dividends are mo tly distributions in the form of cash they could also be eli tributed in other 

fo rms. These include· distribution of a firms non cash assets (e.g. stock promise to pay script 

di idends aJI eating additional shares to the share holders chargeable to a firms r tained earnings 

account (stock dividends/ bonus shares or liquidating dividends which are charged against a firms 

share capital account. Capital structure here refers to the mix of debt and equity, which a finn employs 

in rai ing corporate finance. Benito and Young (2001) also describe that higher leverage is associated with 

dividend reduction and omission. 

Dividend policy determines the extent of internal financing by a firm. The finance manager decides 

whether to release corporate earnings from the control of the enterprise. Because dividend policy may 

affect such areas as the financial structure the flow of liquid funds corporate liquidity stock prices and 

inve tor atisfaction. It is clearly an important aspect of financial management (Weston and Brigham 

1981). 

The primary puzzle is the motivation for finns to pay out a significant percentage of their profits in the 

form of regular cash dividends and them tivation to share holders who are in high tax brackets to hold 

these dividends paying stocks Allen and Michaely 1995) black (1976). 

Earnings persistence as a determinant of dividend changes is also emphasized by Marsh and Merton 

(1987) who reports evidence that aggregate dividends reflect the likely persistence of earnings 

improvements as measured by the stock market aggregate capitalized value of those improvements. 



Angel and Angel 19 document a high incidence f dividend reducti ns by firms with 

tran it ry I sses or with I w but po itive earnings. Litner and ama and Ba iak I 68 emphasize then 

rele ance of current and past earnings while Miller and Modigliani's 1961 analysis f the infi rmati n 

c ntent of dividend sugge t that dividend changes al depend on management s expectation f future 

earnings. ccording to MM 1961 pp. 430 where a firm has ad pted a policy of dividend stabilizati n 

with a long established and generally appreciated 'target pay ut ratio in estors are likely to (and ha e 

g d reas n to) interpret a change in the dividend rate as a change in management s views of future 

pr fit prospects for the firm' 

number of the ries relating to dividends have emerged. Jen en (1986) argues that enhanced 

monitoring firm are more likely to pay out their free cash flow. The theories imply a relationship 

between type of shareholder and amount of earnings attributed as dividends. Linter s (1 956) pioneering 

study of dividend policy finds that a ftrm s bottom line net income is the key determinant of dividends 

change which in his sample are largely dividend increases since it primarily surveys healthy firms it 

revealed that 

dividend ... 

et earnings were the predominant elements which determine current changes in 

Dividend is determined or at least influenced by firm s inve tment policy and capital structure. De t 

financing creates obligations to pay cash in future peri ds and there by reduces cash flows available for 

capital expenditures and dividends in those periods. quity financing in tum diminishes the pro rata 

share of total cash flows available for dividends and reinvestment. 

o schools ofthought have emerged in the course of the dividend controversy. The first school which 

is the traditional which holds that. dividends are relevant in finn's valuation. The second one i.e. 

classical view holds that, dividends are preferred to capital gains and hence firrns which wish t 

maximize their value to the shareholders should pursue liberal dividend policies this is because firstly , 

dividends resolve the uncertainty associated with the capital gains and secondly djvidends convey 

aluable information to the shareholders about the firms expected earnings prospects. Those who 

idcntilied themsel es with this school include: Lintner (1956), Walter (1956 and 1 963), Graham Dodd 

and otller 1962) among others. These scholars viewed the vaJue of the firm as its future dividends 

(including liquidating ctividends . 
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fhe traditi nal icw that di idends arc g d was m st pr min m fl re I " hen MM wrote a 

re oJutionary pap r in which they argue that di idends wcr irr levant in linn's luati n. They argue 

that th alu f a firm i nly influenc d by the rate o retllrn on it inve tmcn . 

The regular p ym nt f di id nds may b w !come by inv stors but it may re ult in many go d 

in c tmcnt opportunitie being passed up or the firm may sell uri£ies for dividend . Weston and 

Brigham 19 I note that a finn may maintain a reas nable stable dividend by using ut ide financing 

including debt to mooth out the differences etween the fund needed for investment and the amount 

f money provid d by earnings. The crucial question bee mes that of the relative importance of 

inve ·fmenl policy V di idend policy. 

Roni et al. 1995) in estigated market reactions to initiations and omissions of cash dividend payments. 

They found that the magnitude of short run price r actions to omissions were greater than those of 

initiations. This drift was also more pronounced than that following earnings surprise. Omission 

announcement were associated with a mean drop of about 7% and initiations with a price rise of over 

3%. When we look at the dividend policies of firms in the United tate in the last 50 years we observe 

several interesting patterns. First, dividends tend to lag behind earnings· that is increases in earnings 

ar followed by increases in dividends, and decreases in earnings sometimes by dividend cuts. Second 

dividends are sticky' because firms are typically reluctant to change dividends· in particular firms 

avoid cutting dividends even when earnings drop. Third dividends tend to follow a much smoother 

path than do earnings. Finally th re are distinct differences in dividend policy over the life cycle of a 

finn, resulting from changes in growth rates, cash flows and pr ~ect availability. 

A firm s dividend decision is a critical one which needs careful attention because of its bearing on the 

value of the firm (Brennan and Thakuv 1990). A part from financing and investment decisions a firm's 

management must decide bow the fmn s earnings are to be distributed. It bas the choice of either 

retaining earnings to finance future investments distributing the earnings to the shareholders or 

retaining a proportion and paying the rest as dividends. 

The principle behind the attractiveness of the company·s ability to pay di ideods is that it provides 

cenainty about the company s financing well being. There are a few examples of how the decrease 

abo e the increase of a dividend distribution can affect the price of a security. Lowering or omittin::: 

dividend distributions ' ·ould negatively affect companies that have a long standing history of stable 

3 



di idend pa out; thes c mpanics ' uld be p iti ely a fected b increasing divid nd pa uts r 

making additional payout of th same di idends. Furth rm r c mpanic with ut a di idend history 

are generally iewed favorably when th y declare new di id nds. 

A number of rc chers like Black 1976) ha pr idcd insights thcor tical as well as empirical. into 

the dividend p licy puzzle. H we er th i sue as to why firms pay di idends is a et unresolved . 

e era) rati nales for a corporate di idend policy have been proposed in the literature but there is no 

unanimity among resear hers. veryone however agree that the i ue is important as dividend 

payment is one of the most commonly observed phenomenons in corporations w rldwide. 

ince Jenson and Meckling (1976], man studies have provided arguments that Hnk agency costs with 

the oth r financial activities of a flnn. Easterbro k [1984] says that firms pay out dividends in order to 

reduce agency costs. Dividend payout keeps firms in the capital market where monitoring of managers 

is available at lower cost. If a fum basfree cash flows [Jensen 1986)] it is better off sharing them with 

stockholders as di idend payout or retiring the fmns debt) in order to reduce the possibility of these 

funds being wasted on unprofitable (negative net present value) projects. 

Lintner 1956) carried out interviews with the top executives of 28 us firms aimed at identifying the 

factors which influence their dividend policies. His findings were that a firm s level of earnings was 

the most important factor which influenced its dividend policy. 

There is no generaJJy accepted defmatiion of cash flow''. urrently this term designates a ariety of 

values which either examine the solvency of liquidity of a company or elese measure the ongoing 

success and growth of a company. These values include earning before interest, tax depreciaition, 

ammortization (EBITDA . Cash flow from operations cash flows from inves1ments free cash flows 

and net operating profits after taxes (Working Council of Chief Financial Officers 2000 . 

Cash flows act on valuations the way gravity acts on matter. The lower the cash flow the greater the 

downward pull on aluation Me Go em 1996). Cash flow is the constant flow of money in and out of 

a company. The outflow of cash is the money paid every month to salaries. suppliers and creditors. The 

inflow is the money rec ived from customers, lenders and in stor (Me Govern 1996). 

An. company no matter how big or small moves on ca band not profit. Financial obligations cannot 

b paid with profits only cash ( tancill 1987). 

4 



Th inancial cc unts and tandard B ard. in i di cu ion mem rundum n ·•reporting funds 1l w 

and finan iaJ fl xiblit · , state as gi en that pr fitability and funds n ' ar different subjects, 

om bola and Ketz ( 1983 . 

An investigation n ash flows re ealed that many author agr n the imp rtanc f cash n w 

informati n. a h flow may be iewed as the lifcblo d o a c mpany in the essence f its very 

existance Rujoub et al., 19 5). Profitable acti ities do not neces aril pr ide ne d d cash and cash 

generating acti itit s are not necessariy profitable 

The air bi tock E cbao e 

The air bi lock xchange E) was established in 1954 and was among the first African stock 

exchange. urrently the E has 48 companie quoted. The business of dealing in shares was then 

confined to the resident European community since Africans and Asians where not permitted to trade in 

ecuritie until after attainment of independence io 1963. 

The E currently trades securities composed of Ordinary shares preference shares. Debentures 

corporate bonds and government bonds. The SE is a call market as opposed to a continuous market. In 

a call market trading is allowed only at a certain specified times. In a continuous market traders may 

occur at any time. Studies have shown that the trading mechanism significantly affects stock return 

characteristics (Amihod and Mendelson 1987) The N E has been an open out cry system since its 

establishment. It has since 2005 introduced computerized depository system CDS to increase the speed 

ands efficiency of transactions. 

The NSE deals in local securities particularly shares. It is open from Monday to Friday and then closed 

aturdays unday and during public holidays. Most stock exchange in the world also trade between 

Mondays and Fridays (Jaffe and Westerfield 1989). The similarity of the trading period worldwide 

would imply that the effect of settlement delays would affect stock prices behavior in a similar manner 

in mo t world stock markets (Mokau 2003) 

1.2 T TEME OF THE PROBLEM 

The dividend policy decision of a firm is a ery important management decision. The dividend policy 

of a firm can be formulated in a ariety of ways and it is therefore not just a simple act of either paying 

cash di id nd or n t paying. 

5 



r r llml \ hi h i: paying di\ iden 

to pay lh di idcnds cash t 

th dir to ha e t d i c hov. much di id nd t pa_: h 

and: wh n t pa th di idend . 

The prim ry empiri I re arch n di idcnds has [I u ed n the rcacti n f lhe market to hangc in 

di ,idend li y. P ttit (1972. har ny and way 19 0 A quith and Mullin 19 3 . haler and 

W rna k 

Roni ( l 

ha e looked at lhe market reaction t di idend omi ion r initiation . franklin and 

rts that d ciding on amounts of earning to p y out as dividends is ne of the maj r 

that a firm manager face . A a result proper understanding of di idend polic i crucial for 

many oth r are f financial conomics. 

h p the ized by Mill r and Modigl iani, 1961 di idend reductions depend n whether earnings 

include unu ual item and mor persi tent earnings difficulties. Dividend reductions occur significantly 

Je oft n when lo es include unu ual income it rns such as pecial write d wns associated with 

corporate r structuring . uch lo ar less likely to generate dividend reductions because unusual 

it m will tend to have a more tran itory earnings impact and/or to be less indicati e of on going 

operating difficuJtie . 

In Kenya an analysis of the relation hip between djvidend changes and such variabl as earnings 

performance cash flows and capitaJ structure of firms li ted on the airobi tock Exchange bas not 

been carried out· thus thjs tudy was carried out to bridge thls knowledge gap by analyzing tb 

relationsrup betw en the said ariables and the underlying strength. 

everaJ re earch studies have been done on the topic of dividend payments. Iminza. W 1997) carried 

out a re arch on information content on dividend payments on share prices by publicly quoted 

companjes. be found out that dividend has a significant impact on share price and that the impact is 

much greater when there is a reduction in dividend paid than an increase. Karanja. 1987) carried out a 

re earch to identify dividend practices of publicly quoted companjes in Kenya He found out that the 

le el of di idends was aJso found to vary cfuect1y with the I vel of earnings i.e. most companies follow 

a stable di idend pa out rate. Companies on the other hand mu t retain enough funds to finance its 

expansion programme. 

6 



tudi ut divid nd an I rk t ck change ' ith firms 

ha~ing tabli he tra k r ord iti 

in id nee f di i end reducti n with p rsi tent thr r m r losses, but pr id n e idence 

on di id nd redu ti n for firm with transitory I r with low but po iti c earnin ·. 

The found out that an annual I ntiaJiy a n ce ary, but n t sufficient, c ndition for di idend 

reducti n in finns with tabli h d earnings and di idend rec rd o r time. 0 Angelo I 990 . 

In the d el ping e onomie and merging capital markets the r lati n hip twe n dividend and other 

ariabl lik earnings, cash fl w and capital structure of finn has not been ed or t ted to 

eri fy if the re ult would b clo e to those of the d eloped markets like th Y . tudie n 

detenninants of divid nd policy practi e and influences have howe er been carried in our country at 

the E lo king at what are th major determinants of dividend . 

This study was carried out with the aim of examining the strength of the r lationship betw en di idends 

change with ariable. such as amings. cash flows and capital structure among firms listed in the 

airobi tock xchange ). It i different from the other studies in that, it will not only identify the 

ariable but ek to tablish which n among them influences dividend change most and if any 

relationship may subsist bet\ een them given the different as umptions of the MM m del. 

While the issue of di idend policy is far more pervasive thi tudy address d the determinants of 

dividend payout for firms among the said ariables. It was concerned with addressing the following 

questions· 

1. Is there any relationship between th dividend policy changes and the given variables i.e. capitaJ: 

structur cash flow and earnings? 

2. Among the three ariabl . which affects di id nd policies more and to what extent is the effect 

given a change in p licy? 

