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Abstract: Dividend policy is an important and fascinating subject in corporate finance. Many researchers
have provided insights into the issue of dividend policy and why it is an important area in corporate finance,
However, the issue of whether there is an optimal dividend policy is still a subject of on-going debate. It
has been found that dividend policy is important because of the effect of its information on outsiders
regarding future prospects of the firm, its impact on the firm’s capital structure, investment opportunities

and stock price.

This is an investigative study of the dividend po

of this study is to examine the constancy or otherwis

The study also examines the theoretical basis
The findings of the research reveal that the s

toand that they believed would maximise their sharehold

licies of four listed companies in Botswana. The focus
¢ of dividends per share relative to the firms’ earnings.
for the selection reflected by the price/earnings ratio.

elected companies had dividend policies that they adhered

ers’ wealth. The firmsuse a blend of the residual

dividend policy and the constant and steadily increasing dividend policy.
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INTRODUCTION

Dwifiends usually refer to cash distribution of
earnings to the owners of the company. A
leu.:lend policy determines the division of
€arnings between payments to the stockholders
and reinvestment in the firm. A firm that adopts
a h‘_gh dividend payout ratio will have less funds
available for reinvestment and will have to raise
New capital and incur transaction costs or forego
some profitable investments. There is a trade-
off between future growth and a high dividend
Payout ratio. Dividend policy is an important
and controversial subject in corporate finance.
Some researchers consider dividend policy to
€ a passive variable in the decisions Fhat
Optimise shareholders’ wealth; that is, it is a1V
atafter the financing and investment decisions
ave been taken. Others consider dividend
Policy to be an active variable of equal
!Mportance to financing and investment
decisions. A lot of research aimed at providing
Insight into the impact of dividend policy on
the value of the firm has been done, but many
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issues surrounding dividend policy are still
unresolved.

According to Saxena (1999), the subject of
dividend policy is important for several reasons.
Firstly, researchers have found that a firm’s
dividend policy is important because of the
signaling effect it can have on outsiders.
Dividend payment policies do signal information
to the market on the future stability and growth

rOSpects of the firm. Secondly, it has been
established that dividends play aroleinafirm’s
capital structure. Retained earnings are one of
the most significant sources of funds for
financing corporate growth. Dividends
constitute cash outflows that reduce the funds
available for reinvestment. A firm can decide
to pay outa substantial amount of its earnings
in dividends and borrow the funds required to
finance its capital budget or it can retain most
of its earnings for reinvestment. The strategy
adopted will have an impact on its capital
structure and investment decisions. Lastly, it has
been found that the firm’s value is influenced
by its dividend pattern. As depicted by the
Gordon’s valuation model, the price of a firm’s
stock is equal to the sum of the present value
of its expected future dividend stream.
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Theoretically, the optimal dividend policy is the
one that will maximise the price of the firm’s
stock and simultaneously increase the firm’s
value.

There are four main basic methods that can
be used to pay dividends, although variations
of these basic types do exist. These methods
rest on various dividend theories. In this study,
three main theories are considered in support
of the dividend payment policies. While this
study does not aim at testing the soundness of
the dividend theories, it would be impossible to
discuss the optimality of dividend payment
policies without referring to the dividend
theories. It has been found that the three
dividend policy theories offer conflicting
recommendations, based on differing

assumptions, on what the optimal payment
policy should be.

The Objectives of the Study

The major objective of this study is to establish
whether the dividend payment patterns of the
selected companies show the adoption of a
particular dividend policy and the effects of
these policies on market expectations as
measured by the price/earnings ratios. The study
will also investigate the relationship between
dividends per share, earnings per share, dividends
cover and the price/ earnings ratios of the
selected companies. Finally, the Paper will
evaluate the dividend policies adopted by the

selected companies based on available literaryre
and make recommendations,

Scope of the Study

A lot of research has bee
dividend theory and pol;
is yet published on the

n done in the fielq of
¢y- However, nothing
dividend policies of

uch of the published
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make use of data that is not readily available in
Botswana. For this reason, the data collectefi
had to be in line with what was available. This
research is aimed mainly at establishing the
dividend patterns of the selected firms fmd 1s
not intended to delve into an investigation of
the soundness of the factors that influence the
selection of the particular policy.

