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Abstract 
This examines the effects of dividend policy on the value of the firms 
that revolves round the three important decisions firms  this include:- 
investment, financing and dividend decisions, It examined the 
relationship between dividend payment and payout ratios, found out the 
percentage of earnings to be retained or ploughed back into the 
company and identified the various factors that determine the pricing of 
shares. Secondary data obtained from Nigeria Stock Exchange Fact 
book were used for the study. Data obtained were analyzed using 
regression analysis with the aid of Statistical Package for Social 
Science (SPSS). From the result of the regression analysis conducted it 
was discovered that the changes in the payout ratio of a company 
significantly determine the changes in the value of the company. It was 
therefore recommended in the study that the policy of regular dividend 
payout should not be changed arbitrarily since it has a serious effect on 
the investor's attitude and the financial standing of the organization. 
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Background of the Study 
The study on dividend policy continues as one of the most challenging and 

controversial issues in corporate finance and financial economies while corporate 
dividend vary over time between firms. For a firm, which encounters financial 
difficulties, reliance is placed on retained earnings and accordingly results in lower 
payout ratios. 

 Pandey (1999), stated firmly that "Dividend policy is a decision by the financial 
manager whether the firm should distribute all profit or retain them or to distribute a 
portion and retain the balance. Payments made to stockholders from a firms earnings, 
whether those earning were generated in the current period or in previous periods and 
dividend policy is an important aspect of corporate finance and dividends are major cash 
outlays for many corporations.  
 
Statement of Problem 

Maximization of shareholder's wealth appears to be the cardinal objective of 
most firms. The value or wealth to the shareholders is represented by the market price of 
the firm's common stock, which in turn is a reflection of the firm's investment, financing 
and dividend decision. 

Dividend policy is thus assumed to have an influence on the value of firm's 
common stock and hence its value. Despite the above statement, the impact of dividend 
policy, especially dividend payout on the valuation of firm's common stock is still open 
to academic debate. 
 
Objectives of the Study 

The broad objective of this study is to analyze the effects of dividend policy on 
the value of the firm while its specific objectives include the following: 
i. To examine the nature of the relationship between dividend payments and the 

value of the firm. 
ii. To examine the long-term relationship between retained earnings and growth rate 

of the selected banks. 
 
Literature Review 
Concept of Dividend and Dividend Policy 

Dividend as defined by Section 8(3) of the company Income Tax Act 1979 is in 
relation to a company not being wound up or liquidated refers to any profit distributed 
whether such profit are of capital nature or not, or including amount equal to the 
nominal value of bonus shares, debentures or securities awarded to shareholders. 

Dividends are payments made to stockholders from firm’s earnings whether 
those earning were generated in the current period or in previous period. Olowe (1998), 
posited that "the payment of dividend is made out of company’s earnings and it thus 
reduce the amount of retained earnings that could be used for internal financing by the 

Academic Scholarship  



 
 

270 

firm, thus, the dividend decision ought to be evaluated in the light of maximizing the 
value of the firm to its shareholders". 

Pandey (1999), "dividend policy is the determination of the amount of earning 
be distributed to the shareholders and the amount to be retained in the firm”. It has to do 
with consistency over time of how dividend is paid. The dividend policy also affects the 
financial and investment decision that firms make. It is a decision that provides answers 
to questions on financial issues. 
 Cash Dividend Most companies pay dividend in cash and to be able to pay cash 
dividend, a company must have enough cash. Cash dividend is a product of cash 
availability and cash planning. 
Stock Dividend/Bonus Issue A stock dividend is just a recapitalization of the company 
and does not affect a shareholders more shares outstanding, it reduces earning per shares 
and market price per share. However, stock dividends are much costlier to administer 
than cash dividends (Olowe, 1998). 
 
Conditions for Bonus Issue 
i. Bonuns dividend can only be declared once in a year. 
ii. Maximum bonus share ratio is one for one. 
iii. All original shares must have been fully paid-up. 
iv. Amount of bonus issued should not exceed the paid up capital 
 
Stock Splits A stock split is not a form of dividend but it is closely related to stock 
dividend. A stock split is a method used in increasing the proportion of outstanding 
share through a proportional reduction in the par value of the share. Just like a stock 
dividend, the total net work of the company and proportionate ownership of the 
shareholders remained unchanged. 
 
Practical Factors Determining Dividend Policy 

A Company must consider a number of factors before determining its dividend 
policies such factors include: 
 
Financial Needs of the Firm 

A dividend policy should consider the financial need of the firm since the 
company will continue as a going concern projected cash flow statement should be 
prepared taking into account expected future capital expenditure, increase in debtors, 
build-up of stocks, debt servicing and other things that is likely to have impact on the 
cash position of the company. Also, the risk of future cash flows should be put into 
consideration. 
Access of Borrowing The greater the ability of a firm to borrow, the greater its ability to 
pay cash dividend (Pandey,1999). 
Liquidity This important consideration in a dividend decision since payment of 
dividend represents the use of cash.  
Control A company that pays a large dividend may need to raise capital through 
issuance of additional shares later to finance profitable investment opportunities. Thus, 
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controlling shareholders may prefer low dividend pay-out so that the company can 
finance it investment programmes with retained earnings (Pandey, 1999). 
Access to the Capital Market The greater the access of a company to the capital 
market, the greater its ability to pay cash dividends (Pandey, 1999) 
 
Restriction on Loan Agreement or Bond Indenture 

 It usually specified minimum percentage of cumulative earnings that can be 
paid out as dividend. Thus, with such restriction in force, 'the ability of a company to 
pay dividends is reduced (Pandey, 1999). 
Legal Consideration Companies always take into cognizance the government laws 
operating which may restrict its ability to pay dividends. The company and Allied 
Matter Act (CAMA) 1990 in Nigeria restrict payment of Dividend to only cumulative 
distributable earnings (Akinsulire, 2005). 
 