13 bjectiv of the tud 

This tudy will basically seek· 

I. Toe tabli h the r lationship betwe n di idend changes and earnings cash flo, sand capital structure 

of compani s listed at the airobi tock exchange. 

2. To determine the n iti ity of di idend t changes in the ariables for the firm li ted at E. 

7 



1.4 Jmp rtance f the tud. 

ks to nefit th fl llowing am ng others with its finding : that i 

I. In tudy \! ill aid th in tors in under tanding the ari u di id nd p lici u cd b 

firms and h w po r p rforman c by the firm they ha tn t d in will affect am unt of dividends t 

be paid out to them sin th y an tell th trend of di idend payout gi en influenc s on the ariabl s. 

The findings will provide th m with aJuable information t be u d in making in e tment deci ion 

2. inancial oal t: -The tudy will h lp them be in a po ition to pr ide bett r inve tment ad ice to 

th ir clients especially bas d n th firm' amings and previou performanc s with divid nd policies. 

3. Mana ement:-lt will help them to be aware of the impact of an lo ses arising and the effect it will 

ba e on the dividend amount paid gi n a companies past r cord on dividend payments with the 

capital structure mix used by it and amount of operating cash flows it has for u e. 

4. tock brokers: -The study will help stock brokers in making proper and well infonned decisions in 

advising their clients who are dividend driven as opposed to capital gains 

5. cholars: - To them the knowledge basis in the finance area will be enhanc d especially to those 

who will be willing to study more about finn s performances and the qu stion a t wheth r to pay or 

not to pay dividends and retain them for future use given amount of cash outflows the company has for 

its disposal. 

8 



H p R IT RT R R IW 

2.1 lntr duction 

1 hi chapter will eek to gi an in ight of the views f other ch Jar who have undertaken studies n 

similar ar as about di idend dctenninants and their findings and discus i ns. A fundamental relation 

ob erved in divid nd poli y i the widespread tendency of c rp rations to pur ue a relati e table 

di id nd p li •. 

2.2 Di idend Polic D c· ion and Financia l Framework 

o t corporation seek to maintain a target dividend per share. Profits of firms fluctuate considerably 

with changes in the le el of business activity though dividends are more table than earnings. 

Howe er dividends increase with a lag after earnings rise. Only after an increase in earnings appears 

clearly sustainable and relatively permanent are dividends increased. When di idends ha e been 

increased. strenuous efforts are made to maintain them at the new Je el. If earnings decline the 

existing di idends will generally be maintained until it is clear than on earnings recovery wiU not take 

place. 

orne re earchers have emphasized the informational content of dividends. Miller and Rock 1985 for 

instance de elop a model in which dividend announcement effects emerge from the asymmetry of 

information between owners and managers. The dividend announcement provides shareholders and 

the market place the missing piece of information about current earnings upon which there estimation 

of the firm s future (expected earnings is based. 

When the focus of corporate managers diverges from those of shareholders financial policies can be 

used to reduce agency cots. In particular Easter Brook (1984) and Jensen (1986) emphasize tha:r 

consistent dividend payments can mitigate agency conflicts by distributing investment returns and 

thereby reducing the scope for managerial misallocation and appropriation of corporate resources. 

hleiter and ishny. 1986) and Allen, Bernardo and Welch (2000) note that institutional investors 

prefer to own shares by finns making regular dividend payments and argue that large in titutionai 

in e tors are more willing and able to monitor corporate management than are smal ler and more 

diffuse owner. As a re ulL, corporate dividend policies can b tailored to attract institutional imesto~ 

who in tum provide imp rtant monitoring r ices. 
9 



fkmartiz. 1 ichad , Thaler I 97 analyz the i ue ' h thcr di idend change ignal th future or 

the past. ·or a amp! of 718 di idend an noun ments made b, Y • or AM X firms during th 

peri d I 79-9L the find a lagged and c ntemporane us r tali n between di idend changes and 

earning . Their analysis at that in the tw ear foil wing dividend increases, earning 

changes are unrelated to the ign and magnitude of dividend change . 

e Angelo De Angelo. and kinner 1992 analyses the r lationship between dividend and losses 

and the information conveyed by dividend changes about the earnings performance. They examine the 

di idend behavior of 167 NY firms with at least one annual loss during 1980-95 and thos of 440 

firms with no los es during th same period where all the fums had a consistent track record often or 

more years of positi e earnings and dividends. They find that 50% of 167 firms with at least one los 

during 1980-95 reduced dividends compared to 1% of 440 firms without losse . Their findings 

support signaling hypothesis in that dividend changes impro e the ability to predict future earnings 

performance. 

Glen and colleagues 1995) study the dividend policy of firms in emerging markets. They find that 

firms in these markets have a target dividend payout rate but less concerned with volatility in 

dividends over time. They also find that shareholders and governments exert a great deal of influence 

on di idend policy and ob erve that dividends have little signaling content in these markets. 

Farna and French (2001) analyze the issue of lower dividends paid by corporate firms over the period 

1973-1999 and the factors responsible for the decline. In particular they analyze whether the lower 

dividends were the effect of changing frrm characteristics or lower propensity to pay on the part of 

firm . They observe that proportion of companies paying dividend has dropped form a peak of 66.5% 

in 1978 to 20.8% in 1999. They attribute this decline to the changing charact ristics of firms: The 

decline in the incidence of dividend payers is in part due to an increasing tilt of publicly traded fums 

towards the characteristics - small size low earnings and high growth of firms that typical! ha e 

ne er paid dividends· (Fama and French 2001 . 
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p 01 ID 0 P 

Dividend policy can be defined as the plan of action adopted by the firm's director whene r ther is 

a di idend deci i n to be made. Oi idend p licy determine the divi ion earnings b l\ een payment 

t shareh Ide and r -in tm nt in the firm that is. decision to pa out earnings retaining and 

rein esting them. Di idend lie can provide information to the tockh lders c ncerning the firm s 

performance. he types of payout poli ies u ed by firms arc: 

table or predicti e dividend p I icy in lves payment of a specific di idend p r shar each ear or 

periodically and po sibly increasing di idend at a constant rate. There are enough vidences to 

indicate that mo t firms and stockbroker prefer reasonably stable di idend p licies Ma er et al. 1992). 

Thi stability is characterized by a rather strong reluctance to reduce the dollar amount or dividends 

from period to period. A decrease in the amount of dividend is not made until management is 

con inced that the new low level of earnings is permanent. Thus di idend changes lag behind changes 

in earnings. 

The ad antage with this policy is that the shareholders are certain of some earnings each period the 

company makes earnings. The disadvantage with this policy is eli idends have a signaling effect, that 

is a fluctuating dividend would lead to a greater uncertainty. econdly, shareholders for current 

consumption may have difficulties to implement this policy if a firm is faced with a liquidity problem. 

tudies carried out by Lintner 1956 provided evidence that dir ctors of firms ar reluctant to change 

the shilling amount of dividends in response to temporary fluctuations in earnings from year to year. 

Dividends are therefore sticky' in nature (Lintner 1956) 

Constant payout ratio policy involves payments of a constant percentage of earnings as dividends. 

The implication of this policy .is that the amount of dividends paid out might vary violently from 

period to period depending on a firm's earnings instability. The limitation of the policy with most 

firms is it increases shareholders uncertainty about the firm s future earnings and dividends. It may be 

difficult to implement aU financial distres . The policy is particularly unpopular with certain groups of 

shareholders consisting of widows orphans retires and institutional in estors (Dori and Mathur). 

Low regular plus extra or bonus is a compromise policy that invol es payment of low regular 

dividends plus year end extras during good years. It gi es a finn flexibility _ et th in estor can count 
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on receiving at lc t minimal di idend. he xtra di idends have s me 'inforrnati n e cct''. fathur. 

( 1 7 say that firm u thi p I icy l inform the shareholder ; 

look we are c mmittcd t paying our r gular di idends and we hall tri e to c ntinue to d . This 

year we mad e tra profit th refor we are temp rarily increasing th dividends and calling the 

increase extra di idend. II wever y u should not expect any extra di idends next year ir pr lit are 

not at ery high lc el. 

This policy is suited for a firm whose cash flows are quite volatile. uch a firm can set relati ely low 

regular di idend to b maintained e en in low profit years. thi is supplemented with extra di idends 

in the years of high earnings (Mathur 197 ). 

Residual dividend is a policy in which dividend paid is set equal to the actual earnings Jess the 

amount of earnings and which is necessary to finance the firms optimal capital budgeting. 

This policy is particular! suited to the growth companies with enormous profitable investment 

opportunities. Residual policy implies dividend should only be paid out of fresh cash flows. 

According to this policy a firm that has to issue a new common stock to finance the optimal capital 

budgeting has no residual earnings and pays no dividends. The advantage of this policy is that it 

enables a firm to use cheap internally available funds when invesbnent opportunities arise. The 

disadvantage on the other band, is that strict adherence to the policy would imply high dividend 

variability. 

Conditions which necessitate the adoption of the Policy To Pay ReguJar Cash And tock Dividends 

include the following, when a firm wants to continue its record of reguJar cash payments or if it has 

reinvested earnings that it wants to capitalize and if it wants to give stockholders a share in the 

additional earnings but cannot afford to use up its cash. hareholders have the option of selling their 

extra stocks and thus receiving "home-made dividend. 

2.4 WHY PAY DIVIDE D 

firm's shareholders are the rightful owners of all the profits it generates. The shareholders objective 

in in esting in a firm's hares i the maximization of their wealth. hareholders could either get as 

their package dividends or capital gains. Gi en that shareholders own all earnings generated by the 

firm. it can be argu d that they should be indiffi rent as to either dividends or capital gains. 

12 



fhere are re n ·. which make lirms t pa di id nds. Th rc · n are di cussed below a : 

Reduced un ertainty 

Pro id in estors with onsumption income 

Lack of in c tment opp rtunities which promise adequate r tum 

Inti nnati n content of dividend . 

2.4.1 R duced ncertainty 

B n t paying the di idend ther ari e uncertainty am ngst the finn' s hareh lders and the 

management. orne traditional cholars like Dodd and ottle 1962). Gordon ( 1959) and Walter 1956 

& 1963 ha e relied on the uncertainty re lution of dividend to argue that djvidends are 'good'. 

raditional view as erts that shareholders alue di idends more than capital gains. II it s true then the 

declaration of di idends does increase the value of the finn. hus, those firms that wish to maximize 

the market aJue of their shares shouJd payout all their earnings in form of dividends. Graham Dodd 

and CottJe J 962 as erted that a smiling of ruvidends has four times the average impact on share 

prices. as does a shilling of dividends. They used tow examples of real companies to show that a 

firm s dividend policy does affect the market value of its shares. 

In one example they compared the share price performance of two companies in the railway industry 

for the period 1939-1947. One firm had made higher profits but paid fewer dividends and 

consequently it shares fetched lower prices. 

Walters 1956) and Gordon 1959) found that ruvidends are preferred to capital gains hence the need to 

distribute earnings. Thus dividends do re olve the uncertainty associated with capital gains. Those 

who identifY themselves with this proposition argue that a bird in hand is better than tow in the bush' , 

companies do payout ruvidend tore olve the uncertainty. 

Modigliaru and Miller MM ( 1961) argued that their ruvidend irrelevancy model does bold even 

under conditions of uncertainty. Initially MM de elop d the model under the assumptions of perfect 

certainty which implied inve tors beha e rationally, information is freely available to all , floatation 

and transactions co ts do not exits. Later. MM ( 1961 ) dropped the ' perfect certainty' assumption and 

went on to show that the model stiJJ worked. In reality hov e er it is generally accepted that dividend 

policy does matter. Form that the concept of -'home-made .. dividend was thus coined and investors 
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\\hO wi h d t re i s m cash from their in e tments c uJd di pose 

rcaliz capital gains . 

part their in e tment t 

. orne f the as umption made by M includ : o tran a ti n co 1.! ar involved. ·xi t nee f 

efficient capitaJ markets; there ar many bu ers and ellers f curiti . When th umption hoJd, 

MM argu d that harehold r would be indi erent as t wbeth r the received return in the form of 

di id nds or capital gain . 

The iew that dividends were irrelevant e en under condition f uncertainty has been criticized by 

am ng thers rdon 1963 . ordon 1963) argued that in estors ar not indifferent between cash 

dividend and capitaJ gains. herefore according to ordon 1963) shareholders wiJI aJmo t aJways 

prefer to receive dividends than capital gains. The reasoning that fum s pay out dividends to their 

shareholders in order to reduce uncertrunty remains controversiaJ as some scholars including (MM) 

argue that there is no a justifiable reason where shareholder are as umed to b rationaJ (Dodd and 

ot11e 1962). 

2.4.2 Provide Jove tors with on umption Income 

Thi reason will apply mainly where the investors are widows or retirees. orne investors will 

generaJiy invest in the firms shares becau e they expect to receive ruvidends in tb future tom et their 

consumption needs. Hence it is argued that failure to payout ruvidends will cause sufferings and 

frustration to the investors and thus may pu h them to liquidate their holdings in a particular firm. 

orne scholars find this argument in favor of dividends to be weak as it ignores the fact that 

shareholders are free to liquidate part of their holdings and consequently reaJize capitaJ gains if they 

needed the income for consumption purposes. 