LITERATURE REVIEW

Today it is readily acceptable that a company 15
an artificial legal entity, separate and distinct
from its owners. The shareholders for the most
part do not get involved in the operational
aspects of the company, leaving these 10
managers who are charged with stewardship-
The shareholders expect to receive a return on
their investment. The total return includ.‘ffS a
dividend yield, the actual dividend determined
by the value of the investment; the actual
dividend received by the value of the
investment, and capital gains yield, whichr esu'l ¢
from an appreciation of the value of their
shares. Potter-field (1994) argues that t.he
objective of the firm should be to maximise
the present value of future dividends and the
appreciation in the price of its stock. He also
argues that theoretically investors should be
indifferent as to whether the company pays?
dividend or not. This ;s so because when 2
company pays a cash inflow it is offset by 2
fiecline in the value of its shares which should
Increase to reflect the increase in present value
of the expected future cash flows generated by
the reinvestment of the retained profits. In
Practice this is not so, Potter-field also argues
that, for many companies, payment of a regular
cash dividend tends to have a favourable effect
on share prices over a period of time. Hence
the issue of why companies pay dividends and
why they adopta particular policy is still a puzzle.

DIVIDEND THEORIES

At this
divide

juncture it is appropriate to lool at the
nd theories that have been put forwar
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Eg;arbels'e;rchers in t.he field in an attempt to
iy 1s thf: relationship between a firm’s
tvidend policy and its value. Three prominent
theories will be discussed.

The Dividend Irrelevance Theory

E/Il:llls theory was put forward by Modigliani and
ve er (M &C M) in 1961. They proved under
ngr eSt]l ictive assumptions that dividend policy
of th (: Ff ?.GVant and had no effect on the value
would l‘)’ m. ThEy suggesFed that shareholders
capival e indifferent to dividend payment and
fot thgams and a payment of dividends would
com erefore alter the total value of the
presep any. H9W<?ver, the M & M position

. nts some limitations. Their theory can only
aSsu?Ep]'lcable to the following unrealistic

ptions,

T
That there are zero personal or corporate
Ncome taxes;

hat there are zero floatation and transaction
Costs;
T . ..

hl;.lt there is independence between dividend
p(l)'l Iy and equity costs;
Ther € 1s symmetric information; and
i dat the firm’s capital investment policy 1s

ndependent of its dividend policy.

T

! hese assumptions imply that a firm would be

wperaFlng in a perfect market and do not hold
ater in the real world.

T . .
he Bird-in-the-Hand Theory

aAnjlif?;em P,Oint'of Yiew is expressed in G:’)rd]c:.n
theor :_ner s “Bird-in-the-Hand Theory. This
the di);'docuses on M & M’s assumption that
feturp idend ROI‘CY does not affeft the rate 0
thap theOn capital. QoFdon and Lintner argue
Payout cost of equity increases as the dividen
Sure of 's reduced because investors are more
receivinrece“.”“a‘é d'lVldends.than they are 0
®arnip Sg Cﬁ) ital gains resulting from retam;
argug 8s- & M refute this sFatement y
ng that investors will reinvest their

dividends in the same firm or similar securities;
and that the riskiness of the firm’s cash flow is
a function of the firm’s assets.

The Tax Differential Theory

This theory was put forward by Farrar and
Selwyn in 1967 and modified by Brennan in
1970. It is based on the fact that capital gains
are taxed at a lower rate than dividend income.
Therefore it suggests that investors would
require a higher rate of return on stocks of
firms with high dividend payout ratios than they
do on stocks of firms with low payout ratios.
Under the tax laws applicable in many countries,
capital gains are not taxed until one’s shares are
sold and there are no taxes accruing to an
investor who holds the shares till death.

These preferences are noted in companies
that have wealthy investors who tend to treat
the firm as “incorporated cash boxes,” a term
that loosely refers to the phenomenon observed
when investors choose to invest in companies
where their earnings are retained and reinvested
5o as to carry a lighter tax burden.

