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Abstract

Ownership structure is one of the main dimensidnsogorate governance. The aim of the study isx@amine
the impact of ownership structure on dividend paymlicy of listed plantation companies in Sri Lanlifteen
listed plantation companies were selected as sabyplgsing random sample method and secondary daga w
collected from the annual report of listed plamtatcompanies in Sri Lanka during the period of 22004.
This study considers the ownership structure aspgaddent variable which is measured by individwaiership
structure, institutional ownership structure andeign ownership structure and dividend payout polis
dependent variable which is measured by dividenyytaratio. For the purpose of analysis multiplgressions
and Pearson’s correlation analysis were performée. results reveal that foreign ownership structuas a
significant impact on dividend payout policy. Thedy also found that foreign ownership structur@dsitive
significantly correlated with dividend payout pgliof listed plantation companies. Further individoanership
structure and institutional ownership structure aod significantly correlated with dividend payopblicy.
Higher the foreign ownership structure in listedrhtion companies, the higher the dividend payedhith is
preferable for investors and it improves the dividie

Keywords. Individual ownership structure, Institutional owsleip structure, Foreign ownership structure,
Dividend payout policy.

1 Introduction
Dividend payout policy is considered as the mogidrtant policy in the corporate policies. It is iafluential
control vehicle to reduce the conflicting interesfsthe shareholders and managers because sharehalc:
interested in getting dividends, but managers preferetain earnings. Mangers want to retain easifor
maintaining higher control over the resources. Gmafe governance received huge attention as it deéh the
agency problems.
Ownership structure is an important internal medrarof corporate governance. It is defined by tisérithution
of equity with regard to votes and capital as veallthe identity of the equity owners. These stnestiare of
major importance in corporate governance becawse determine the incentives of managers and thettedby
economic efficiency of the corporations they man@gmsen and Meckling, 1976). Ownership structorsists
of individual ownership structure, institution owship structure and foreign ownership structure.
Carvalhal-da-Silva and Leal (2004) argued that awglmip structure is very important and influentiattor in
determining the efficiency of the market by givimjormation about two significant things. First,sthows the
extent of risk diversification of shareholders. @at, it gives information about the possible aggmmplems in
the management of the corporation.
Dividend payout decision is the primary elementcofporate policy and has been viewed as an issue of
concentration in the financial literature. The teldividend policy’ refers to “the practice that n@gement
follows in making dividend payout decisions or,atiner words, the size and pattern of cash disiohatover
time to shareholders” (Lease, John, Kalay, Loevenstnd Sarig, 2000, p.29).
The issue of dividend policy is a very importaneadn the current business environment. Dividendcgat the
regulations and guidelines that a company usesetidd to make dividend payments to shareholders
(Nissim&Ziv, 2001). Research into dividend policgshshown not only that a general theory of dividpalicy
remains elusive, but also that corporate dividerattice varies over time, among firms and acrossces
(Amidu, 2007).
Many researchers have been conducted in develapedries to find out the relationship between tivaership
structures and dividend payout policy but thenedsesearch related to ownership structure anded payout
policy of listed plantation companies in Sri Lani&xi Lanka is developing economy having differeultwral
values, traits, norms, beliefs, religion, and Bfgle etc. Therefore, the main focus of this stigdip investigate
the impact of the ownership structure on divideagiqut policy of listed plantation companies in Sanka from
2010 to 2014.
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2. Resear ch problem
Dividend policies are one of the most issues in enoccorporate finance. Ownership structure and aratp
governance have a significant effect on investnuatisions. Ownership structure and corporate gevem
negatively affect payout decisions, while a positeffect on investment decisions and financing siecs.
Ownership structure and corporate governance pasitive effect on dividend policy, while makingzegstment
and financing decisions negatively affect dividepdlicy. Ownership structure, corporate governance,
investment decisions, financing decisions and éindl policy have a significant positive effect omfivalue,
positive relationship between ownership structurel acorporate governance on firm value shows the
improvement in agency problems (Beatrice M. Kurifx,4)
There is considerable debate on how ownership tstricaffects the dividend payout policy. This study
empirically examines the relationship between thaearship structure and dividend policy of Sri Lankisted
plantation companies for the period of 2010-201He Present study is aimed to investigate the queskiat
“what is the role of the ownership structure of listed plantation companies on dividend payouigyGl’
In order to gain an insight and understand the anhpanership structure on dividend payout policylisfed
plantation company in Sri Lanka, the following qumss are addressed in the study:
<~ To what extent ownership structure impact on tiwdéind payout policy of listed plantation companies
in Sri Lanka?
< Is there any relationship between ownership strecand dividend payout policy of listed plantation
companies in Sri Lanka?

