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Abstract

Dividend policy is becoming an area of concern iffectent stakeholders including the researcherserent
time. Although there are existing literatures ortdbminants of Dividend Policy in Nigeria, this sjudishes to
contribute to existing study by viewing determirmmf dividend policy with a focus on listed fooddan
beverages and cement firms in Nigeria. Dividend $bare is used as dependent variable while Retarn o
Capital employed, Earnings per Share and Tangibksef growth rate are used as the independent
variables.Panel Data were sourced from annual tepat account of the selected five (5) companiester a
period of eight (8) years(2008 to 2015). Paneltlsgsiare was employed to estimate the model bwiltHe
study. The result shows that Return on Capital eyga has no significant relationship with dividepalicy;
Earnings per Share and Tangible Asset growth rate Isignificant relationship with dividend policy farms.
Moreso, only Earning per Share out of the thredaggiory variables exhibit positive relationshighwilividend
per share while others have negative relationship.strongly recommended that firms should pursffective
dividend policy that will motivate investors to corit more resources in the company, and to alsorertbat
reasonable proportion of profit is also retained fisture growth without detriment to shareholdersaith
maximisation.

Keywords: dividend policy, returns on capital employed, eagsiper share and tangible asset growth rate.

1.0 INTRODUCTION

Every investor commits his resources in a compaitly the aim of getting fair returns on the investierhe
reward attributable to shareholders by investingirthesources in a company is mainly dividend. For
shareholders to be paid dividend there must beliaypa place which is known as dividend policy.vidiend
policy may be defined as the set of rules and edguis which determines the quantum of dividendé¢o
distributed to shareholders. A company’s dividentigy will stipulate the percentage of profit to bistributed
and the percentage to retain for future growth.

Dividend decision is one of the most essentialslens in finance, given the increased significafe r
of finance on the overall growth of the companypasposed by Gul, et al (2012).Dividend decision hasn
considered as one of the top ten complex issudsmamce as mentioned by Brealey and Myers as dited
Thirumagal and Vasantha (2016). Dividend policietedmine the proportion of profit to be distributes
shareholders, and the proportion to be retainednfegstment, expansion and growth, in such a way, ths
Management is trying to compensate the shareholdepsaying them dividend, it also has sufficiersgagrces to
finance its operation, so that its operation isaffected negatively. Part of the resources usdbarrunning of
the business may also come from retained earnmgsisaconsidered to be the cheapest source mfdiamong
other alternatives. Dividend policy remains onetlif most important policies in finance, not onlgnfr the
viewpoint of the company, but also from that of #f@reholders, the consumers, employees, regulbamties
and the GovernmenU(uigbe,Jafaru and Ajayi (2012).

The dividend policy, signals to the shareholdehst the company is performing well. There are
restrictions that force the dividend payout notetacceed certain percentage. These restrictions mayde
government policy on the proportion of earningsb# distributed, while the second restriction maytie
Companies and Allied Matters Act (CAMA) which gowmsrthe operation of registered companies in Nigeria
The CAMA stipulates in section 379(2), that the @adrgeneral meeting has the power to reduce thesainmod
proposed dividend. One of the reasons behind thieetid decision policy of the Nigerian governmesto
ensure that funds are available for continuousstmaent in assets, so that the companies will coatto operate
on the growing concern principl&wuigbe, et al: 2012).

One main factor militating against the growth andod performance of Nigerian businesses is
insufficient capital to invest in all lines of pitable activities. The insufficient capital cansarias a result of low
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investment from investors as it may arise from shalders’ reaction to unpleasant dividend on timsiestment.
Moreover, a regular and relativelyhigh corporateidéind policy could be a reflection of a healthynmany.
Although there has being attempts in the past bByipus researches to address the puzzle of dividelhdy, the
question of what factors influence companies to gisidends is still unsettled (Frankfurter, 19983ctors such
as Return on equity, profit after tax, market ldjtyi, asset growth rate, earning per share anddgecamong
others were found to influence dividend decisiorafivhoudet al, (1995);Ajanthan (2013);Naceatral, (2006);
Pal and Goyal (2007); Banerjee (2007)). Howevers¢hstudies do not have a consensus agreemernjaadsre
the determinant of dividend policy. This study #fere intends to bridge the gap in literature bgvjing
answers to the following questions: what relatiopsxists between returns on capital employed avidehd
per share? is there any linkage between earninghme and dividend per share? Does tangible gsseth
exhibit any relationship with dividend per sharehe food and beverages and cement firms listedeirNigeria
stock exchange? To provide answers to these qusstlts study hypothesised as follows;