To date these theories represent the basis
debate. According to M & M

al dividend policy. Gordon and
Lintner, on the other hand, suggest that a high
dividend payout would be preferred, whereas

the tax preference theory suggests that a low
dividend payout would be preferred. Empirical
testing has not produced results for the theory

for continuing
there 1s no optim

to be correct.
In addition to the above theories, some

researchers focus on the informational content
of dividends and the clientele effect. Baker ez
4l (1985), in their survey of management views
on dividend policy, concluded that dividend
policy affects a firm’s share price due o its
signaling and clientele effect. Anannouncement
of a dividend sends a signal to outsiders on the

prospects and stability of the

future earnings
firm. A firm willadopta dividend policy that
will send positive signals and attract the correct

clientele.
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DIVIDEND PAYMENT POLICIES

The dividend theories give prescriptions on how
firms should determine their dividend policy.
However, in practice firms adopt one or a

mixture of the four policies which are discussed
below:

Constant Payout Ratio

Under this policy a constant fixed percentage
of annual earnings is paid to the shareholder.
Dividends per share are a function of earnings.
Inperiods of buoyancy, a company would afford
to pay higher dividends per share. However,

oundering profits would lead to a lesser amount
of dividends per share even though a constant
percentage was maintained. This policy results
in fluctuating dividends per share and unstable

investment income and is followed by very few
firms,

Constant of Steadily Increasing Dividends
per Share

This is considered the best policy and isadopted
by many firms. Under this policy, a fixed pula
amount is paid to the shareholders each period.
This procedure suggests to shareholders thata
regular dividend will be maintained and that
earnings will be sufficient to pay it. The amount
is increased when there is a high expectation
that future earnings can sustain the increased
dividends. Firms strive not to reduce the annual
dividend. Such a policy will senda Positive signal
to investors and results in stable investment
income. In order to maintain the time value of
money, firms adopta policy of paying constantly
increasing dividends pershare. The philosophy
behind this policy is to provide stable but steadily
growing dividends. Many researchers are of the
opinion that the adoption of this policy would

maximise the price of 3 firm’s stock (Bri ham
& Gapenski, 1994). (® &

Low Regular Divideng Plus
Policy

Under this policy a firm
per share on a regular bas

Extra Dividend

Pays a low dividend
1s and then pays out
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extra amounts as a bonus when excess fU{ldS
are available. Investors will prefer this policy
since even in times of low profits, they are
assured a minimum amount of divi.dend. This
policy is followed by firms with volatile e'flr{llngz
Asa cross between the constant plus d1v1dfan
and the constant payout, it achieves two things
at once; retention of earnings to drive expansion
and at the same time to enable the firm to pay
dividends in a manner that will send out positive
signals to current and potential investors.

Residual Dividend Policy

This policy suggests that dividends are a passive
variagle (gorriiga etal 1993). Dividends are paid
out of leftover earnings after the firm ha;
financed its optimal capital budget. It 1s.base
on the premise that investors prefer the firmto
retain and to reinvest earnings rather than to
Pay them in dividends. The driving p!'ulosop.hy
of this policy is that internal financing is super1or
to external financing. It is less expensive O
finance with retained earnings that to .rzusj
external funds. Hence using the residual dividen
policy results in lower cost of capita}. Fu'mcsl
whose shareholders favour retention an
reinvestment of earnings tend to employ this
approach. The pure residual approacl} r esuléz
in fluctuating and highly unpredictable dividen
per share which can lead to loss of mveStO;
confidence. To overcome the problem o
unstable dividends, some firms follow a
smoothed residual dividend policy, whereby the
firm strives to reduce the variability .Of the
dividend payments. Brigham & Gapenski (1994)
suggest that the residual policy can be used asa
guide for establishing the long - term target
Payout ratio, but should not be adhered to year
by year.