3. Objective of the Study
The main objective of this study is to examine ithpact of ownership structure on dividend payoutgyoof
listed plantation companies in Sri Lanka. The sdeoy objective of this study is to find out theat@nship
between ownership structures and dividend paydiitypo

4. Literature Review
Kumar (2003) examines the possible association dmtvownership structure, corporate governance iamé f
dividend payout policy. He examines the payout behaof dividends and the association of ownership
structure for Indian corporate firms over the perit®94-2000. He finds support for the associatietwben
ownership structure and dividend payout policy.
Ramli (2010) investigates the effect of large shalders and dividend policy of Malaysian companissg
panel data from 2002 to 2006. Ownership structar®alaysia is concentrated; therefore the releegancy
conflicts to analyze are the one that arises frbm relationship between large shareholders and rityino
shareholders. The result shows that companies tmgker dividend payout as the shareholding of #rgdst
shareholder increase. The magnitude of dividendyiaig also larger when there is a presence o$tbstantial
second largest shareholder in the company.
Short et al. (2002) examined the potential assiotidietween ownership structures and dividend pdbic the
UK companies. They presented the first resultsttier UK, where the institutional framework and ovefép
structures are different from those of the US. Tdmults consistently produce strong support foryyothesis
that a positive association exists between divideaybut policy and institutional ownership. In adf, there is
some evidence in support of the hypothesis tha&gative association exists between dividend payolity and
managerial ownership.
AL —Shubiri et al (2012) present a study “The Relahip between Ownership Structure and Dividenktyo
An Empirical Investigation”. The study is conduct Jordan. The studies examine the relationshiptadapi
structure and dividend policy of the Jordan indakfirms for the year of 2005 — 2009. The ressliggest that
ownership structure approach is highly relevanatid understanding of corporate dividends policyandan.
The results indicate that is a significantly negattorrelation between the institutional ownersduiyg dividend
per share, and a significantly negative relationdhétween the state ownership and the level ofddi
distributed to shareholders. The results also atdicthat the higher the ownership of the five latge
shareholders, the higher the dividend payment.
Suzan Abed et al (2012) investigated the effecivariership structure on dividend payout policy watlsample
of 168 listed firms on ASE for the period of 20086Z. They found that there is a positive significan
relationship between foreign ownership structure @imidend payout policy.
Mahmoud Al- Nawaisel (2013) studied the relatiopghetween ownership structure and dividend payolicy
of Jordanian industrial firms listed in ASE. Thesults showed that there is significant positiveatiehship
between institutional ownership structure and diwid payout policy.
Hamid Ullah et al (2012) investigated the impactowfnership structure on dividend payout policy evide
from emerging markets KSE-100 index Pakistan ferghriod of eight years from 2003 to 2010. Theynfbthe
positive significant relationship between foreigan@rship structure and dividend payout policy.
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Al-Najjar and Kilincarslan (2016) revealed thatdimgn and state ownership are associated with dikedhood
of paying dividends, while other ownership variab{gamily involvement, domestic financial institutis and
minority shareholders) are insignificant in affactithe probability of paying dividends. However| tie
ownership variables have a significantly negatimpact on dividend payout ratio and dividend yield.