Modigliani and Miller·s (MM) 1961) assumptions were heavily criticized for being unrealistic for in 

the reaJ world, as we know its transaction costs can be quite high. This implies that liquidating shares 

can ne er b a perfect sub titute for dividends. Another complication with 'home-made' dividends is 

the presence of differential tax rates b tween dividend income and capitaJ gains. GeneraJly capital 

gain are taxed at a lower rate than divi.dend income and this make them appear pr ferabJe especially 

lo tho e shareholders in high income tax brackets. Presently in Kenya capitaJ gains are not taxable 

whil dividend income to the individual are taxed at th sbareh lders. 
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larginaltax rate: he implication ofthi phenomen n is that rati nal hare h lder who pr fer m re 

weahh t le h uld ha e a clear preference [I r capital gain cr divid nd incom . 

ub equ nt studies since MM's 1 61) pap r ha e been directed at finding ut whether di idenci~ d 

influence a firm's alue when differential tax rate for di idend income and capital gains e ist. 

rarrar and elwyn 1967 used partial equilibrium analysis to how that shareh Ia ~ . are on! 

interested with maximizing there after tax inc me. 

The} found out that share holders are only intere ted in maximizing there after tax income. The also 

found out that hareholders prefer di idend payments to capital gains. Their finding in summary form 

are as ti llo : In general the be t form of payment is the one. which is subject to least taxation. The 

implication of course is that corporations should never pay dividends. If payments are to be made to 

hare holders, they should always be made via share repurchase. It will allow shareholders to avoid 

paying income taxes rates on di idends. They instead will r ceive their payment in the form of capital 

gains. which are taxed at a lower rate. 

Brennan 1970) studied the behavior of share prices of firms when differential tax rates ex.isted. He 

concluded that the presence of these differential tax cates mad capital gains be preferred to dividends. 

on equently he concluded that; for a given le el of risk investors require a higher total return on a 

security the higher its prospective yields is because of the higher rate of tax levied on dividends than 

on capital gains. 

El ton and Grubber 1970 carried out studies on 900 New York stock exchange firms and found that 

dividends were irrelevant in firm s valuation ever when differential tax rates between dividends and 

capital gins were present. These were attributed to the clientele effect hypothe is, which was first 

hypothesized in MM s 1961) paper. This hypothesis holds that firms will attract shareholders who are 

affected by taxes through uniformly through their dividend policies. Thus firms will deliberately 

pursue a dividend policy that wiiJ attract a clientele of shareholders whom they can satisfy. Thus Elton 

and Grubber ( 1970 provided evidence in support of M digliani and Miller s (MM) irrelevance 

theorem irrespective of tax implications of di idend payments. 

Miller and choles ( 1978), and De Angelo 1980 also argued that dividends were irrelevant e en 

when differential tax rates ror dividends and capital gain were present. In a different paper miller anci 
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2 argued that in e t rs c uld eliminat th • l r diller ntial tax y levering their 

ponfolios i.e. including debt. 

This could be don by borr wing fund and in t in equiti s r ha e them in e ted in tax fr e 

insurance policies. This again impli s that di idend could ill irrel ant in firm's valuation . 

(1 tiller and chole 1978 

2A. Lack of iove tmeot opportuoitie with adequate return 

If there are no prop r or good investment opportunitie , a finn may declare dividend to r ward its 

shareholders. This view in finance has come to be referred as r sidual theory of di idends. The 

theory holds that di id nds are declared onJy after a firm has exhausted all its n d for investment 

funds. his reasoning has been advocated by the traditional theorists on dividend theorie like ordon 

( 1959) Walter (1956 and 1963). The traditional iew of dividends does recognize the fact that 

dividend payments do reduce the amount of funds available to the finn for investment purposes when 

external opportunities for investment funds are ignored. 

According to this traditional view dividends should be declared onJy when there are unattractive 

investment opportunities. When a firm has abundant investment opportunities dividends should not be 

declared and shareholders contend them sel es with capital gains which arise from the retention of 

earnings. Tt implies that the payment or non payment of dividends does not affect the market value of a 

firms share. E.g. when a company faced with several attractive investment opportunities declares a 

I 00% dividend payout ratio it follows that its value would fall as income generating opportunities are 

lost. lnvestments do not necessarily have to be financed from retained earnings and the criteria of 

·which funds to utilize should be determined by the cost of these funds. The line of reasoning was 

accredited by MM 1961) argued that the a ailability or non- a ailability of good enough projects 

should not be used as basis for determining di idend payments. 

ubsequent to MM 1961 Baumol et al 1970 carried out studjes that showed that the rate of rerum 

on new equity is much higher than the rate on internally generated funds. Their findings were 

summarized as follows: 'the finn will tend to utilize more expensive money only if it has available an 

investment project sufficienU promising to justify the higher o ts and if it has pr tty well run out of 

funds deri able from cheaper ources. ' 
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Thus awn I et al fi und in supp rt the r idual the ry f di idcnd . Firm must hence xhau tall the 

internal sourc of funds for in tm nt purpose befor rc ulting t external financing. 

The in estmcnt dccisi n is al o influenc d by the invc tment p rtunitie , which arc a ailable t a 

particular industry. he ·industry effect' was 1rst m nli n d by intner 1956). i hypothe is h Ids 

that fi rms in the same industry are likely to pursue similar dividend licies. Further supp rt for the 

·industry effect ' hypothesis was given by Michael 1979 ho found evid nee that industry 

classification is closely related to the le el of di idends in the U A Lintner 1956 . 

In another study Michael et al (1980) summarized the studies carried out on the industry effect 

hypothesis as follows· the results obtained theoretically by Modigliani and Miller and mpirically by 

Fama Black and choles and MilJer and choles implying n systematic relationship exists b tween a 

fi rm s dividend policy and the level of profitability of its investment decisions. ue to the tructural 

characteristics of an industry it is unlikely that investment opportunities within an indu try are similar. 

lf there is no systematic industrial influence on debt valuation, one would expect to find no systematic 

relationship between a firms dividend policy and the indu try in which the finn operates. Journal of 

Business Finance and Accounting", (Autumn I 980), pg 366. 

The argument that dividends should b paid to shareholders only when the ftrm lacks attracti e 

in estment opportunities lacks wide spread support from the currently available literature on 

dividends. 

2.4.4 Information content of dividend 

lllls is another reason why firms should pay dividends. It is said that dividends do actuaUy conve_. 

useful information to the investors. An increase in dividends is taken by the shareholders to mean that 

the board of directors expects the fmn to do well in the future. intner ( 1956) found out that directors 

used dividend policy to convey to the shareholders their expectations about the firm s future 

performance. He carried out his study by interviewing executives of28 USA firms. ince directors use 

the firm s dividend policy to convey useful information they do not adjust the dividend payments to 

change in earnings instantaneously. ·inns do ha e a target payout ratio and it is only when 

management is convinced that the change in earnings is permanent that the clividend policy is changecL 

It indicates that the dividend changes will always lag behind changes in earning . Most firm will take 

some time years before adjusting their dividend payments to earnings Lintner 1956 . 

17 



Bnuain ( I 6 tried to fit Lintn r' sp ed f adjustment m d I t data n c rporati n and came 

up with inconsi tent results. lie found out that when aggregate data fl r all c rporati n and for all 

manufacturing corporations was used th mod l worked very well th ugh m difi d sl ight!. to take 

account of the finn s cash flow . H we er the m d I was n t as u cessful when applied to 4 

mdi idual- firms (rather than aggregate . He anributcd the discrepancy in his lindi .:~ to the fact that 

the 40 firms were not a representative cross section f c rp rations. 

Trad itionally dividends do convey vaJuable information to the in estors and other market participants. 

They argue that di idends are used by management Lo signal their future expectations of th firms 

performance. MM in 1961 in their revolutionary paper argued that dividends did not convey any use 

full information to the investors and hence was a rejection of the hypothesis. In achie ing their 

objectives of proving that dividends were information free MM invoked the assumption of perfect 

capital market where aJJ traders in the stock market have equal land costless access to information 

about the ruJing price and about all other relevant characteristic of shares. Hence according to MM 

dividend policy does not affect a firm s value Brittain 1966 . 

Fama, Fisher, Jensen and Roll (1969) performed the first test study on the information content 

hypothesis . Their study basically involved testing the effects of stock splits when accompanied by 

dividends announcements on a furns share price. They found in favor of the information content 

hypothesis and hence firms which announced dividends increases alongside stock splits bad the market 

alue of their shares increased and vice versa. 

Pettit (J 972 used quarterly dividend announcement to test their accuracy in predicting a firms future 

earnings. He sampled 625 ew York tock exchange firms for the period January 1964 through 1968 

and found clear support for the hypothesis that dividend announcement provides investors with 

information that is used in asse sing the market value of a finn s shares. 

Watts ( 1973) calculated the abnormal performance index on 3 I 0 American firms for 24 months around 

the dividend announcement date .He found that the p rformanc of firms with eli idend increases tends 

to be better than that of ftrms which decrease their dividends. He argued that in estors do indeed make 

u e of other source of other in formation like earnings. and hence their asse sment of a firm·s 

expected performance i not re tricted to use of di idends on I 
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·\har n and \ ary I 980 arri d out market ·tudic on the inlluencc di idends n the lirm 

valuati n by attempting t minimize the ef ct c ntemporaneou information p cially earning . 

Thu . they used the mark t returns f nly tho e c mpanies wh re the di iden s ann uncemcnl dat · 

diJTered form earnings announcement dat s by at I t I I day . h found a mall but ignificant 

di\ idend announcement effect. n the oth r hand aub ( 194 ; mede 197 ). and 

Litzenberger and Ramaswamy 1982 carri d out tudie which pro ided evid nee that dividend ar 

.. all for nothing .. and ther fore. do n t con ey any u eful information 

Litzenberger and Ramaswamy 1982 used gr ups of portfolios of companies quoted on th ew York 

tock exchange to test whether th stock r turns are influenced by their tax of information. sing a 

mathematical model they developed, they found a strong but n n-linear relation hip between a firm s 

di idend yield and its stock market returns. This they argued could be explained by the tax effect rather 

than on information effect 

They concluded that the prediction rule for the expected dividend yield is based solely on the 

information that would have been available to the investor ex Ante and hence is free from potential 

information effects that are contained in dividend yield variables that anticipate the occurrence or lack 

of a dividend. 

Therefore the directors who declare dividends so that they may con ey their expectations of the firms 

future performance they should be cautious as some empirical evidence does show that investors may 

not use dividends as information signal (Litzenberger and Ramaswany 1982 . 

2.5 DETERMINANT OF A FIRMS DIVIDEND POLICY 

There are a number of factors that a finn must ~consider when deciding the amount and form of 

dividends to pay. These factors which ordinarily influence a firm s dividend policy are discussed 

below here as follows: 

hare holder s expectations: -Where the sharebold rs are used to receive a stable and po sible 

increasing dividends they will definitely expect the same pattern of payments to continue in future if 

there happens to be a sudden reduction or change, or such a polic is like! to promote share holders to 

dispo e of their shares and cause the share price in the market to drop. 
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In ·e tment ne ds: - Th financial need f a c mpan may be in onflict with the desircrs of th 

. hareh lders. anageriaJ e id nee requires i ing more w ight t financial only when the c mpany 

has profitabl inve tment opportuniti . 

onstraints of paying dividend : - Most companie may rcc gnize the fact that hareh ld rs desir t 

receive di idend although om are interc ted in capital gains. me f: ctors that r trict a finn fr m 

declaring dividends are as follows: We ton and Bringham) 

2.-.1 Legal restrictions: - Di idend policies are affected by the legal requirements in different 

countries. The legal rule pro ides that di idends must b paid from earnings either from the current 

year earnings or from past ear's earning as shown in the balance sheet as retained earnings. Payment 

of di idends out of paid up capital is clearly restri,cted by the companies act and hence illegal unless 

ertain specified conditions are fulfilled. The state law emphasizes three rules that is 

et profit rule which provides that di idends can only be paid from past or present earnings. 

Then there is the capital impairment rule· it protects the creditors by forbidding the payments of 

dividends from capital. Insolvency rule provides that corporations cannot pay di idends while 

insolvent Weston and Brigham 1981) 

2.5.2. Restrictions on Joan agreement: - These policies are also affected by restrictive clauses in loan 

agreements. The clauses which are intended to protect the lender from a firm s unfair' practices, 

re trict the finn s ability to pay cash dividends. 

rdinarily these cJauses restrict the firm from paying dividends out of past-retained earnings. The 

restriction is employed by the lender to preserve the company s ability to service debt. imilar types of 

restrictions are to be found when a fum utilizes preferred stock. Preferred stock agreements will 

usually require that cash dividends be paid to ordinary shareholders only when all accrued preferred 

di idends ha e been paid. {We ton and Brigham 1981) 

2.5.3 Access to capital markets: - A fum s accessibility to capital markets does also influence its 

dividend decisions. Generally large well established firms with a record of profitability and stability of 

earnings have easy access to funds in the capital mark ts and other frrms of external frnancjn~. 

on ersely new firms are generally ri kier and normally find it difficult to raise funds externally. 

The. therefore result to internal ources. meaning high earning retention and low dividend pa_ om 

ratio . Accessibility to the capital market is not on I affected b the firm· s size and its records of 
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eammg but al influ need b th reputati n of the firm' s management in the market. (We ton and 

Brigham 19 I ) 

2. ·.-.. In e tment opportunitic : - i idend policy is als affi ted b the a ail bility f profitable 

inve tment opportunities. In e tment projects can be financed either through th usc of debt r 

equity. Howe er raising new debt and equity is mor expensi e due t tran acti n o t , than using 

internally generated funds. Finn with many profitable in estment opportunities will generally retain 

funds to finance these in e t these investments hence pay little or no dividends. on ersely those 

firms v.ith limited in e tment opportunities may have to maintain higher dividend pa out ratios 

(Mathur I op.cite). 