1.1 Research Hypotheses

HO,:  There is no significant relationship between nesuwn capital employed, and dividend per share.
HO,:  There is no significant relationship between eagsiper share and dividend per share.

HOs:  There is no significant relationship between talegasset growth rate and dividend per share.

2.0 LITERATURE REVIEW

2.1 Concept of Dividend

Dividend is the payment by a company to its shddsre out of its distributable profit as a rewanat f
investments. In other words, dividend is paid te #hareholders out of the revenue profits earnei inythe
ordinary course of business. (YourArticleLibrarym02016). Furthermore, it can also be seen as mgaty
which could be in cash or other forms paid by ceafions to their shareholders. They are defined by
shareholders as the return on the investment nmatfe ientities. The decision on whether or not tp ¢igidend

as well as drafting the overall dividend policy afcompany rest with the Board of Directors(Besweikal
(2014).

Dividend decision is the financing decision of asibess. It is the distribution of revenue profitthe
shareholders in proportion to their holdings. Of¢he four areas of decisions in finance is profitdividend
allocation. In fact, other financial policies raaround dividend policy which plays a pivotal roidii. Khan.&
Ramirez, 1993).Moreso, stakeholders can be inforatmmit the performance of the companythrough dndde
policy. Future potential dividends, future earniagsl cost of capitalis determined by firm investiegfoongt
al (2007).

2.2 Factors Influencing Dividend Policy

According to Akinsulire (2008), the decisions owidéend policy are influenced by both internal anxteenal
factors.

Liquidity: There is a clear difference between liquidity gndfitability. A company that is profitable may not
be liquid, and vice versa. The fact that prafiniade does not, on its own, justify dividend paymPBividend
can only be paid if there are liquid resources &etrsuch obligation. Profit made might have besested to
earn more returns in the future or it might haverbesed in setting business obligations.

Repayment of Loan: When profit is made, and there are obligationdomm of debenture, or at times,
preference shares, the company might use the pnafite in the year to redeem such obligations, hisdwill
affect dividend payment.

Shareholders Tax Positions: Shareholders in high income bracket may prefpitalagain to current dividend
so as avoid high tax and vice versa.

Inflation: During inflation, shareholders expect the dividéo increase in line with the increase in the gaine
price level of goods and services in the economy.

Dividend Policy of Similar Companies: Companies consider the dividend policy of simdampanies when
deciding on their own dividend policy.

Ownership Structure: Where the shareholders want to maintain highcira so as not to dilute their interest,
they may prefer investing high proportion of profihe dividend policy may be low if ownership sture is a
significant factor.

Availability of Investible funds: When investible funds are readily available, thanagers tend to pay
dividend to the shareholders

Loan Restriction: When there is restriction on a company’s abiiityaise finance from loan, it will fall back
to retain earnings as finance option which, in tusill reduce the proportion of profit to be dismited as
dividends to shareholders.

Legal Requirement: Legal requirement like CAMA places restriction the proportion of profit that can be
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paid to shareholders as dividend. The company talNigeria allows payment of dividend to be madeyanit
of (a) profit from the use of the company’s assetiough it is a wasting asset; (b) revenue reserfc) profit
from disposal of non-current assets.

Government Regulation: Government issues some policy guidelines thptkstte the percentage of profit to
be distributed as dividend.

2.3 Forms of Dividend Policy

According to Olowe (2008), the followings are tloerfis of dividend:

Stable Dividend: A company may be paying dividend continuously ayearly basis to its shareholders
regardless of the amount of dividend.