5. Hypotheses of Study
The hypothesis is a tentative statement that shinesconjectured relationship between the variablése
following hypotheses are formulated for this study.
H,: Individual Ownership structure has a significempact on dividend payout policy
H,: Institutional Ownership structure has a significenpact on dividend payout policy
Hs: Foreign Ownership structure has a significantaoipn dividend payout policy
H,: Individual Ownership structure is significantlgreelated with dividend payout policy
Hs: Institutional Ownership structure is significgntiorrelated with dividend payout policy
Hs: Foreign Ownership structure is significantly edated with dividend payout policy

6. Conceptualization
Based on the literature review and research problem the following conceptual frame work is constructed to
show the relationship between ownership structure (independent variable) and dividend payout policy
(dependent variable) of listed plantation companies in Sri Lanka.

Owner ship Structure

Dividend payout Policy
= Dividend Payout
Ratio

= Individual Ownership
Structure

= |nstitutional Ownership
Structure

= Foreign Ownership
Structure

Source: Developed by researcher
Figure 1: Conceptual framework

7. M ethodology
Research methodology describes research desig@archsapproach, sampling procedure, data sourcesade
of analysis. Research methodology focuses on #eareh process a kind of tools and procedures tsée.

7.1 Data Collection

For this study the secondary data was used to siealyhich has been collected from relevant annegbrt

(2010-2014) of listed plantation companies in Sxnka, which were published by Colombo Stock Exckang
Sri Lanka. Further, scholarly articles from acadejournals, relevant text books and the internat@deengines
were also used.

Nineteen plantation companies are listed in Colostook exchange under plantation sector. Fifteenpamies
were selected as sample by using random samplitigoche

7.2 Mode of the Study
The following methods chosen to derive the results in this study are based on data analysis.
= Individual ownership - Number of shares held by individuals / Total number of shares

= |nstitutional ownership - Number of shares held by institution/ Total number of shares
=  Foreign ownership - Number of shares held by foreigners/ Total number of shares
= Dividend payout - Dividend per share / Earryeg share.

According to the hypotheses developed, this study constructs regression model for carrying out empirical
analysis. The following regression model has been developed to analyze the relationship between ownership
structure and dividend payout policy.

DPO=p, + B, IDOWS 45, INSOWS +B;FGOWS +&

Where,
Bo, B1, B2, Bs - Regression co-efficient
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IDOWS - Individual ownership
INSOWS - Institutional ownership
FGOWS - Foreign ownership

DPO - Dividend payout policy
E - Error term
7.3 Method of Analysis

For the purpose of data analysis descriptive sitzgisre used to describe and summarize the behavite
variables in a study. They refer to the ways inolita large number of observations are reducedeopiretable
numbers such as averages and percentages. Indéatistics are used to draw conclusions abautahability
and generalizability of the findings. In order &sttthe research hypotheses; the inferential ts&td include the
correlation and regression analysis (Velnampy &eblir, 2012).

8. Data Analysis and Discussion
8.1 Descriptive Analysis
Descriptive analysis describes the characteristfcswnership structure and dividend payout policgvalent
among listed plantation companies in Sri Lanka. déscriptive statistics used in this study consighinimum,
maximum, mean, and standard deviation.

Table 01: Descriptive Statistics

N Minimum [ Maximum | Mean Std. Deviation
Individual Ownership 75 .0423 .9006 1912 .1390
Institutional Ownership | 75 .2708 .9438 .7959 .1388
Foreign Ownership 75 .0000 4051 .0662 .1038
Dividend payout 75 =11 3.87 .2135 4789

Table 01 shows descriptive statistics of depend®ividend payout policy) and independent (ownership
structure) variables used in this study. The dindlpayout policy is measured by dividend payoubratich
has average of 0.2135. This has the minimum valué.bland maximum value of 3.87 with standard aton

of 0.4789. Individual ownership has a standard atem of 0.1390 and minimum & maximum values ar2G.
and 0.9006 respectively. Institutional ownership hanimum value of 0.2708 and average value of 897 @t
the same time foreign ownership has the minimum madimum values of 00 and 0.4051 respectively with
standard deviation of 0.1038.