2.5.5. Liquidity position: - The mare fact that a finn shows a large amount of profits in the accounts 

does not necessarily indicate its ability to pay dividends. A firms retained earnings are normally 

invested in its assets like plant and machinery and not necessarily in cash assets. A growing firm is 

usually in need of cash to finance its in estment projects and hence even though its cash assets may be 

substantial. it may never the less maintain a low dividend payout ratio .A firms liquidity position is 

also affected by its needs to pay debt. A firm must therefore consider its projected (budgeted) cash 

needs before making the dividend decisions. 

2.5.6. tability of earnings: -Finns with relatively stable earnings are able to pr diet future earnings 

with a high degree of accuracy. Thus they can adopt a high dividend payout ratio as th y know that 

such a level is maintainable in the future. Firms with earning that fluctuate significantly from year to 

year find it difficult to predict future earnings. The e firms will have tendency to retain most funds to 

finance internal investments. To prevent that they adopt conservative dividend payout ratios and helps 

them avoid wide fluctuations in cash dividends. 

2.-.7 Working capital needs: -A fum must take into consideration its working capital needs before 

deciding on what type of dividend p lie to pursue. Ad quate funds to meet working capital 

requirements must be set aside b fore dividends are declared .The dangers of weakening a firms 

working capital position was summarized b Walker as, ·'An firm that weaken its working capital 

po ition by paying dividends not only determines its entire capital structure. but may ery well cause 
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rai c the pric 

to kholders are harmed rather than help d". 

f their funds in such cas , the int rc t of ·xi ling 

alker .W 19 5 . 

2:.8 apital tructur mi. : - Di id nd p licy is also influenced by a firms capital structure mix. Th 

m1x d cribes the usag of debt and equity capital in financing firms operation . he capital ·tru ture 

concept is a ery imp rtant cone pt in finance as it d influence a finn s co l of capital. which in 

tum has influence on the finn s dividend policy. The target optimal mix i usually that mix which i 

considered optimal by a firm' management Modigliani and MiU r conomic review 1958). 

2.5.9 ontrol: -In situations wher shareholders place a lot of importance to maintain a grip (control) 

over ownership of the firm high retention and use of debt capital may be the order of the day. Firms 

will thus pursue to maintain control rather than pay high dividends and is ue new equity 

simultaneously (Weston J.E Brigham E.F 1981 

2.6 RELATIO JllP BETWEE DIVIDEND AND OTHER PARAMETRE 

tudie by Farna and Babiak (1968) have applied Lintners model to date for individual firms. The two 

researchers used a sample of 412 firms for the period 1974-1964.They adjusted Lintner s model to read 

as follows: -

D it=a L + B u D i, t-1 + B2L E it + B3i A it + U itG 

D it= Dividend per share paid by finn I during year t 

E it= profits per share 

A it= Depreciation per share 

U it= Random disturbance terms 

They divided the sample into two and used half the ftrms to ruling prices. Drhymes and Kuntz (1967) 

propo e a world in which because of capital markets imperfection, internal funds are a cheaper source 

of financing of the firm than new security issues and that dividend and investments are competing uses 

for limited internal funds. Ace rding to them, there should be a high correlation b twe n di idends and 

investm nts. 
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Drhme and Kutz (I 7 u d a ample f I I firm t examine th relation bct\l n ime tment 

di\ 1dend and external b havi r of firm . The ob in d data fr m balanc h ts and inc me 

tatcments o individual finns appearing in arious is u s in m dy' manual. he main finding ' ere 

as r llows: 

I. trong imer dependenc i e ident between the in estment and dividend decisi n . 

1. There is compelling evidenc which suggest that in estimating the structure on ught to u e full. 

Information methods 

An ther study b Fama 1 974 attempted to examine the relationship between dividends and other 

variable like investments lagged profits. He used the arguments forwarded by Miller and Modigliani. 

Drhymes and Kutz to examine empirically the extent to which th dividend and in estment d cisions 

of indi idual finns are interrelated. Thus using the models based on imperfect capital markets Fama 

te ted the proposition that there is a complete interdependence between the dividend and investment 

deci ions of individual firms. He used annual financial statement infonnation on 298 major industrial 

firms for the period 1946-68 as reported on cornpustat tapes of the standard statistics corporation for a 

23-year period. 

He found out that the two variables Lintners model 1956) does better than all the other dividend 

models. Thus depreciation lagged profits and GNP does not in general help to explain the dividend 

decisions of individual firms. Even in the investment model GNP and depreciation do not seem to be 

sy tematically important in explaining changes in capital stock. He found no systematic evidence of 

interdependence in the year by year dividend and in estment decisions by firms. This finding is in 

complete contradiction to the results of Drhyrnes and Kutz. (Fama 1974). 

Higgis 1 972) seek to deri e and test a model of dividend saving decision for a hareholder of a 

wealth-maximizing firm. He worked from the assumption that capital gains are sup rior to dividends 

as a source of shareholder income and that the optimal strategy for the shareholder wealth 

maximization enterprise is obviously to maximize share price appreciation relative to dividends. One 

of the implications of this is to establish a dividend policy which minimizes the use of external equity 

financing b cau e a dividend payment financed either directly or indirectly with new equity capital 

gains. has th effect of sub~tituting di idends for capital gains. That is dividends should be treated as a 

residue to be distributed if and only if. internal funds and a c mpanying borrowings are sufficient to 

finance all the firms in e tment ne ds. Higgi 1972 
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Additionally th"' maximization of har pric appr iati n implic that the c mpany inn! ·tment 

deci i ns h uld be independ nt of its divid n and in particular in e ·tment-pr mi ing ) idds m 

I!X e of th c mpany hurdle rate should n t be foregoing in fa or f di id "'nd payment . 

ccording to Higgins di idend paying firms sh uld not empJ y external equity financing. the only 

urce of equity capital available to th firm is r tained earnings. onsequently a fixed relationship 

hould exi t betv een the optimal amount of net new borrowings p r p riod and the amount of earning 

retained. 

Higgin used four cro s section multiple regres ion te ts and found a negati e correlation b twe n 

investment and dividends. He also found that dividends are independent f size. Industry dummy 

variables were added to the regression equations and contrary to Drhymes and Kutz (1967), Higgins 

result suggested that for the most part of the results industry variables are insignificant. An attempt is 

made to include the possible effects of current as et and borrowing reserves or deficit can obtain as a 

re uJt of management errors in forecasting future cash flows. It was found that when compani s with 

surpluses paid higher dividends and those with d ficits paid lower dividends as the companies moved 

to an optimal payout (Higgins 1972). 

The other study which has examined the relationship between dividends and other parameters is a 

stud of Rozeff (1986 where he attempted to find out if there were some identifiable financial 

characteristics that clearly distinguished companies paying higher dividends from those which had 

chosen to pay smaller proportions of their earnings. He sought to find out if there were some 

distinguishing characteristics that influenced management choice of a dividend policy. He used 

multiple regression to describe the relationship between dividends and the three independent ariables 

i.e. external· financing financial leverage and agency costs. 

s measures for transaction costs of a companies required external financing, he used two variables the 

growth rate ofthe companies revenues o era five year period 1974-1979) and alue Jines forecast of 

Lhe growth of sales re enue over the next five years, to 1984.The measure used for financialle erage is 

the company's index or beta coefficient ompanies with higher operating and financial le erage .. .,ill 

al o choose lower di idend payouts to reduce c sts of e 'temal financing and thus a negarr.·e 

correlation between dividends and a company' beta should be expected. 
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''era! studi or .g. RozefT ( 1982) ha argu d that the r f high r di id nd i t redu e the 

impli it loss in aJuc a so iat d with out ide shw h ldcrs I r contr I f management de i ion . 

The larger th proportion of hare owned by out ider the higher the p tential ag n t and thu 

1h higher the e p cted lev I of divid nd . Roz ff in I 86 us th rcentag f t k h ld y the 

in iders as a negati e surrogat for the I vel of agency cost of ut ide owner hip. mpani with 

large proportions of inside ownership would have lower divid nd pa ut ratios and vice rsa. 

nother study which was et to examin the relation hip between di idends and indu try was that of 

Kent. Farell and Edelman I 985). They did a tudy across thr industrie namely tilities 

manufacturing and wholesal /Retail. The used Lintner s model to interview managers acr s the e 

t\ enty firms. They found ca hand flnns future earnings to be v ry important determinants of dividend 

policy. The failed to find an industrial effects contrary to the study done by McCabe (1979 Michael 

(1979 Drhymes and Kuntz (1967) who may ha e pro ided evidence that a companies industry may be 

an important determinant of payout policy. 

Drhyme and Kutz used a sample of 181 firms between 197 4 1960 and classified the .finns according 

to arious industrial classifications. They found out those firms in mining textile building and 

petroleum industries tend to pay higher dividends per dollar saJes than firms in electrical appliances 

agricultural equipment beverages and retail industrial classifications. 

2.6.1 Relation bip between dividend and capital structure 

Dividend policy and capital structure mix studies describe the usage of debt and equity capital in 

financing a finn's operations. The capital structure concept is a very important concept in finance since 

it influences the aJue of the finn. The traditional view holds that the firm s capital structure does 

influence its value. On the other han~ MM (1958) wrote a classic paper which they argued the cas for 

the irrele ant capital structure in finn s aluation. Finns may decide on the target capital structure mix. 

Leverage is found to have some role in the dividend decision with higher levels of debt consistent with 

a greater likelihood of a reduction in the distribution whilst also suppressing profitability in future 

y ars. 



0 bt capital tructure 

o~bt in thi tudy will r fi r t I ng-t rm d bt and " ill includ debentures bonds and oth r curities, 

\\hi hare repa abl b yond one year and within nc ar. bt can be measured u ing vari u u h a 

deb equity ration d bt total a sets and capital employ d to net w rth ration. In his tud debt/equity 

ra1ion will b u ed to a certain the proportion of debt in the apital tru ture. 

Indicator of d bt policy 

Thi measur s the extent to which th firm has been financed by debt. A high I I of d bt m an Lhat 

!aims of creditors are great r than tho e of owner and this reduc s flexibility in the firms op rations 

due to the increasing interfere and pre ures from R. The following indictors ha e been forwarded b 

Brealey and My rs (200 1) 

Debt Equity ratio: 

1easures the lender control relati e to the owner s control. It is computed as follows. 

Debt Equity ration= total D bt/Net worth. 

A low Debt equity rate is implies a great r claim of owners than CR This repr sents a favorable 

situation for creditors due to a large margin of safety. 

The higher the debt equity ratio the large the shareholders earnings when the cost of debt is le s than 

the firms overall rate of return on investment 

Debt to total as et ration 

Measures the percentage of total funds that have been provided by creditors prefers moderate debt 

ratios since the lower the ratio the greater the cushion against creditors losses in the event of Jiquation. 

It is competed as follows 

Debt - total assets = total /total as ets 

apital employed to net worth ratio 

Measures the amount of funds being contributed by lender and owners of each shilling of the owner's 

contribution. alculated as follows~ 

Capital employed - net w rth = capital emplo ed/not worth 

Wher a target capital structure mix polic_ is pur u d. it defmitely bas an influence on the firm_ 

di .. idend p lie Changes in divi end and capital tru tur p li ies con ey information to the ~toe · 
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mar~ t ab Ul the future p rlormanc of firm. 1an. nt studi · find that di\idcntl and pure 

~' ·mge chang s are as t d -v ith abnormal stock return . I I \\ C\ r. the cc n mic rati nak for this 

market infonnation ffect h · n t b en entir lyre olved. 

Cro · ·- ectional tudi s (Gaver and Gav r. 1993, I 995: Jen en. I berg. and Zorn. 1992; and milh 

and Watt . 199_) find that di idend and capital structure policies ar n t indep ndent. Their findings 

uggest that management might continually change the polic m1. ver time to influence agen y co ts 

and finn perfonnance. 

Le s attention ha been giv n to the time-series r lations implied b the capital-structure- ignaling 

hypothe is. Cornett and Tra I s ( 1989) examine changes in earnings after exchange offers. and find 

a sub equent positi e change in earnings. Shenoy and Koch 1996) also find a positive time- eries 

relation between leverage and subsequent cash flow. Their finding is consistent with ignaling 

theory. 

e eral studies have empirically tested the e implications of the free-cash-flow theory and ha e had 

mixed results. Lang and Litzenberger (1989) partition a sample of di idend changes into two groups 

those for firms with q values less than one and those for firms with q alues greater than one. They 

find that low-q firms have larger abnonnal returns than high-q firms do and they interpret this result 

a consistent with th free-ca h-flow h pothesis. sing an analogous methodolog Howe. I fe. and 

Kao (1992) examine a sample of share repurchases and special dividends. How ver. the find no 

significant differences across low- and high-q firms. Derus Denis and Sarin ( 1994 reexamine a 

ample of dividend changes and after controlling for dividend yield find no significant differences 

between low- and high-q firms. 

2.6.2 Relation hip between dividends and ca bflow 

ignaling theory hypoth sizes that investors can infer information about a finn's future ca h flow by 

ob -erYing a signal. such as the amount of di idends. Finns with higher expected future cash flo\-v 

'' i ·h to communicate thi information to outsider . but for signaling to work. tirms with lower 

e\pl! ted ca h flow mu t n t be abl to imitate the ignal. so that outsiders can r ly on the signal t 

dil · rentiate among firms . Therefore. finn cho e ignaling action · thai ary y r maricall v.ith the 

b l l fcash tl ""· 
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Di' 1dend ign link model ·ugg ·:t that managers increase di' itl ·ntl· nly ''hen the. arc c )lllidcnt 

that higher di' idcnd can e maintained '' ith higher ub ·cqucm cash 11 '"'· M <.Ids den: lot cd h~ 

Bhattacharya 19 ). John anti Williams (1985). Miller and Rd. (1985). and illinm. (19S.'l 

prt'<lrctthathigh rdi,id nd '"illbeassociat dv.ithhigher:ubscquentcnshl1 ''· 

Lang and Litzenberger ( 19 '9) hO\ that the free-cash-fl w hypothesi· implic that di\ idends "ill 

ha\'e a larger impact on agency cost . and thus a larg r infonnati n eiT\;ct. for an O\ r in e ting linn 

(\\ho Tobin' q is les than one) than for a aJu -rna imizing lim1 (\i ho c T bin' q i c1 e ro 

one). 