Stable Dividend Payout: Companies may seek to continue to maintain aruatoeid as dividend instead of
paying unstable amounts.

Extra Dividend: After initial dividend, some companies may pagitidnal dividends to its shareholders.
Residual Dividend: This form of dividend is paid after the investrhaeed of a company has been catered for.
Any amount left can now be paid as dividend.

Stock Dividend: Company may pay dividend to its shareholdersiimfof shares issue.

2.4 THEORETICAL REVIEW

2.4.1 Dividend Irrelevant Theory

The dividend irrelevant theory was developed by Iglahi and Melton H. Miller in 1961. They opinelat the
pursuance of an active dividend policy should nettdken as a means of shareholders wealth maxionizat
They argued that in a tax free world, the valua @ompany is determined solely by the earnings povés
assets and investments and shareholders stanféredif between capital gains and dividends.

2.4.2 Dividend Supremacy/ Relevant Theory:The proponents argued that dividends were allrtiztered in
the determination of share prices. This is basetheriundamental theory of share values. It assumes

The market value of a company’s shares depends on:

The size of dividends paid;

The growth rate in dividends; and

The shareholders’ required rate of returns.

The dividends growth rate depends on how monegiiwested in the company, and so on the earnirigstien
rate.

Shareholders will want their money to pursue antéta policy that leads totheir shares’ value masation.
2.4.3 Bird-In-The-Hand Theory:The “Bird in Hand” theory of Gordon (1962) positsat investors are risk-
averse and would want to receive dividend paymeatiser than uncertain capital gains in the futunesT
therefore validate relevancy of dividend pay-oufichhinvariably affects the market value of shaf@wsidends
payments are more valued by Investors than capgdals when decisions relating to Investment arddo
made.Current dividends are to a large extent cemdien compared to future capital gain that is timoe
defined.Therefore, a bird (i.e. dividends) in tlzath is better than a bird (capital gains) in thehbu

2.4.4 Signalling TheoryDividend signalling is a theory suggesting that &mouncement of an increase in
dividend payouts by a company is an indication thpbssesses positive future prospects. The @topehind
this theory is directly related to game theory; agars with viable investment potential are moreljikto
signal. While the concept of dividend signallingshaeen widely contested, the theory is still a Kencept
utilised by proponents of inefficient markets.

Dividend signalling theory is based on the inforimatasymmetry where managers are seen to have
better access to inside information about the camppghan outsiders (Bhattacharya, 1979; Miller arati®
1985). Through the dividend policy adopted by thengers, information asymmetry can be reduced wheh s
information is signalled with the shareholders gudential investors.Moreover, information about fheure
prospect of a firm can be communicated to the niatkg using changes in dividend policy.

2.4.5 Agency Theory:Agency theory assumes that the relationship betwesmagement and shareholders is an
agency relationship (Jensen and Meckling, 1976Pbéaa et al., 2000). Conflict of interest usuadigcurs
between management and shareholders. While the gmemmtstrives to maximize their reward, the
shareholders strive for wealth maximization. Inestto ensure that the conflict between them is mised,
management tries to assure the shareholders. drrébgard, management can employ dividend mechattism
reduce agency cost emanating from the conflichtErest with shareholders.

2.5 EMPIRICAL REVIEW

Sequel to theimportance of dividend policy in oligation’s performance, different studies have bamducted
in different both within and outside the shore dfiéa to find out the effect and relationship beénalividend
policy and firm’'s performance. For instance, M'ralaad Boujjat (2016) conducted examined the rehstiip
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between dividend payments and firm performance witbcus onlisted companies in Morocco. The staiynd
that Dividend policy plays important role in enhenge firm’s performance,with a significant and posit
relationship established between the two variables.

Moreso, the linkage between dividend policy andpocaite profitability was investigated by
Anandasayanan and Velnampy (2016) using econonwatetysis of Listed Manufacturing Firms in Sri Lank
Dividend policies were found to exhibit significaaftect on corporate profitability.