8.2 Correlation Analysis
For the purpose of this study the Pearson coroslatioefficient matrix is used to identify the rédaship
between the ownership structure and dividend payolity.

Table 02: Correlation Matrix

IDOWS INSOWS FGOWS DPO
IDOWS 1
INOWS -.632** 1
.000
FGOWS 114 -.438** 1
.330 .000
DPO 127 -.044 .246* 1
277 .707 .033

**Correlation is significant at the 0.01 level (@Hed)
* Correlation is significant at the 0.05 level @ked)
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According to the Table 02, correlation coeffici®etween individual ownership structure and dividpaglout is
0.127 which is not significant at 0.05 level, reqmets there is not significant relationship betwewtividual
ownership structure and dividend payout. At the esatime correlation coefficient between institutibna
ownership structure and dividend payout is -0.04dctvis not significant at 0.05 level, represeihisré is not
significant relationship between institutional owsté@p structure and dividend payout. Correlatioefficient
between foreign ownership structure and dividengbptiis 0.246* which is significant at 0.05 levetpresent
there is positive correlation between foreign owh@ structure and dividend payout.

8.3Multiple Regression Analysis

The regression analysis is used to know how wall dividend payout policy (DPQO) can be explained by
ownership structure (Individual ownership structurestitutional ownership structure and foreign ewship
structure). Table 03 represents the regressioficieet between dependent variable and independetdble.

Table 03- Coefficient in the Regression Analysis

Model Unstandarized Coefficients  Standardized| t Sig
Coefficients
1 (Constant) - 778 .544 -1.430 157
Individual ownership .879 514 .255 1.711 .091
Institutional ownership .907 .569 .263 1.593 116
Foreign ownership 1.532 593 .332 2.582 012
R=.103

Dependent variable- Dividend payout

According to the Table 03,%Rs 0.103 which shows 10.3% of observed variabitfydividend payout is
determined by the differences in the ownershipcstine such as individual ownership, institutionainership
and foreign ownership as well as balance 89.7%aofbility of dividend payout is decided by othectors
which are not depicted in this model.

Further table 03 explains the impact of ownershipcsure on dividend payout policy. For individuadnership
structure and dividend payout t value is 1.711 pndalue is .091 which is more than 0.05. So, irdliai

ownership structure has no significant impact ovidéind payout. For institutional ownership and dend

payout t value is 1.593 and p value is .116 whicimore than 0.05. So, institutional ownership tasignificant
impact on dividend payout. For foreign ownershijpuaiure and dividend payout t value is 2.582 andlpe is
.012 which is less than 0.05. So, foreign ownerslaip a significant impact on dividend payout.

Table 04: Hypothesis Testing

Supported/ Not

No | Hypotheses Tools Supported
Individual Ownership structure has a significanpaot on .

H, dividend payout poIiI(D:y. 9 p Regression Not supported
Institutional Ownership structure has a significampact .

H, on dividend payout poﬂcy. 9 p Regression Not supported
Foreign Ownership structure has a significant in .

Hs dividegnd payout pcﬁicy. 9 HHT Regression Supported

Ha In.d|V|QU_aI Ownership structure is significantly oelated Correlation Not supported
with dividend payout policy.

Hs In.stltu.tu_JnaI Ownership structure is significantgrrelated Correlation Not supported
with dividend payout policy.

H Foreign Ownership structure is significantly coated Correlation Supported

6 | with dividend payout policy. PP
9. Conclusion

The aim of this study contributes towards a bettederstanding of ownership structure in the SriKaan
context. This study analyses the impact of the @ghip structure on dividend payout policy of Srnkan listed
plantation companies from 2010 to 2014. The resét®al that foreign ownership structure is sigaifitly
positive correlated with dividend payout policy attten individual ownership structure and institntib
ownership structure are not significantly corredateith dividend payout policy. Further this studgashows
that foreign ownership structure has a signifidampact on dividend payout policy and individual aship
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structure and institutional ownership structureehawe significant impact on dividend payout polidjoreover
this finding is also corroborated by the findingsother recent works such as Suzan Abed et al (2&hd
Hamid Ullah et al (2012).