-e,eral studie have empiricall tested these implications of the fre -ca h-flo, the ry and ha\'e h:1d 

mixed result . Lang and Litzenb rger 1989) partition a ampl of di idend changes into two group·. 

tho· for firms with q values le s than one and those for firms with q alues greater than on . Th y 

lind that low-q finns ha e larger abnormal returns than high-q firm do. and the interpret thi re ult 

consi L nt ' ith the free- a h-flow h pothesis. 

Giacomino and Mielke 1993) investigated whether the casb:flow statement can enhance the usefulness 

of financial information for economic decision making. The author proposed nine cash flows based 

ratios to be used for relative performance evaluation. They conducted an emperical tudy of cash flow 

tatement to pro ide industry averages and to determine if the potential exists to d lop bench marks 

for the ratios by industry. The avereages for the ratios or norms were computed for l 986 to 1988 in the 

electronic, food and chemical industries. Giacomino and Mielke 1993) proposed operating casblow 

ratios fo r relative perforemance evaluation in the U A. Jooste 1999) calculated similar ratios under 

thre year average 1994 to 1996) for listed companies in South Africa. 

\Iiller and Marsh (1987) also tested variou models of di id nds at the firms le el and also at tbe 

aggregate le el and they noted that ·· Our finding about aggregate di idends do xhibit systematic time 

serie behavior provides evidence that strictly firm specific theories of di id nds ucb as signaling 

annat b. it self explain the dividend puzzle:· 

\lo t of the studies ha e been d ne in the U. or in Europe .In Kenya a nwnber of studies ha e 

hcen arri d out lik : Karanja. (19 7) studi d di idends practices of publici quot d companies in 

Kenya and found that there are many rca ns ' h firm hould pa dividend . One of the reason.') is 
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J of in,estment pp rtunilie . whi h pr mise adequat return. Finn ·s · h po. iti n ' ~ the mo t 

rmponant con id ration h n paying i idends. Mo t r lc ant t thi tudy i that h obtained data n 

1he major d terminants of di idend polic in Ken a. I le found thr c factors t be mo t imp rtanL . he 

lir·t i ca h and liquidity position, folio ed b cun·ent and pr pe ti e pr fitability and Ia tly the 

~ompany' le el of distributabl income. He al obs rved that foreign control) d mpanie ha 

more liberal di idend policie than locally controll d firms. 

Farida. {1993) tudied the paramet r that are important in the d tennination ofdivid nd by publici 

quoted companies in Kenya. In her study she examined empirically the parameters which are imp rtant 

in the detennination of di id nds of publici quoted compani s she conclud d that liquidity i the most 

important in detennining di idends. Other factors he consid r d are working capital. a h flow , 

profitability and investments. 

Obonyo (1989) Investigated ' hether banding of in e tors around equity securities i a dis ernible 

phenomenal in Kenya companies. He divided companies in four defined by their respecti e di idend 

yields to reflect relationship betw en company dividend policies and market rea tions. he study 

concluded that there is indication of non-tax determined clientele existence in Kenya. 

lminza (1997) carried out a study to investigate whether dividend payment does affect stock prices 

and from u e of x- test, found that some companie that continuall paid dividends had significant 

increase in their share pric s. he found out that dividend does have a significant impact on shares and 

concluded that the impact is much greater when there is a reduction in dividend paid than an increase. 

llll indicates that unlike the findings of some scholars like M.M in Kenya dividend does affect share 

prices. It is therefore benefic1a1 to managers to evaluate their dividend policies if they have to increase 

the value of their finns. 

\faina (2002) carried out a research to explore the relation hip between dividend and in estment 

deci ion. In her stud he found out that the dividend model \) as the most fa orable in the companies 

under investigation. The in estment variable in the diffi r nt ompany was significant in the dividend 

model where as the di idend variable in the investment mod I was also signii1cant in the inv stment 

mod I he concluded that inve tment deci ions affect the ividend deci ion and that a relationship 

d xist. 
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\not.h r tudy by tbugua 2 0-l) on e aluating inf rmmi n com Ill r st d. di idcnc.J announcement 

~n twenty-four companies that had issued stock di idcnd/ tock plit . , he , amine · the impact f ·t ck 

mnouncem nt n share prices of ompanies and impnct of tock di' id ·nd izc n sto k di idcnd has 

m effect on stock r turns. 

·iprono (2004) in his stud ' on det rmining the r lation hip betw en ca hflows and carmng 

performance measur s tb c mpanies listed at the found out that ; There i a p iti r dir ct 

relation hip b h en cash flow from operating activit is and all return p rfi rmance indi ator ie 

ROA.R01 . ROE as e idenced b pearsonian co fici nts of corelation. econdly there i a negativ 

or indirect asso iation b tw en cashflows from in e ting activiti and cashflow from fman ing 

acti itie and returns performance indicators ie RO and RO . 

This stud m summar will be carried out with th aim of examining the relationship b tween 

di,idends changes and ariables such as earnings cash flows and capital structure among firms listed 

in t.he 1 airobi tock Exchange (NSE). Till literature gi es a new direction of study in that for m t of 

tudies done outside Kenya were in the set up of perfect market which is non existence in th 

develeping economies. This study will also seek to establish which ariable amongst cash flows 

~_gs and debt will influence the change in dividends more. 



1.\PT R HR R H H D 

Re arch De im 

a ca al stud , v hich explain the e. i tence of a relati n hip bctwc •n Di,idcnd . 

liJling • capital tructur and ash fl . for th c mpanic li ted at th~ 1 'airobi st k c. chang . 

1e e timation th relati n hip i done using th multiple and imple regr 1 n m del that 

tal~ es the ind pendent ariables and t sts their signiticance •·t" the Je,el · of dividend 

·raphi al analy is ' as u ed to pre ent and exhibit the di idend relati n hip again t th independent 

ariabl earning cash flows and capital structure. 

'.2Population and ample 

fhe population consisted of all the companies listed at the airobi t ck exchange ) as from 1998 

.o Dec 2003.The period is cho en ince it is consider d to be ad quate time for an relation hip to 

xist. It was constituted of th following sectors. Agriculture ornmercial & service . Finane & 

inve tment and Industrial & Allied. The study was limited to quoted companies due to lack of readily 

available data among the pri ate companies. 

3.3 Data collection 

The stud~ ourced data from condary sources. The data was obtain d from th annual financial 

statem nts of the listed companies and other resourceful information available at the E ecretariat 

for the years 1998-2003. The data extracted include Di idends per share, ea.rrllng per share, cash flows 

to Total as et and debt to Equit ratio from published Annual r ports of quoted companie . 

3A Data naly · 

Data was anal zed using statistical package for ocial ci nee and regre ion analysis was carried out 

in e it be t uited for pro iding a mean of stablishing quantitative asso iati n betwe n ariable . In 

thi- ·tud) the dependent ariable wa di idend and th independent variable ar Earnings cash tlo\i s 

anJ leverag . F r the variables in th tud an a erag was omputed for each ear and then a simpl 

average f r all the ix years wa computed. 

h.>r: Di' idcnd we will u ·c: dividend p r har (OP ) =Di,idends I. o. f shares 

a h tl " we-.: ill usc: net pcrating a h flow I Toral s cts (fix d -Current) 
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CHAP R HR : R R H H D 

J.l R carch De ·ion 

fhi i a causal stud , which s cks t explain the f a relationship between ividend , 

Earning , capital tructurc and ash now f r th companies listed at the airobi stock c change. 

The stimation of th relation hip i done using the multipl and implc regr 1 n m del that 

analy e lhe independent ariable and t sts their significance· t" the level of dividends. 

Graphical anal si -. as u d to pre ent and exhibit the dividend r lation hip again the ind pendent 

variabl earnings cash flow and capital strucrure . 

. 2Population and ample 

Th population consisted of aU the companies listed at the airobi stock exchange as from 1998 

to D c 2003.The period is chosen since it is considered to b adequate time for an relationship to 

exi t Jt was constituted of the following ectors, Agriculture ommercial & servic . Finance & 

investment and Industrial & Allied. The study was limited to quoted companie due to lack of readily 

available data among the private companies. 

3.3 Data collection 

The tud sourced data from s condary sources. The data was obtained from the annual fmancial 

tatement of the listed companies and other resourceful information available at the E ecr lariat 

for the ears 1998-2003.The data extracted include Dividends per share. earnings per share cash flows 

to Total assets and debt to Equity ratio from publish d Annual reports of quoted companies. 

A Data Analy i · 

Data was analyzed using stati tical package for social cience and regre sion analysis -. as carried out 

since it best uited for pro iding a m an of stablishing quantitati e association b tween variables. In 

thi · tudy th dependent ariable was divid nds and the independent variable ar Earning cash flow 

and leverag . For the ariables in the stud an a erage was computed for each ear and then a simple 

a'erage for all the i, ears was computed. 

f- or: Dividends we will u : di idend per hare DP ) =Di,idends I ·o. Of hares 

a ·h !lows we" ill u c: net p rating Ca h flows I Toral s ts (fixed -Current) 

3 I 



T 

Earning· we u c: ~ arning aft r ta. I . f hare ( ·P ' ) 

Lewragc w u e: d bt t cquit ratio DIE rati =Debt I !:.quit) 

·1mpl R gr ion: Yj = ~o+~ 1 X1 quati n I Di idends v.ith armngs 

Yj = ~o+~2X2 

Yj = ~o+~3X3 

quati n 2 Dividend " ith cash 00\: 

Equati n 3 Di idend ith debt 

Yj ~ T pi cal alue of th Y indep ndent variable from the population of intere t) 

Di idends 

f3tX, f32X f33X ~ R pres nt Regression coefficients for earnings cash flows and capital 

tructure respectively for the imple regres ion model 

J3o f3t ~ Population partial regression coefficient 

X1j, X2j- X3j ~Observed alues of the ind pendent ariables Xl, X2 and XJ 

Respectively i.e. Earnings cash flows and capital structure 

ej --. Error term 

Once the regre sion equation was obtained the ignificance tests wa conducted o as to identify tho e 

variable that are more important in th regression model. The student "t alue was u ed to detennine 

whether to accept or r ject the null hypothesis. If Bi =0 it indicates that Xi (any of the independent 

variables) does not make a significanc contribution to the ability of estimating the dependent 

variables. 

-2 degrees of freedom at the 95% level of confidence will b u ed to obtain the critical t valu s. 

For the purpos s of fitting the regression lin as much as possible to total ariation. th tud will us 

two methods to determine the model of fitn ss. The e are; 

i. C fficient ofdet nnination R2 

, 
R- i a mea ure of the d gr e of linear ass iation betwe n predictor variable and r ponse ariables. 



ii. r\nalv is f variance A . 

Thi \\ ill pro' ide a m th d f r t sting the following h pot he i 

II = p,= p~ = p ... p k =0 

IJ\=PI=Ofl r orne I 2," ..... K 

lhe problem of regr sion analysis of autoc rr Jation and multi llinearity wcr dealt with as f II 

Autocorrelation problem wa overcom b)' carrying ut an analy i f th re iduals and thi ' as done 

'' ith the help of Durbin Watson statistic test. 

The probl m of multicollinearity can b cotTected b adding more b crvation points t the c llinear 

\ariable . The problem with this is that more data points may not be a a ailable . he ther lution 

''hich was used in this study was to delete one or mar collinear ariables ther b r ducing the 

\ariability of the estimated regression coefficient of the remaining ariables. 



xlel 

H P RF R 

.u Introduction 

This chapter shows the analysis of the data c llected. It als pre en and di uses the findings 

of the stud . sing the 43 companies revie ed o er the p riod l 98-2003.Tbi rc arch 

project was set to establish the exist nee of a relationship between Dps 

flows and Capital structure (Debt) for the companies listed at the Nair bi ck exchange 

4.2 Finding and Discussion of tbe Analy i 

Regression analysis both simple and multiple was used to analyze the data collected. The 

re ults are presented in the appendices. 

4.2.1 Multiple regression model (AJI compauie collectively) 

R
2 

mea ur s U1e degree of variability of the dependent ariable due t the change in 

independent variable. R2 of more than 50% implies that the relati n hip between the tw 

variables is very strong and there fore any small changes on the dep ndeot variable will ha 

an effect on the independent variable . The data fitting results can be described a go d in 

that the model has a high predictive ability with the 3 variables under study with R2 
>75. %. 

That implies that about 75.3% of the variations in dividend per shar are explained by the 

three variables tested using the regression model. The multiple regressi n model taincd was 

follows: 

Y= 0.42+0.49E+l.012NC+0.231D 
Wh re E is earnings per share, C is Net cash flows to Total as ets· 0 is debt to Equity ratio. 

The et cash flows to total assets ratio appears to be the most significant eta alue li llowed 

by EP and Lastly DIE ratio. c table on Model summary below. 