Murekefuand Ouma (2016) undertook a research aetfagonship between Dividend Payout and Firm
Performance using listed Companies in Kenya”. fildings showed that dividend payout was a majotdia
affecting firm's performance. A strong and positredationship was found to exist between divideagiqut and
firm performance.

Furthermore, Uwigbe,et al (2012) carried studyidvidend policy and firm Performance relationshiy.
significant positive relationship was establishextween the firms’ performance and dividend payduthe
selected listed firms in Nigeria. The study furthrevealed that firm's size and ownership structexert
significant effect on the dividend payout of firms.

In their study titled “Does Dividend Policy Affe&irm Earnings? Empirical Evidence from Nigeria”,
Osamwonyi and Ebueku (2016) found that Currentdaéind payout and dividend per share were both faond
exhibit significant relationship at the 5 (five)rpent level. The study further showed that castv,flprevious
dividend payout and leverage have positive buiimificant influence on Earning per share, whilenfs size
has insignificant negative impact on Earning perrsh

A study on the effects of Dividend Policy on FirnFgancial Performance was carried out by Yesjon
al (2016). Using data sourced fromlisted manufacturfitrms in Kenya, the result of the econometric
analysisshows that a significant positive relatiopsexists between dividend policies of the selgcte
organisations and firm’s profitability. In additido this,investments and earning per share were foaind to
have significant positive relationship with dividepolicy. This outcome corroborates the work of diden and
Alade (2013) who examined Dividend Policy and Cogpe Performance in Nigeria in which investments,
earning per share and profitability were all fouadhave significant positive relationship with tbevidend
policy.

On the contrary, Osegbeteal (2013)analysed the Relationship between Dividengniéat and
Corporate Performance of Nigerian Banks. Divideaglqut and corporate performance were found to have
significant relationship in Nigerian banks.

3.0 METHODOLOGY
The study made use of secondary source of datanelititom the annual reports of the selected fmmganies.
The data were analysed through panel least sqyateehise of E-views 9. The model for the analisistated
below:
DIVP = f (ROCE, EPS, TAG)... .ttt it aitiiiiiiiee et et e e ee e e e eeeeni)
Where:

DIVP = Dividend Policy (proxied by Dividend paid shhareholders)

EPS = Earnings per Share

TAG = Tangible Asset Growth Rate
Econometrically, the Model can be stated as:
DIVP = a0 + alROCE +a2 EPS + @3TAG +l...ocuiiiiiie e e e e e e (i)
Where: DIVP is dividends paid to shareholders (depat variable),

a0, al, a2 and a3 are the coefficé explanatory variables

pt is the error term
ROCE, EPS and TAG are the explanatory variables.

3.1 VARIABLE DEFINITIONS

Dividend per share: This is the returns in form of dividend to thddwers of ordinary shares of a company with
respect to proportion of holding.

Return on Capital Employed: This is a measure of operating efficiency. Camtaployed is calculated as

total assets — current liabilities. Return on talpmployed is calculated as:

Operating profit/Return on Capital Employedx100

Earnings per Share:This is the proportion of company’s profit alloedtto ordinary shareholders.

Tangible Asset Growth Rate:This is the rate of growth on assets that canaadsily converted into cash and
have useful lives of more than one year.
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4.0 DISCUSSION OF FINDINGS

Dependent Variable: DPS

Method: Panel EGLS (Cross-section random effects)
Date: 01/16/17 Time: 06:35

Sample: 1 40

Periods included: 8

Cross-sections included: 5

Total panel (balanced) observations: 40

Swamy and Arora estimator of component variances

Variable Coefficient Std. Error t-Statistic Prob.
C 2.793620 2.073101 1.347556 0.1862
ROCE -0.412721 1.864312 -0.221380 0.8260
EPS 0.439751  0.038602 11.39201 0.0000
TAG -6.791800 2.583521 -2.628893 0.0125