10. Recommendation
As for the investors, they should be aware of the'$ dividend payout policy, in order to choosees to
invest in order to invest in a business which aggptheir preferred dividend plans. Hence, investdrs are in
favour of regular income may consider investingcompanies with the ownership structure which peefer
distributing dividends, while investors who arefavour of capital gains may consider investing @mpanies
with ownership structure which prefers retaining #arnings. The finding of the listed plantatiompanies
indicates that there is no significant relationshigiween the individual or institutional ownershipd dividend
payout policy. This indicates that individual ostiutional ownership doesn't affect the divideralyput and
doesn't really affect the investor's decision ofailier to invest in a fire for having regular incoorecapital
gains.
The results indicate that higher the foreign ownigrsn listed plantation companies, the higher diddend
payout which is preferable for investors who desirgdend distributions rather than dividend reiem$ and
higher capital gain. Therefore, in order for inegstto choose the suitable firm where they shomlest their
funds, they need to have some understanding aheutrin’s ownership structure and a basic undedstanof
how this ownership structure impacts the firm’'sidiénd decisions, such as the firm’s dividend paymmlicies.

References

Al-Shubiri, F., Al-Taleb, G. & Al-zoued, A. (2012)The Relationship between Ownership Structure and
Dividend Policy: An Empirical InvestigatiorReview of International Comparative Management 13(4),
644-657.

Amidu, M., & Abor, J. (2006). Determinants of Dieidd Payout Ratios in Ghandournal of RisK Finance,
Vol.7, pp:136-45.

Al-Najjar, B., & Kilincarslan, E. (2016) "The &ftt of ownership structure on dividend policy: evide from

Turkey", Corporate Governance, Vol. 16 Iss: 1, pp.135 - 161

Beatrice, M., & Kaunga. (2014). The effect of owstép structure on dividend payout of firms listedthe
Nairobi securities exchange.

Carvalhal-da-Silva, Andre, L., & Leal, Ricardo, (2004). Corporate Governance and Value in Brazil (an
Chile). Grontiers in Finance and Economics, 20041, issue 1, Pages 1-16

Hamid Ulah, Asma Fida, & Shafiullah Kham (2012).eTimpact of ownership structure on dividend payout
policy of Emerging Markets KSE — 100 indde Pakistariermaitonal journal of business & Social
Science, Vol.3, No.9.

Jensen, M.C., & Meckling, W.H. (1976). Theory ofettirm: Managerial Behavior, Agency Costs and
Ownership Structurelournal of Financial Economics, Vol. 3, No. 4: pp. 305-360.

Khan, T. (2006). Company Dividends and Ownershipc®tire: Evidence from UK panel Data. The Economic
Journal, Vol. 116, C172 — C189.

Kumar, J. (2003). Ownership Structure and Dividgradout Policy in India. Indira Gandhi Institute of
Development Research, http://papers.ssrn .com.

Lease, R., John, K., Kalay, A., Loewenstein, U.S&rig, O. (2000). Dividend Policy: Its Impact omrkiValue.
Boston, Harvard Business School Press.

Mahmoud Al — Nawaisel (2013). The relationship Esw ownership structure and dividend payout Palicy
Jordanian industry listed in ASE. Journal of mamaget research. Vol. 5, No.2.

Ramli, N. M. (2010). Ownership Structure and DividePolicy: Evidence from Malaysian
Companies. International Review of Business RekeRapers, Vol. 6, No. 1, 170-180.

Short, H., Zhang, H., & Keasey, K. (2002). The K inetween Dividend Policy and Institutional Ownepsh
Journal Of Corporate Finance, Vol. 8, pp.105 — 122.

Suzan Aded, Lina Warrad, Ola Khriasat & Lmad Akfh(2012). The effect of ownership structure orid#nd
payout policy. publied by Canadian Centerof Scieamu education.

Velnampy,T. & Aloy Niresh, J. (2012). The relatibis between capital structure and profitability.ofl
Journal of management and Business reseach. Vdarissuel3 version 1.0.

98