Table 1.4: Multiple rcgre sion model summaries 

R R Adjusted- Std. ErrorOf Change 
Square R Square the Estimate statistics 

R---squa F Sig.F 
j Durbin- 1 

Watson 

Change Change change 

0.8681 0.753 0.734 2.39ll8 39.635 0. 00 1.800 

a Predictors: (Constant), DEBT EQUITY RATIO, CASH FLOWS PET TOTAL ASSETS, EARNINGS 
PER SHARE 
b Dependent Variable: dividend per share 
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Th a e anal is show in asse sing all the companies c II ti ely the 3 ariable 

C DIE ratio they contribute t about 75.0% of the variati n in lh divid nd p r hare 

le,·el . However thes results may change if th ariables are analyzed individually [! rea h 

company or if ea h s ctor is analyzed separately. 

4.2.2 T valu for aiJ Companie 

Test of significance were carried out for all the variables studied using the student t t t at the 

95% le el of ignificanc i.e. at a test statistic of 2.58 at 95% le el of significant otherwise it 

is not signifi ant. The results obtained are shown on table 1 .2 co fficients where b only EP 

i significant but the net cash flows and debt equity ratios are not significant. 

4.23Analysis Of Variance (ANOV A) All companies 

OVA is used to test the overall statistical significance of a regression equation i.e. it is 

used to test whether all the true regression coefficients in the equations equally to zero. The F 

test is used to confirm the existence of a relationship between the dependent variable and all 

the independent variables considered collectively. 

Table 1.5 Anova from the table 

Model ' Mean I F ' Sig . 
Square 

1- ------.,R;;--e-g-re-ss-=i-on-t-~~-=-=----~~---~227 .566 39.635 0. 000 

I Residual i 223.921 139 15.742 I - ~ 

With the 3 variables and 39 degrees of freedom F critical will be F0.05=2.84.Since the 

ob erved value ofF of 39.635 far exceeds this amounts of 2.84 we should reject the null 

hYPothesis that the three variables independent) do not significantly influence payment of 

dividends and conclude therefore that the three ariables are significanc 

·t2.4 Multiple Regression Results per Sector 
From the model summary we find that following anal sis discussed below. 
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gricultural ector 

Th abo e ctor currentl has a total of 4 c mpanie quot d at the . A tud on all 

ompanies was carried out by th researcher which is 1 00% companies in the 

Considering the coeffici nt of determination ( R
2 

), it was found that the 3 ariable in this 

ector ha e a strong positi e relationship of l 00% which shows a ery strong ignilicant 

relationship among the variables tested. Using the Durbin Watson Test with K=J n=43 

(du=l.666 dl=l.383) 

Commercial Sector 

The above sector currently has a total of 7 companies quoted at the NSE. The re earcher 

studies 6 companies out of the total that b ing 95% of all companies in the sector. B ' looking 

at the R2 it was found that the 3 variables in the sector have a strong relationship i.e. 94.4%, 

which indicates a strong significant relationship among the tested variables. 

Finance and investment Sector 

This sector currently has 11 companies listed at the stock exchange. 8 companies were 

studied being about 73% of the companies the reason being the researcher decided to eparate 

the banks and financial institutions from insurance companies and service companies due to 

the debt issue due to the nature of their financial statement interpretation of debt being 

different from the others. By looking at the R2 we find that it is 90% indicating a significant 

relationship between the variables. 

Industria] Sector 

This sector has a total of 16 quoted companies at the NSE. The researcher howe er studied 

14 which is about 88.1% of all the population. The R2 ofthis sector shows that R2 =08.31. 

Shows that there is a significant relationship between the said ariables although not as strong 

the other sectors. 

Alternative Investment segment 

This sector is made up of 9 companies all listed at the SE. The researcher howe er studied 

8 companies which is about 88% of the total population. The R2 of this sector was found to 

be 94.6% indicating a strong positive and significant relationship between the variables. 

From the above regression results the summary table shows that it was found out that th 3 

variables are most significant factors affecting dividends in the Agriculrural sector with the R2 
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of 10 %. then foiJo cd b. Alternative In estmcnt et!.mcnt \Vith R2 f 94. % then b" 

ommcrcial ector with R2 
f94.4% then finance and investment ' ith R2 f 9 %and Jasti: 

the fa tors are least i£mi ficant in the indu trial ector with R r 68.3%. 

Table 2.4: bowin~ ummary of R2 for individual ector: 

CTOR 

GRlCUL TURAL 

C MMER lAL 

FIN CE 

100% 

94.4% 

90% 

DU TRIAL 68.3% 

ALTE TIVE INVESTME T 94.6% 

. 0urce: re. earch data 

The above information on the R2 results can be summarized as shown above by the tabJe. 

Durbin Watson Test tati tic wa u ed t te t for aut c rrelati n in the m<'del. Tt tested the 

independence of each vaJue in the sectors. With K=3 n=43 the statistic limits will be as 

follows (dl=1.388 du= 1.666). ince we accept the null hypothesis that there is no 

autocorrelation when d<4-du. and re·ect the null when the equation d<4-dJ is satisfi d the 

sectors findings are presented below as shown by the table. 

Table 2.5: showing test for overaU model and autocorrelation per sectors 

DEPENDENT 

VARIABLE 

DP 
--+ 

ECTORS 

A RI ULTURE 

MMER IAL 

FrNACE 

fND TRIAL 

AIM 

F Ratio 

0.0 

11.295 

12.081 

9.330 

2 .128 

Durbin Watson 

tet~ 
0.598 

1.612 ----1.807 

2.261 

1.849 



The null hyp thesi i a ccpted in the griculturaL mmercial. financial sect rs h \'-Jng 

that ther i no ignifi f auto c rr lati n ( · rial rrclati n). The d \aluc · tor 

the sect rs all atisfy th e uation d <4-du. 

The null hypothesis is al accept d in the industrial .d Aim gm nt th ugh there i · 

in ignificant e idence f autocorrelati n. The conclusion there£4 r is that there;: was n 

significant e idence of aut correlation in th regression model. 

4.2.5 naly i of variance per se tor ( OVA} 

In the gri ultural sector where 3and 0 degrees of fre dom critical is F 0.05 =0 and ince 

the model has an R2 =1 then the variables have a strong positiv and significant relationship 

and th y cause a significant variation in the agricultural sector. 

ln the commercial sector where 3 and 2 d.f F critical is F 0.0.5=9.55. ince tb observed 

value ofF exceeds the amounts in this sector we reject the null hypothesis that the 3 variables 

do not have a significant influence in the dividends in this sector while they cause significant 

variations in dividends and so they do have an influence. 

Ln finance and investment where we have 3 and 4 degrees of freedom F critical is F 0.0.5 

=9.12. Since the observed values of F= l2.081 far exceeds F critical F=9.12 then we reject 

also the null hypothesis that the 3 predictor variables do not have a significant influence in the 

dividends in this sector and conclude that they also have an influence .. 

In the industrial sector since the observed value ofF=9.330 exceeds, the F critical F 0.05 =8.7 

at 3 and 13 df , then we should reject the null hypothesis that the 3 variables do not have a 

significant influence in the dividends in the particular sector though not as big as the previous 

sect rs. 

In the JM • . ect r ur ob erved value f F=2"' .128 e. ceed the critical F 0.05 = 9 . 12. We hen 

also reject the null hypothesis that the 3 indep ndent ariables do not ha e a significant 

influ nee in the di idends in this sector. lt is therefore conclusi e that the .., indeoendent 

, ·ariables are critical in influencin!! di idends in this s ctor. 



-'·"' implc I gr · ion all companies 

Rcgrc ' ion b tw n OP and l P 

From the anal i of the simple regres ion Model the aluc f R2 for all the companie · is 

-3 -l%. \ hi h impli that about 73.4% of th ariation in the di idends p r har arc 

e\.plained b EP changes. This hows that there i a trong p ·i ti c relationship b tween the 

l\\O ariable with a beta of +0.477 and a l alue. which is stati ti ally signi ficant. he imp! 

regre sion model between DP and EP will be as follows: 

Y=0.888 + 0.477 

Where here represents earnings per share 

Regr ion between DP and et ash Flow 

he R2 for this relationship b tween DP and net cash flow is 0.064 or 6.4% which implie 

that about 6.4% of the ariations in the dividend per share are explained by changes in n t 

cash flows. This shows a weak positive relationship when significant as shown b a b ta of 

-I . 706. This percentage is low therefore it xhibits there is no significant relationship 

between the two variables hence variability of DPS is due to variations of other factors 

beside changes in net cash flows also need to increase for any relationship to hold. The 

simple regre sion model between DPS and NCF A will be as follows. 

Y= 1.978 + 12.706 CF A 

'vVh re CF A represents Net cash flow to Total Assets ratio 

Regre ion between DP and DIE Ratio 

R! for the above relationship of 0.002 or 0.20 which implies that about 0.2% of the variations 

in the dividend per share are explained by changes in debt values of the firms sampled. The 

percentage is also very low indicating that there is no significant relationship between 

divid nds and debt which a company or finn has in its capital structure. The r lalionship is 

w ak and negative as shown by the beta of 0.0066 from the equation. The simp! regression 

model between the DP and Debt will b as tollows. 

Y= 2. 27 - 0.00661 DIE where D/E Debt Equit Ratio 

Fr m the above analysis we can conclude that th mo t influencing or significant facLor is 

t!amings per share. fi llowed by cash n ws lhen finall~ debt as shown by tb model summary. 
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Table 2.1: hm in ariablc · ranked in t rm of i nifican 

a riablc 

Earning 

D bt 

ash flows 

ank m term of 

ignificance 

J~-- ~ 
ource: res arch data 

II was found that cash flow is howe er the least significant ariable and earnings is the mo t 

igni ficant ariable from the model aft r th multiple regre sion for all the companie ' as 

run. 

~.4 Aoaly is Of Variance AU ompanie imple Regre ion) 

Regression between DP and EP 

A. ·o A is u d to test whether al l the true regression coefficient in the equation equal zero. 

W use the F test to confirm the existence· table on ANOV 1.2 as shown below gives a 

summary on the significance of the modeL 

Table 2.2 Analy is of variance between DP 

r del Sum of I ~f 
Squares _ 

Regression 665.769 

Residual I 240.850 

1 

41 

42 

a Predictors : (Constant), earnings per share 
b Dependent Va riable : dividend per share 

F S ig . Mean 
Square 

665.76::-9 -7"11:-::3-=. 3:-::34-:---+-_ 0003 

5.874 

This model is significant with I and 41 degree of freedom critical is F 0.05 =4.08. ince the 

b erved value of F of 113.33 far exc ed this amount we reject the null hypothesis that the 

independent ariable EP do s not significantl influeoc di idend changes and it is therefore 

·ignificant. 

Regression b tween DP and F 

\ "ith I and 41 degree of freedom critical is F O.O:=f.08. The observed value ofF is 2.805. 

· ince thi value i bel ' the F ritical of 4.08 tb n we accept the all rnati e hyp thtsi or 
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!ail to reject th null that ind p nd nt ari ble ·A. doe ignilicantly influcnc dh idcnd 

chang and it i tberefi r n t significant. Thi is shown in theta lc bel 

Table 2.3 ariance between DP and NCF 

M d I Sum of df Mean 
Squares Square 

Regression 58.063 1 58.063 

Residual 848.557 41 20.697 

Total 906.619 42 

-a Predictors : (Constant}, Net cash flows per Total assets 
b Dependent Variable: dividend per share 

f· 

2. 5 

Sig. 

.102a 

With 1 and 41 degree of freedom F critical is F 0.05 =4.08. The ob erved value ofF is 0.066 

and sin e the alue is below the F critical ofF 0.05 =4.08 w fail to reject the null hypothesis 

that the independent variable DIE does not have a significant influence in the dividend for all 

lh ompanies and it is therefore not ignificant. This is shown in the table below 

Table 2A AnaJy is of variance between DP and N FA 

ode I Sum of d~Mean 
I Squares Square 

---=R==-e-~-es-s7io-n---'-:-1 --:.4:-=54:-:----t- 1 1.454 

,__ Residual 905.166 41 i.'L077 

Total 906.619 42 

a Predictors: (Constant),Debt equity ratio 
b Dependent Variable: dividend per share 

able 2A Analy is of variance between DP and FA 

F Sig. I 
0.066 .799a -1 

-~ 

~ 

It was observed from the above models or regression equations that only the equation between 

Di \ idends and Earnings is statistical! significant but those between Divid nds and cash 

!low and between dividends and debt are not statisticall significant. The order of 

ignificanc will be as shown in the table below where the are ranked. 

\\·e t.:an Lhereli re c nclude al that di idend change is mo t sensiti e to Earnings, this cash 

w from operating from operating acti ities and final!. to debt in that ord r. 
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Table 23: c t of over all mod imple re re ion 

Variable Rl F r atio ignificanc Rank 

Earning 73.4% 113.334 0. 0 

Ca h tlo' 6.4% 2.805 . IQ_ 2 

Debt 0.2% 0.66 0.19 3 

Fr m the tab! above w can se that Earnings is the most significant variable ig 0.00 and 

that Debt i the least significant ig 0.799 among the variable mentioned in the models and 

hen the weights are also ranked as the le el of significanc . 

Leverage has a direct relation hip with dividends which is not con entionaJ but p rhaps 

becau e most of the compani s that were highly leveraged had high liquidity too. 