Factors That Influence Dividend Policy

The dividend policy that a firm eventually selects
will ultimately depend upon the impact of
number of factors. A study conducted by Baker,
Edelman and Farre (1995) (1985), revealed that
managers considered the anticipated level of 2



5 ; E H P
. M Se[é!tdi
ach.ana & B. Magembe. 7718 Dnﬂdendpa)”nent fbllclﬁ Of Llstfd Coﬂl aniesin BOtS'wana

firm’ :
divl;::lznfdustu;e earnings, the pattern of past
bout e the z}vallablllty of cash and concern
0 be the nl:té}lnglg or increasing the stock price,
bayout o ain determinants of their dividend
in BotsIvJva icy. In a survey of bank executives
dividend na, Letsile (1999) found that the
in sops cliayout was based on profitability and
on instructs'es of some foreign - owned banks,
that s pos, LOns from head office. It can be seen
when o er of facto.rs.need to be considered
arvey (1 9r9rrsnnmg dividend payout policy.
Categoten ) groups these factors into two
andopoey ose that favour a high payout ratio
ose that favour a low payout ratio.

F .
actors Which Favour a Low Payout

These

retais ;‘;lec(i; fa}ftors that influence the firm to

Percent o 4 Fde earnings and payout a small

Personal tale ends. Tl_lese factors mcl.u.de:
inance, assn es, transaction COSts qf raising

Testrictions cxpansion, L{n.stable earnings, |

the can: and the inability to raise funds on

pital markets.

Facy
0rs Favouring High Dividend Payout

The f
P?}'oz(t:t;l;sighat T‘" e conducivetoa high dividend
dividends ¢ mbcl ude: lr.lformanonal content of
‘nVestmen’[ ;a € earnings, lack of profn:able
Capitg] markelt'-’sPOrtumtles and well - develope
the all;:;: ffect a‘!d magnitude of the impact of
One firg, f-memloﬂed factors will differ from
0 another. In addition, each firm wil

Selec
-~ a divi . , !
clientele, vidend policy that will attract 1S

ata
Prima:;i]: collected through secondary and
Of literg, ta collection methods. A comnbination
used, re review and personal nterviews ¥
“Ompap;je 3nnu3:| reports of the selected listed
Snalysis, Ost}[: rovided the bulk of the data for
Ooks, jou er sources of information included:
nd the [, rnals, periodicals, CD-Rom facilities
sed to sternet. The information eollected was
upport the empirical findings and

recommendations. Essential market information
was also collected from the Botswana Stock
Exchange.

Since financial analysis uses historical data
it was decided that personal interviews would
be used to clarify the current position of the
selected firms given the analysis of their
historical financial information. To this end, face-
to-face interviews were conducted in all the
selected companies. The respondents were
designated personnel in the Finance
Departments of the selected companies.
Telephone interviews were also conducted in
that there was a need for clarification

the event
through the personal

of the responses obtained
interviews.

Sample Selection
e selection plan was adopted for
the study since the data analysis is non-
robabilistic in nature, s it had already been
decided that the findings from the investigation
could not be applied generally across all the
companies because they differ across various
lines. These consisted of the 13 companies listed
on the Botswana Stock Exchange. While it 1s
not a large stock exchange by international
standards, studying all the companies would have
been too wide a scope: The following four
companies wereselected foran in-depth analysis.

Standard Chartered Bank Botswana (Pty)

Lid.
. First National Bank of Botswana (Pty) Ltd.

INCO Holdings (Pry) Lud.
PEP Botswana Holdings (Pty) Ltd.

A quotasampl

Limitations of the Study

Empirical testing carried out by various

researchers have shown that none of the three
es is an “authority” in

main dividend theories 1 2 . :
Jeterming of an opti m.al.dlvxdend policy. This
is because that, if a dividend theory 15 to be
tested througha statistical survey, Sarr_l-gle firm
must be similar in all respects except 1n their

olicies. However, it isalmost

dividend payment P
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impossible to find companies that satisfy this
requirement. In addition, the cost of equity of
afirm must be measured with a high degree of
accuracy, given that, the costs of equity are not
precise. Researchers often have to use historical
earned rates of return in order to determine
market riskiness and thus cost of equity.
Historical data is not a good basis for establishing
which conditions lead to optimality in the light
of market volatility.

Dueto these limitations, it was decided that
instead of running a comparison of various
companies, the study would restrict itself to
studying the selected companies in order to
determine the dividend payment policy of each
company. Comparison amongst the companies
would be based on general observations only.