Effects Specification

S.D. prob

Cross-section random 4.120942 0.6276
Idiosyncratic random 3.174448 0.3724

Weighted Statistics
R-squared 0.817245 Mean dependent var 1.584224
Adjusted R-squared 0.802016 S.D. dependent var 7.026054
S.E. of regression 3.126273 Sum squared resid 51.8390
F-statistic 53.66177 Durbin-Watson stat 1.53447
Prob(F-statistic) 0.000000

Unweighted Statistics
R-squared 0.801722 Mean dependent var 6.028750
Sum squared resid 732.0651 Durbin-Watson stat  .554876

Econometrically, we have the model to be:
DIVP=2.793620 -0.412721ROCE + 0.439751EPS - 6.79T8G..........c.cevvvvvieeennns (iii)

The model above shows that a unit positive chamg&OCE will result to a negative change of
0.412721 in dividend paid. Moreso, a unit posittlenge in EPS will lead to a positive change ixid&ind
paid by 0.439751 and a unit change in TAG will ieRunegative of change in dividend paid.

Given the R- square of 0.817245, the regressioafiitient indicates that about 82% of the changes i
the dependent variable is explained by the changethe independent variables. The D.W statistic of
1.534471indicates the absence of serial autoctioelsince it is close to the rule of Thumb of 2.

4.1 TEST OF HYPOTHESES
The hypotheses are stated below:
HO.: There is no significant relationship between diérid policy and return on capital employed.
HO.: There is no significant relationship between dérid policy and earnings per share.
HOs:  There is no significant relationship between dividig@olicy and tangible asset growth rate.
The hypotheses above were tested by considerinfgtéieilated and f-calculated values.
Decision Rule: Reject the null hypothesis if the f-calculatedighier than the f-tabulated. Moreover the p-value
of 0.05 was used to test the significance of edi¢cheoindependent variables.

From the table above, the calculated F-value 08&B(7 is higher than the tabulated F-value of 2.90.
This implies that the explanatory variables (RO®&rning per share and asset growth rate) are yointl
significant in explaining changes in dividend pawytne Furthermore,ROCE has a p-value of 0.8260 wisch
greater than 5%. Therefore the null hypothesis $lagt there is no significant relationship betwdasdend
policy and return on capital employed is accepEatnings per share have a p-value of 0.0000 whitdss than
5%. To this end, the null hypothesis is rejectedctvhimplies that there is significant relationstiptween
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dividend policy and earnings per share. The p-vafuangible asset growth rate is 0.0125. Thiess15%, and
from this, the null hypothesis is rejected leadioga conclusion that there is significant relatlipsbetween
dividend policy and tangible asset growth rate.sTihiplies that if profit is invested on intangitdsset, there
will be little dividend available to shareholderglavice versa.

The findings from the study can then be summaraed
There is no significant relationship between divid@olicy and return on capital employed
There is significant relationship between divid@udicy and earnings per share.
There is significant relationship between dividgadicy and tangible asset growth rate.

5.0 SUMMARY AND CONCLUSIONS

The study tries to examine the determinants ofdeénd policy in Nigeria manufacturing firms with actis
onselected listed food and beverages and cemenpasues in Nigeria. The data for the study were iobth
through secondary source from the annual reportiseo’ (five) selected companies from 2008 to 20t data
were analysed through panel least square by thefuSeview 9.The result of the analyses revealed there is
no significant relationship between dividend polésyd return on capital employed. Moreso, dividealicg and
earnings per share were found to exhibit signifigansitive relationship and a significant relatibipswas found
to existbetween dividend policy and tangible aggetth rate. It can therefore be concluded thamniags per
share and tangible asset growth rate are the nesdémrdinants of dividend policy.

RECOMMENDATIONS

The followings are recommended, based on the fgslof the study:

Companies should have efficient and effective d@iwidl policy, and also try to enhance performancassto
improve return on capital employee.

Companies should try through the Board of Directorensure that, they try to reduce the case ofaimed
dividends.

Companies should have proper investment in tangigdet by investing on assets that will improvdiadaility
as this influences the dividend.
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