In all the sectors studied namely· Agriculture. Commercial Finance Industrial and AIM 

aft r looking at the A OVA for the multiple regression model. all the three variables seemed 

to have a ignificant influence on the model used. By looking at the simple regression models 

it was found out that the relationship between DP and EP was strong and positi e in nature 

with a correlation coefficient of 85.7%.The relationsh ip between DP and Cash Flows was 

econd with a correlation coefficient of 25.3% which is positi e but weak in nature. The 

relation hip between DP and Debt to Equity ratio to represent capital structure had a 

coefficient of -4.0% which is a weak and negative correlation which shows that the direction 

of the r lationship is inverse that is the more the dividend paid the lesser the amount of debt 

to equity ratio and vice ersa for lesser di idends. 

urn mary 

Lc,·eragc is found to have some role in the dividend d cisions with higher levels of debt 

con ist nt with a greater likeliho d of a reduction in th distribution whilst also suppressing 

pr fitability in future years. Debt is ne of the variables that would logjcall appear to be a 

con ideration when managers are making a di idend decision. De Angelo and De Angelo 

I I 90) found out that for finns with multiple annual lo ses. debt coYenants are a factor 

c:on idered in dividend policies which is also the case for orne of the firms in theN E. 
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Out of the finn li ted at the ~ about 23.2% have high d bt t equity rati indic ting that 

th~!~ appl more d bt that the equity amount they have n their capital tructun..: . The 

di\ idend amount of this _J.2 % firm is also lov as xpected ut th re are c cepti nat· like; 

Barela s bank and tanchart bank ho in spite of the high d t to equity ratio till pa a high 

di\ idend amount . 

Companie with higher operating and fmanciaJ J lower divid nd pay ut to 

r duce osts of external financing and thus a negative corr lation b tween di id nd · and a 

company's b ta should be exp cted as in the case of DP and D ratio where we have a beta 

of -.00661.This i in agreement with what Rozeff (1986) found ut in his stud c n idering 

financial leverage as on of his variables affecting di idends. 

There i a! o a direct relationship between dividends paid and the amount of profit made that 

is the Dps and the Eps in that firms making high earnings pa rugher dividends or pa 

dividends. About 58% offinns studied had a high Eps and a high Dps showing a relationship. 

The model u ed in this tudy is similar to that used by Karanja (1987) and Farida (1993 . 

Where b they bad a model with 6 ariables and were assessing their effects on the di idend 

and its determinants. ln their studies they both found out that liquidity seemed to be the most 

important ariable among the companies listed at the N E and it was al o significant. 

\l orking capital was s cond and then cash flows. From table 2.3 with simple regression 

re ults profits have overshadowed the cash flows as a determinant of di idends which is a 

contradiction of what Brittain s (1966) found out in his study where by he ranked cash flows 

before the profits as a deteurunant of dividend . Benito and Young (200 1) use K data to 

how that a high degree of leverage is associated with dividend omission. The effect of 

leverage is e en more strongly linked to the propensity to cut dividends. 

Models developed by Bhattacharya ( 1980) John and Williams (1985). Miller and Rock 

( 1985 . and Williams (1988) predict that higher dividends will be associated with higher 

ubsequent cash Oow. The results of the study are inconsistent with the models de eloped by 

Bhattacharya and John although orne firms had negati\'e p rating cash flows and still ended 

up paying di 1dends lf a finn has free ca hjlows (lens n 1986)] it is bener off sharing them 

\\ith tockhold rs as dividend pa out (or retiring the fim1s debt) in order to reduce the 

o·sibilit ofth e funds being wasted n unprofitable (negati e net present value projects. 
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HAPTER D 

:.t Introduction 

Thi chapter pr nts a summary f th ftnding of th tu thi pr ~ t w 

to att mpt toe tablish a relation hip b twe nth di idend and aming . c h n w and capital 

tru tur . 

5.2 Findin a nd Di cu ion 

The data u ed in this analy i co ered a period of 6 ear fr m l 8 to 2 3 and w btained 

from the airobi stock e chang . The r arch in ol d the us f r gr anal i . 

Corr lation coefficients of determination were obtained to as i t in determining th nature and 

magnitude fth relationship between the variables DP and P . N FA and 0/ rati 

Leverage h a rurect r lationship with dividends which i not on entional but p rhap b cau e 

mo t fthe companies that wer highly leveraged had high Liquidity too. 

By I king at th simple regre ion model it was found out that the relationship between DP 

and P was strong and po iti e in nature with a corr Jation co fficient f 85.7%. h 

relati nship between DP and ash low was econd with a c rrelation c effici nt f 25.3% 

which i po itive but weak in nature. The r lation hlp b tw n DP and D bt t quity rati t 

repr nt capital structur had a c efficient of -4.0% which is a weak and negati e c rrelation 

wbi h show that th dir ction of the r lationship i inverse that i the mor th di idends paid 

r the amount of debt to quity rati and vice er a fl r le er di id nd . 

-.3 ummary 

Th m d l u d in this stud irniJar to that u ed by Karanja 1987 and arida (1 93 . Where 

b) th had a model with 6 ariabl and wer as es ing th ir elTec on th di id nd and its 

d terrninant . ln their tudie they b th fi und out that liquidity e med to b the mo t important 

variabl among the companie Li ted at th ~ and it was aJ o ignificant. 

ut of the firm listed at th ab ut 23.2% hav high debt to equit ratio indicating that they 

apply m r debt that the equity amount they ha on th ir capital stru ture. The dividend 

am unt f thi 23.2 % firm i aJ as e pected but th r are exceptionals like Barela s 
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ank and tanchart bank ho in pite of th high d bt t quity rati till pa a high dividend 

amount 

Th " variable are mo t significant fa t rs affecting di idend in the gricuJturaJ t r "";th th 

R
2 of 100%, th n ti llowed b Alternati [n estrn nt gm n with R2 f 4. % then 

ommer ial ect r with R
2 

f94 .4% then ftnanc and in e tment with R2 f 0% and Ia tly th 

factors are least ignificant in the industrial ctor with R2 f 68.3%. 

The abo e analy i hows in as e sing aU th companie collecti 1 the 3 variable A 

DIE rat io th y contribute to about 75.0% ofth ariation in th di idend per hare l el . 

SA ooclu ion 

We an therefore conclud aJ o that dividend change i mo t en iti e to Earning , th n ca h 

flo from operating fr m operating activitie and finally to debt in that ord r. Tho firms with 

high debt to equity ratios pay low amounts of dividend with an exc pti nal of ab ut 5% wh 

pa a high amount About 8% of firm tudied had a high ps and a high Op h wing the 

pre nee of a trong relationship between the said variables. 

5.5 Limjtatioo of the tudy 

C n id ring that it i difficult to have a perfi ct r earch situation it i th n e pected that thi 

re earch wi 11 have m limitation . 

The ud was intended for u e data for all the companies qu ted on theN E for a 6-year p ri d. 

Thi wa not achieved du to lack f inti rmation. The data a ailable wa for nJy c mpanie . 

ccs ibility f infonnati n ft r mor companie could ha e r uJted I b tter re ults obtained. 

The p ri d co ered in he tud i nJy 5 year . A longer could po ibly ha e yi lded different 

re ults. 

The interpretation f financial tatements was problematic e pecialJy for the banking ad 

in urancc in titutions. Insufficient details are gi en concerning what c mpanies comprise Jong­

lenn d t. 
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Th dy fi us d onl on the coropani li t d at th . 11 w r. th re ar 1 

omparu that are lj t d hile ther are money oth r unlist d pri ate c mparu 

Ken)a onsequ ntly, th fmding oftbi tud cannot gen raliz d. 

·.6 uggestioo for further research 

For tb purpo e of irnpr ing thl study. it i ugg ted that: 

than i t 

pcrating in 

imilar tudy could be carried out o er a I ng peri d f tim 

ftndi ng sa mor than t n ar . 

as t btain m r r liable 

Th \'ariabl s identified in thi stud can b test d on companie n t quoted at th . b 

additional information obtain d thereof including th r ults of thj study can b u ed t draw 

generalization for firm in Kenya. 

Due to the shortcorrting identified in the limitation f regre ion m del in thi tud , 

re ear her can u e other model .g. imultaneou equations t explain arious relation hip 

between d ivid nd and ariabl . Di idend for other ear not u d by there earcb r can be used 

to validat th modeL 

A tud to b carried out either on dividend change with earning reduction of firm or dj idend 

change (policy) and finn s capital structure ron lh effects of di id nd chang n pcrformanc 

of finn I i ted on the 
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Graph 1: Showing trends in DPS and EPS over the years 1998 to 2003 
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Graph 2: bowing trends ofDPS and DIE ratio for the years 1998 to 2003 
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Graph 3: bowing DP and et Cash Flow trends for the years 1998 to ~003 
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APPE VIX 1 

DA COLLECTIO FORM 

Table I 

I Sector No. Of Total Assets Dividends Net Total Debt Equity 
ordinary (Fixed+Current) paid Operating (Long+ hort) apital 

I Shares Cash flows 

ompany 

I 
! 

DATA PRESENTATION FROMS 

! COMPANY SECTOR SIGNIFICANT R2 F-ratio Comment 
VARIABLE 

i I 
Table II 



APP , IDlX II: I TRODUCTIO LEITER TO THE ' E. 

TO \\'HOM IT Y 0 CERN 

Dear ir/Madam 

RE: REO T FOR RESEARCH DATA 

I am postgraduat student at the University of airobi pur uing a course leading to th award of 

a ~fasters degree in Business Administration (MBA).To fulfill th requirements for th award 

of the degree I am required to undertake a research project. 

ln this regard, I am undertaking a research project entitled "An Empirical investigation of the 

relationship between dividend changes and earnings, ca h flows and capital structure for 

the firms listed on the NSE". In order to achjeve tills objective data concerning operating 

cash flows EPS DPS shareholders funds for the period 1st January 1998-31 1 December 2003 

from our organization will be very useful. I hereby request for the research data at your 

organization. 

Any infonnation that will be extracted from your database will be treated with strict 

confidentiality and used specifically for academic purposes. 

Yours Faithfully 

P.~ ANDETO 
tudent. 

MR.KARANJA 
Supervi or 



~PE DfXlU:LlTOFCOMP m AMPLEDFORTHE T D 

N!\viE OF COMP~Y 
Agricultural 

!. Unilever Tea Kenya Ltd. Ord. 10.00 
2. Kakuzi Ltd. Ord. 5.00 
3. Rea Vipingo Plantations Ltd. Ord. 5.00 
4. Sasini Tea & Coffee Ltd. Ord. 5.00 

Commercial and Services 
- Car & General (K) Ord. 5.00 .... 
6. CMC Holdings Ltd. Ord. 5.00 
7. Kenya Airways Ord. 5.00 
8. Marshalls (E.A) Ord. 5.00 
9. Nation Media Group Ord. 5.00 
10. Tourism Promotion Services Ltd. Ord. 5.00 

Finance and Investment 
I 

11. Barclays Bank Ltd. Ord. 10.00 
12. CFC Bank Ltd. Ord. 5.00 

113. Diamond Trust Of Kenya Ord. 5.00 
I 14. Hous~ Finance CO. Ltd. 
15. ICDC Investment CO. Ltd Ord. 5.00 
16. Jubilee Insurance CO. Ltd. Ord. 5.00 

L I 7. Kenya Commercial Bank Ord. 10.00 
118. _lfational Bank OfKei!Y_a Ltd. Ord. 5.00 
p9. NIC Bank Ltd. Ord. 5.00 
20. Pan Africa Insurance CO. Ltd. Ord. 5.00 

121. Standard Chartered Bank Ord. 5.00 

l Industrial and Allied 

L 22. Atbi River Minin_g_ Ord. 5.00 
23. BOC Kenya Ltd. 

t 24. Bamburi Cement Ltd. Ord. 5.00 
' 2-_ .)_ British American Tobacco Kenya Ord. 5.00 
I 26. Carbacid Investments Ltd. Ord. 5.00 
27. Crown Berger Ord. 5.00 

l]8. OlymQ_ia C(!Qital Holdings Ltd. Ord. 5.00 
l 29. I E.A cables Ord. 5.00 
I 30. l E.A Portland Cement Ord. 5.00 

31. I East African Breweries Ltd. Ord. I 0.00 
32.1 Firestone E.A Ord. 5.00 

t 33. Kenya Oil CO. Ltd. Ord. 5.00 
L 34. I Total Kenya Ltd. Ord. 5.00 
]5. 1 Unga Grou_e_ Ltd. Ord. 5.00 

~ I 



1 Alternative Market Segment 

36. ~Baumann & CO. Ord. 5.00 

31. City Trust Ltd. Ord. 5.00 

38. Eaagads Ord. l.25 

39. Express Kenya Ord. 5.00 

~0. Williamson Tea Kenya Ltd. Ord. 5.00 

~1.1 Kapchorua Tea CO. Ltd. Ord. 5.00 

~2 Limuru Tea Ord. 20.00 

~3. Standard Newspapers Group Ord. 5.00 



ultiple Regression all Companies 

Descriptive Statistics 

Mean Std. Deviation N 
d1vrdend per share 2.82714 4 .646092 43 
EARNINGS PER SHARE 4.06358 8.344534 43 

CASH FLOWS PER .06681 .092538 43 
TOTAL ASSETS 
DEBT EQUITY RATIO 1.51444 2.813479 43 

Correlations 

CASH FLOWS 
dividend EARNINGS PET TOTAL DEBT EQUITY 

_p_er share PER SHARE ASSETS RATIO 
Pearson Correlation dividend per share 1.000 .857 .253 -.040 

EARNINGS PER SHARE 
.857 1.000 .289 -.201 

CASH FLOWS PER 
.253 .289 1.000 -.151 TOTAL ASSETS 

DEBT EQUITY RATIO -.040 -.201 -.151 1.000 
Sig. (1-tailed) dividend per share .000 .051 .399 