ANALYSIS AND FINDINGS

For each company the earnings per share (EPS),
dividends per share (DPS) and price/ earnings
(P/E) ratios were calculated. The DPS, EPS and
P/E ratios were analysed over a five-year period,
from 1993 to 1997, to establish trends and the
relationship berween dividends, earnings per
share and the price/ earnings ratios.

Dividend Per Share (DPS)

This ratio simply apportions the total dividends
paid out by the company to each ordinary share
issued. The data was tabulated in two formats,
one showing the annual nominal dividend per
share in thebe and the second showing the
indexed dividend per share, with the base year
being 1993. Using indexed dividends simplified
the task of discussing in general terms the
changes in dividends. The nominal DPS and the

indexed DPS are shown in Tables 1 & 2 in the
Appendix.

Earnings Per Share (EPS)
SSAP 3 defines EPS ast

to each ordinary share,
on profit for the per
minority interest, e

he profit attributable
expressed in thebe, based
1od after deducting tax,
xtraordinary items and
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preference dividend divided by the nul:nbe; of
of equity shares in issue and rfmkmg or
dividends over the period. This is thf? most
frequently used of all the accounting ratios anc}
is generally felt to give the best view fo

performance. It indicates how much o 1:1‘
company’s profits can be attributed to eac l
ordinary share in the company. The nomina

EPS and indexed EPS are shown as Table 3
and 4 in the Appendix.

P/E Ratio

This ratio shows the amount that investors are
currently willing to pay per pula of -curren}
earnings. The P/E ratio is a useful indicator 0
how the stock market assesses the co mpany. It
is directly related to a firm’s growth prosp ects‘
and enables potential investors to assess whether
the expected future earnings make the §hare a
worthwhile investment. The P/E ratios are
shown in Table 5 in the Appendix. o
To enrich the findings further , the lelle?n
cover was calculated for each firm for the f,'ve_
year period. The dividend cover shows earnings
asamultiple of dividends. A high dividend cover
implies that the chances of a dividend cutare
remote because earnings have to fall substafltlﬂlly
before the firm fails 1o pay the set dividend.

This information is shown in Table 6 in the
Appendix.

FINDINGS

The Standard and Chartered Bank of
Botswana (Stanchart)

The bank’s objective is to build shareholders
wealth through the creation of higher revenues,
lower costs, strong capital ratios and improved
shareholder returns (Annual Report 1995). The
EPS and DPS trend is shown jn Fig. 1 below.
The bank showed growth in DPS in the five
years studied. The DPS wag 36 thebe in 1993
but in 1997 it had increased to 155 thebe,
reflecting a growth of 333%. However, the year
“to-year growth was gradual. The 1994 DPS
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Fig. 2: Standard and Chartered P/E Ratios 1993.1997

times in the third quarter of 1996 before rising
t0 20.1 times in the fourth quarter. The ratio

rose to 20.3 in the first quarter of 1997 but it
declined t0 5.0 times during the second qQuarter
of 1997. During the third quarter of 1997, the
P/E ratio rose to 5.8 times and by the end of
the year it stood at 9.6 times. Even though

shareholders experienced a steady increase in
DPS, the P/E ratio fluctuated. The lowest P/E
ratio was recorded in thefo

urth quarter of 1995,
The market reaction could have been triggered

The P/E ratio followed the same ﬂuctuatloei"s
seen in the EPS patterns but was not complet );
in sync. The price of the firm’s stock also sa 5
steady increase from P3.90 in 1993 to P14.7
at the close of 1997,

It can be seen that DPS followed EPS except
in 1995 when the EPS was lower than thF D I;i
The company used its reserves 1o pay dividends-
The DPS grew from year to year except fﬁ r
1995 when the company maintained the
Previous years DPS due to 4 drop in EPS. Thj
bank maintained alow dividend cover. It range

between a low of 0.65 times and a high of 1.97
times,

The First National Bank

The bank’s policy is to retain profits for futU”;
growth (Annual Report 1994), hence the ban