EARNINGS PER SHARE 
.000 .030 .098 

CASH FLOWS PER .051 .030 .167 TOTAL ASSETS 
DEBT EQUITY RATIO .399 .098 .167 

N dividend per share 43 43 43 43 
EARNINGS PER SHARE 43 43 43 43 

CASH FLOWS PER 43 43 43 43 TOTAL ASSETS 
DEBT EQUITY RATIO 43 43 43 43 

Variables Entered/Removedb 

Variables Variables 
Model Entered Removed Method 
1 DEBT 

EQUITY 
RATIO, 
CASH 
FLOWS 
PER Enter 
TOTAL 
ASSETS, 
EARNINGS 
PER a 
SHARE 

a. All requested variables entered. 

b. Dependent Variable: dividend per share 



Model Summaryb 

Adjusted R Std. Error of 
Model R R Square Square the Estimate 
1 .8688 .753 .734 2.396158 

Model Summaryb 

ChanQe Statistics 
R Square Durbin-Wa 

Model Change F Change df1 df2 Sig. F Change tson 
1 .753 39.635 3 39 .000 1.800 
a. Predictors: {Constant), DEBT EQUITY RATIO, CASH FLOWS PER TOTAL ASSETS, EARNINGS PER SHARE 

b. Dependent Variable: dividend per share 

Sum of 
Model SQuares df Mean SQuare F Sia. 
1 Regression 682.698 3 227.566 39.635 .oooa 

Residual 223.921 39 5.742 
Total 906.619 42 

a. Predictors: (Constant), DEBT EQUITY RATIO, CASH FLOWS PER TOTAL ASSETS, EARNINGS PER SHARE 

b. Dependent Variable: dividend per share 

Coefficients" 

Unstandardized Standardized 
Coefficients Coefficients 

Model B Std. Error Beta t Sig. 
1 {Constant) .420 .535 .785 .437 

EARNINGS PER SHARE 
.490 .047 .879 10.430 .000 

CASH FLOWS PER 1.012 4.194 .020 .241 .811 TOTAL ASSETS 
DEBT EQUITY RATIO .231 .135 .1 40 1.716 .094 
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Coefficientsa 

95% Confidence Interval forB Correlations 

\~ode I Lower Bound Upper Bound Zero-order Partial Part 
I (Constant) -.662 1.501 

EARNINGS PER SHARE .395 .585 .857 .858 .830 

CASH FLOWS PER -7.471 9.496 .253 .039 .019 TOTAL ASSETS 
DEBT EQUITY RATIO -.041 504 -.040 .265 137 

a Dependent Variable: dividend per share 

Casewlse Diagnostics• 

dividend 
Case Number Std. Residual per share 
33 -3.631 7.833 
42 3.224 26.333 

a. Dependent Variable: dividend per share 

Residuals Statistics8 

Minimum Maximum Mean Std. Deviation N 
Predicted Value -2.47933 18.60721 2.82714 4.031714 43 

Residual -8.69962 7.72579 .00000 2.308996 43 

Std. Predicted Value -1.316 3.914 .000 1.000 43 

Std. Residual -3.631 3.224 .000 .964 43 

a. Dependent Variable: dividend per share 

~e3 



Simple Regression Dps & debt ratio 

Descriptive Statistics 

Mean Std. Deviation N 
dividend per share 2.82714 4.646092 43 
debt equity ratio 1.51444 2.813479 43 

Correlations 

dividend debt equity 
per share ratio 

Pearson Correlation dividend per share 1.000 -.040 
debt equity ratio -.040 1.000 

Sig. {1-tailed) dividend per share .399 
debt equity ratio .399 

N dividend per share 43 43 
debt equity ratio 43 43 

Variables Entered/Removedb 

Variables Variables 
Model Entered Removed Method 

1 deb_t;:quity 
ratio 

Enter 

a. All requested variables entered. 

b. Dependent Variable: dividend per share 
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Model Summary 

Chanoe Statistics 
Adjusted R Std. Error of R Square 

Model R R Square Square the Estimate Change F Chanoe df1 df2 Sig. F Chan_g_e 
1 .0408 .002 -.023 4.698639 .002 .066 1 41 .799 
a. Predictors: (Constant), debt equity ratio 

Sum of 
Model Squares df Mean SQuare F Sio. 
1 Regression 1.454 1 1.454 .066 .799° 

Residual 905.166 41 22.077 
Total 906.619 42 

a. Predictors: (Constant), debt equity ratio 

b. Dependent Variable: dividend per share 

Coefflclents8 

Unstandardized Standardized 
Coefficients Coefficients 95% Confidence Interval for 8 

Model 8 Std. Error Beta t Sig. Lower Bound Upper Bound 

1 (Constant) 2.927 .816 3.588 .001 1.279 4.575 
debt equitv ratio -6.613E-02 .258 -.040 -.257 .799 -.587 .454 

a. Dependent Variable: diVidend per share 
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Simple Regression Dps & Eps 

Descriptive Statistics 

Mean Std. Deviation N 
dividend per share 2 .82714 4.646092 43 
earnings per share 4.06358 8.344534 43 

Correlations 

dividend earnings 
per share per share 

Pearson Correlation dividend per share 1.000 .857 
earnings per share .857 1.000 

Sig. (1-tailed) dividend per share .000 
earnings per share .000 

N dividend per share 43 43 
earninqs per share 43 43 

Variables Entered/Removedb 

Variables Variables 
Model Entered Removed Method 
1 earnings 8 Enter 

oer share 

a. All requested variables entered. 

b. Dependent Variable: dividend per share 

Model Summaryb 

Adjusted R Std. Error of 
Model R R Square Square the Estimate 
1 .8578 .734 .728 2.423716 

Model Summaryb 

Chanqe Statistics 

R Square Durbin-Wa 
Model Change F Change df1 df2 Sig. F Change tson 
1 .734 113.334 1 41 .000 2.019 

a. Predictors: (Constant). earnings per share 

b. Dependent Variable: dividend per share 
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ANOVAb 

Sum of 

Model Squares df Mean Square F Sig. 

1 Regression 665.769 1 665.769 113.334 .oooa 

Residual 240.850 41 5.874 

Total 906.619 42 

a. Predictors: (Constant) , earnings per share 

b. Dependent Variable: dividend per share 

Coefficients3 

Unstandardized Standardized 

Coefficients Coefficients 

Model B Std. Error Beta t Sig. 

1 (Constant) .888 .412 2.156 .037 

earnings per share .477 .045 .857 10.646 .000 
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CoefficientsB 

95% Confidence Interval for 8 Correlations 

Model Lower Bound Upper Bound Zero-order Partial Part 

1 (Constant) .056 1.720 

earnings per share .387 .568 .857 .857 .857 
.. 

a. Dependent Vanable: d1v1dend per share 

Casewise Diagnostic~ 

dividend 

Case Number Std. Residual per share 

33 -3.554 7.833 

42 3.236 26.333 

a. Dependent Variable: dividend per share 

Residuals Statistics" 

Minimum Maximum Mean Std. Deviation N 

Predicted Value -2.06895 18.48955 2.82714 3.981412 43 

Residual -8.61349 7.84345 .00000 2.394689 43 

Std. Predicted Value -1.230 3.934 .000 1.000 43 

Std. Residual -3.554 3.236 .000 .988 43 

a. Dependent Variable: dividend per share 
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Simple Regression Dps&Cashflow 

Descriptive Statistics 

Mean Std. Deviation N 
dividend per share 2.82714 4.646092 43 
Net cashflow per 

.06681 .092538 43 Total assets 

Correlations 

Net cashtlow 
dividend per Total 
per share assets 

Pearson Correlation dividend per share 1.000 .253 
Net cashflow per 

.253 1.000 Total assets 
Sig. ( 1-tailed) dividend per share .051 

Net cashflow per 
.051 Total assets 

N dividend per share 43 43 
Net cashflow per 

43 43 Total assets 

Variables Entered/Removedb 

Variables Variables 
Model Entered Removed Method 
1 Net 

cashflow Enter 
perTo~l 
assets 

a. All requested variables entered. 

b. Dependent Variable: dividend per share 

Model Summaryb 

Adjusted R Std. Error of 
Model R R Square Sg_uare the Estimate 
1 .2538 .064 .041 4.549341 

Model Summaryb 

ChanQe Statistics 

R Square I Sig. F Change 
Durbin-Wa 

Model Change F Change df1 df2 tson 
1 064 2.805 1 41 I 102 1.902 

a. Predictors: (Constant), Net cashtlow per Total assets 

b. Dependent Variable: dividend per share 
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Sum of 
Model Squares df Mean Square F Sig. 
1 Regression 58.063 1 58.063 2.805 .1028 

Residual 848.557 41 20.697 
Total 906.619 42 

a. Predictors: (Constant), Net cashflow per Total assets 

b. Dependent Variable: dividend per share 

Coefficients• 

Unstandardized Standardized 
Coefficients Coefficients 

Model 8 Std. Error Beta t Sig. 

1 (Constant) 1.978 .859 2.302 .026 
Net cashflow per 12.706 7.586 .253 1.675 .102 
Total assets 
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Coefficients• 

95% Confidence Interval for 8 Correlations 
Model Lower Bound U...2Q_er Bound Zero-order Partial Part 
1 (Constant) .243 3.713 

Net cashflow per -2.614 28.026 .253 .253 .253 Total assets .. 
a. Dependent Variable: d1v1dend per share 

Casewlse Diagnostics• 

dividend 
Case Number Std. Residual per share 
42 5.004 26.333 

a. Dependent Variable: dividend per share 

Residuals Statistics• 

Minimum Maximum Mean Std. Deviation N 
Predicted Value -2.79921 5.00221 2.82714 1.175773 43 
Residual -4.14421 22.76655 .00000 4.494856 43 
Std. Pred cted Value -4.785 1.850 .000 1.000 43 
Std. Residual -.911 5.004 .000 .988 43 

a. Dependent Variable: dividend per share 
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Regression Commercial sector 

Descrlpt\ve Statistics 

Mean Std. Deviation N 
dividend per share .88000 .823250 
earnings per share 2.12217 4.930263 
Net cashflow per 

.08100 .058447 total assets 
Debt to eouitv ratio .96150 1.535280 

Correlations 

dividend 
per share 

Pearson Correlation dividend per share 1.000 
earnings per share .771 
Net cashflow per 

.901 total assets 
Debt to equity ratio -.472 

Sig. (1 -tailed) dividend per share 
earnings per share .036 
Net cashflow per 

.007 total assets 
Debt to equity ratio .172 

N dividend per share 6 
earnings per share 6 
Net cashflow per 

6 total assets 
Debt to eouitv ratio 6 

6 
6 

6 

6 

Net cashflow 
earnings per total Debt to 
per share assets equity ratio 

.771 .901 -.472 
1.000 .548 -.848 

.548 1.000 -.307 

-.848 -.307 1.000 
.036 .007 .172 

.130 .017 

.130 .277 

.017 .277 
6 6 6 
6 6 6 

6 6 6 

6 6 6 
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V orl b l o n t orod/R tn o vod" 

Variables Variables 
Model Entered Removed Method 
1 Debt to 

equity ratio, 
Net 
cashflow Enter per total 
assets, 
earnings a 
per share 

a. All requested variables entered. 

b. Dependent Variable: dividend per share 

Model Summaryb 

Adjusted R Std. Error of 
Model R R Square Square the Estimate 
1 .9728 .944 .861 .307294 

Model Summaryb 

ChanQe Statistics 
R Square Durbin-Wa 

Model Change F Change df1 df2 Slg. F Change tson 
1 .944 11 .295 3 2 .082 1.612 

a. Predictors: (Constant), Debt to equity ratio, Net cashflow per total assets, eamlngs per share 
b. Dependent Variable: dividend per share 
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AN OVA" 

Sum of 
Model Squares df Mean Square F Slg. 
1 Regression 3.200 3 1.067 11 .295 .0828 

Residual .189 2 .094 
Total 3.389 5 

a. Predictors: (Constant) , Debt to equity ratio, Net cashflow per total assets, earnings per share 

b. Dependent Variable: dividend per share 

Coefficlents8 

Unstandardized Standardized 
Coefficients Coefficients 95% Confidence Interval for B 

Model B Std. Error Beta t Sig. Lower Bound Upper Bound 

1 (Constant) -.223 .310 - .719 .547 -1 .557 1.111 

earnings per share .115 .064 .690 1.802 .213 -.160 .390 

Net cashtlow per 
8.673 3.006 .616 2.885 .102 -4.262 21 .609 

total assets 
Debt to eQuity ratio .162 .180 .302 .898 .464 -.614 938 
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Correlations Collinearit Statistics 
Model Zero-order Partial Part Tolerance VIF 
1 (Constant) 

earnings per share .771 .787 .301 .190 5.259 
Net cashflow per 

.901 .898 .482 .612 1.635 total assets 
Debt to equitv ratio -.472 .536 150 .246 4.063 

a. Dependent Variable: dividend per share 

Colllnearlty Diagnostics• 

Variance Prooortions 
Net cashflow 

Condition earnings per total Debt to 
Model Dimension Eigenvalue Index (Constant) per share assets eQuity ratio 
1 1 2.380 1.000 .03 .01 .03 .01 

2 1.425 1.292 .00 .05 .00 .06 
3 .128 4.312 .54 .04 .78 .00 
4 6.676E-02 5.971 .43 .90 .19 .93 

a. Dependent Variable: dividend per share 

Residuals Statistics• 

Minimum Maximum Mean Std. Deviation N 
Predicted Value .12107 2.29708 .88000 .799980 6 
Residual -.35061 .24277 .00000 .194350 6 
Std. Predicted Value -.949 1.771 .000 1.000 6 
Std. Residual -1 .141 .790 .000 .632 6 

a. Dependent Variable: dividend per share 
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