maintains a dividend cover of 3 tjmes, With the
exception of 1993, when the payout ratio W:S
40%, the payout ratio fluctuated between 31.5%
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INCO’ -
each )’ea? ?311.0[ (P rofits after tax grew steadily
almogy 2060/} 1997 profits had increased by
Brew, albeiy o over 1993 profuts. The firm’s DPS
the Dps inC;nOdCS[l,"v over the period. In 1994
In 1993 ¢4 f(')ascld by 100%, rising from 3 thebe
Mcreased by 4 thebe. In 1995 the dividend
INcrease sep C‘i.l‘“Cager 3%, but it continued to
1993 level. :1"]1 ‘ and by 1997 it was treble the
oM year 1 ,]( EPS shows a modest increase
Nerease o }T“r, The 1997 EPS showsa 155%
Maintaine . “10 1993 figure. The company
exceP tin 1;95;6;1d)- dividend cover of 2.4 times

2 Umes, [ 199‘"11611 the dividend cover was
6 INCO Board decided not to

oor economic conditions at the time (Annual
Report 1996). This move led to more funds
beingavailable for distribution to shareholders.
Fig. 6 shows the company’s P/E ratios. The
P/E ratio was 12.9 times during the first quarter
of 1993, but it decreased constantly and by the
end of the year it was 8.9 times. The decline1n
P/E ratios continued in 1994 and 1995 and
were at their lowest level of 3.5 times in the
fourth quarter of 1995. The ratios picked up,
though with some fluctuations and during the
third quarter of 1997, were 6.0 times. However,
7 times during the last

they decreased to 5
quarter of 1997. INCO’s payout ratios
nd a range of 35-44% in the

enga .

€1n :

d 8 raPld expanc,

¢ to the hi ]xPJnslon and dwersification ﬂuctuated arou f

Perationy) rigkg} levels of investment and  fiveyear period. Butat the same ume, the DPS
skinvolved and to the prevailing 8" ew modestly from year 10 year
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Fig. 6: INCO Holdings oy Ratios 1993197
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The P/E ratios decreased with some upward

fluctuations in some years even though both
EPS and DPS were increasing,

PEP Botswana Holdings

PEP is a retailing company, with a mission of
providing shareholders with a secure and grow-

ing investment. PEP’s EPS and DPS data are
shown in Fig. 7 below,

The African Journal of Finance and Management Vol.10 No. 1

of the financial year from February to June thus
it reflecting results for 16 months.

In 1997, growth in DPS was 48% eveg
though EPS declined by 12%. The dividen
cover was 2.32 and 2.31 in 1993 and 1994
respectively. In 1995 the dividend cover was
2.17 and in 1996 the cover raised to 248 due
to the large increase in after - tax earnings. In
1997, the regular dividend of 34 thebe per share
represents a cover of 1.47 times. The directors

50 e

0 -

30 0
20

10 - — -

1993

1994

1995

EPS
DPS

1996 1997

Source: Annual Reports

Fig. 7: PEP Botswana Holdings DPS and Eps 1 993- 1997

PEP’s EPS experienced modest a
growth from 1993 to 1995. In 1
increased by 6%, while in 1995
was 5% . The 1996 EPS wag 6

the 1995 figure; however EPS
in 1997,

nd steady
994 EPS
growth in EPS
4% higher thap
dropped by 129,

PEP’s P/E ratios are depicted in Fig. 8 Tllle
P/E ratios fluctuated gently over the period. In
the first and second quarters of 1993, they were
9.0 times, decreasing to 8.6 times during the
third quarter of 1993, The P/E ratios started ;
steady increase from the fourth quarter of 199
reaching a high of 11.4 times in the last quarter
of 1994, after which they fell to 9.7 times 18
the first quarter of 1995 They rose again tz
10.2 times in the thjrd quarter of 1995. In 199
and 1997 the P/E ratios maintained a downwar
slide reaching a low of 6.2 times during the
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Fig. 9: Dividend Payout Ratios

that the bank suffered a decline in EPS in 1995,
but maintained the dividends at the previous
year’s level. In the other years the payout ratio
was between 51% and 84%.

All companies cited difficult economic
conditions within which their operations were
carried out. These affected the companies’
ability to borrow at attractive rates and therefore
pushed the company to use internal sources of

financing-namely retained earnings. It i
therefore interesting to note that on the whole
these companies continued to post satisfactory
results and growth in carnings and dividends.
Improved profits for all the companies can be
attributed to the effects of strict cost control

and the reduction of the effective corporate
tax rates.
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Fig. 10: P/E Ratios 1993-1997
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With the exception of Standard and Chartered
Bank, all the companies showed a slump in P/
E ratios in 1996 and early 1997. This coincides
with the period of poor economic conditions
and slow recovery that was cited by all
companies as being the prevalent trading
conditions. Even though EPS and DPS of all
the companies increased steadily over the years,
the P/E ratios fluctuated. It would appear that
investors also consider other factors when
evaluating a company and how much they are
willing to pay for their shares.

CONCLUSIONS AND RECOMMENDATIONS

This study began with the premise that the
selected companies have dividend payment
policies that they adhere to. It was also presumed
that the dividend payment policy adopted by a
company would be one subjecting shareholders
to as little risk as possible, by signaling the most
accurate information about the company’s
future prospects, with the P/E ratios reflecting
this sentiment. A review of the generic dividend
payment policies suggests that the constant aud
steadily increasing dividend policy is the one that
leads to the maximisation of the firm’s share
price. It is also recommended that firms in an
unstable industry, like fashion and clothing,
should adopt a policy of paying a low regular
dividend plus a bonus dividend in good years.
Due to the signaling effect of dividend
announcement, firms strive to maintain the
dividend at a constant level. They avoid reducing
the annual dividend to avoid sending negative
signals to shareholders about the firms, future
earning prospects.

From the findings the fOllOWing conclusions

can be drawn:

Management is concerned about dividend
continuity;

«  All the companies maintain a constant and
steadily increasing dividend payment policy;

«  All the firms express a desire to give their
investors an increasing return on their

investment; L
*  The dividend payment policy is highly

influenced by the firms’ earnings and
investment Opportunities;

*  Thefirms follow a policy of never reducing
the annual dividend even in the face of
bad trading results;

»  With the exception of Stanchart, all firms
experienced growing DPS over the five-year
period;

«  FINNB has the highest dividend cover due
to its desire to retain funds for future
growth. Stanchart has the lowest dividend
cover;

»  None of the firms use the pure residual
dividend policy nor the pure constant payout
ratio methods;

e The factors that affected the dividend
payout appear to be in line with those cited
in the literature review; and

« The P/E ratios do not reflect the DPS
pattern. One would expect the P/E ratios
to increase in line with growth in DPS. It
looks like investors take other factors into
consideration.
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APPENDIX 1 Table 4: Indexed EPS
Tablel:Di'uia'endcpeerareﬁbebe) 19931 1994 | 1995 | 1996 | 1997

1993 119941995 | 1996 [ 1997| |STANCHART | 100 | 144.7 | 623 |274.5 |4473
STANCHART | 36 (408 [40.8 {595 | 155 | |FNBB 100 | 1476 | 1809 | 209.5 | 2524
FNBB 17 |20 | 24 | 28 |335| [mNco 100 [ 161.9 [ 181.0 | 213.1 {2548
INCO 3 |6 |62 75 |90 | |PEP 100 [ 105.7 [ 110.8 | 182.1 | 159.7
PEP 135145 16 | 23 | 34
Source: Annual Reports of the Four companies from Table 5: Dividend Payout Ratio (%)
1993-1997

1993 | 1994 1995 | 1996 | 1997

Table 2: Indexed DPS STANCHART | 84.3 |66.0 | 153.0 | 508 _ﬂl_

1993 | 1994 | 1995 | 1996 [ 1007 |8 1001320315 318 3146-—
STANCHAR | 100 [11333 [113.3 [151.9 3653 [INCO 357 |44.1] 40.8 | 418 | 42!
FNBB 100 [ 1176 [1412 [1647[1971| |FEP 430 43.7| 460 | 400 | 679
INCO 100 [ 200 [206.7] 250 | 300
PEP 100 | 107.4 | 1185|1704 (2519
Table 3: Earnings Per Share (Thebe)

1993 | 1994 11995 1996 | 1997
STANCHART | 427 | 618 | 266 [1172] 197
FNBB 2162 |76 | g 106
INCO 841136 |152] 179 [ 214
PEP 31313315 347 [57.13 [ 5001
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