Capital Structure Theories  

The theory of capital structure is closely related to the firm’s cost of capital as in 
Dixon (1986). The debate concerns with whether or not there is an existence of 
“optimal” capital structure and the effect of capital structure on the cost of capital on one 
hand and the value of    the firm on the other hand has been a major source of 
controversy among famous scholars and the field of finance. Those who asset the 
existence of optimal capital structure are found to take to traditional approach. While 
those who believe cost in optimal capital structure existence, are referred to as 
supporters of the Modiglinai and Miller (MM) hypothesis on capital structure. 

This discussion also clarifies the role of some of the theorem’s assumptions. We 
have implicitly assumed that the investor’s cost of borrowing money is the same as that 
of the firm, which need not be efficient markets, or if the investor has a different risk 
profile to the firm. 
Proposition I:  
   k                                          
                 
      
                                                 D/E  
 
 
 
 
 
 
 
 
 
 
 

ke 

ko 

kd 
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Proposition II with risky debt. As leverage (D/E) increase, the WACC (k0) stays 
constant.   
ke = k0 +      (k0 – kd) 

 
 

 ke is the required rate of return on equity, or cost of equity.   
 k0 is the company unlevered cost of capital (ie assume no leverage).  
 kd  is the required rate of return on borrowings, or cost of debt.  
 D / E is the debt-to-equity ratio.  
 A higher debt-to-equity ratio leads to a higher required return on    equity, 
because of the higher risk involved for equity-holders in a company with debt. The 
formula is derived from the theory of     weighted average cost of capital (WACC).  
These propositions are true assuming the following assumptions:  
 No taxes exist,  
 No transaction costs exist, and  
 Individuals and corporations borrow at the same rates.  

 
 These results might seem irrelevant (after all, none of the conditions   are met 
in the real world), but the theories is still taught and studies because it tells something 
very important. That is, capital structure matters precisely because one or more of these 
assumptions is   violated. It tells where to look for determinants of optimal capital 
structure and how those factors might affect optimal capital structure.  
 
With taxes  
Proposition I: 
VL =Vu +TcD     
Where 
 VL is the value of a levered firm.  
 Vu is the value of an unlevered firm.  
 TcD is the tax rate (Tc) x the value of debt (D)  
 The term TcD assumes debt is perpetual  
 
 This means that there are advantages for firms to be levered, since 
corporations can deduct interest payments. Therefore leverage lowers tax payments. 
Dividend payments are non-deductible.  
 
Proposition II:  
rE = r0 +         ( (r0 – rD ) (1– Tc)  
where  
 rE is the required rate of return on equity, or cost of levered   equity = unlevered 

equity + financing premium.  

D      
E 

D      
E 
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 r0 is the company cost of equity capital with no leverage(unlevered cost of equity, 
or return on assets with D/E    = 0).  

 rD is the required rate of return on borrowings, or cost of debt.  
 D / E is the debt-to-equity ratio.  
 Tc  is the tax rate. 
 
 The same relationship as earlier described stating that the cost of   equity rises 
with leverage, because the risk to equity rises, still holds. The formula however has 
implications for the difference with the   WACC. Their second attempt on capital 
structure included taxes has identified that as the level of gearing increases by replacing 
equity     with cheap debt the level of the WACC drops and an optimal capital structure 
does indeed exist at a point where debt is 100%  
The following assumptions are made in the propositions with taxes:  
 Corporations are taxed at the rate Tc  on earnings after interest, 
 On transaction costs exist, and  
 Individuals and corporations borrow at the same rate  

 
Statement of the Hypothesis 
 The hypothesis tested in this study is stated below: 
 Hypothesis 1 
 Ho: Payout ratio has no significant influence on the value of the firm. 
 Hi: Payout ratio has significant influence on the value of the firm. 
 Hypothesis II 
 Ho: Dividend policy of a firm is determined by its long-term payout ratio. 
 Hi: Dividend policy of a firm is not determined by its long-term payout 

ratio. 
 
Methodology of the Study 

The data used were gathered from secondary sources.  These secondary data for 
this research includes; Journal of Central Bank of Nigeria (CBN), Economic and 
Financial Review (EFR) and the Nigerian Stock Exchange Fact book (NSEF). 

The variable on which data was collected includes; Dividend per share, profit after 
tax, payout ratio and Earnings per share. The earnings per share are used as a proxy for 
value of the firm while profit after tax captures the firm’s dividend policy. The variables 
identified would be integrated into models to test the impact of dividend policy on the 
value of the firm. The data covered periods of 1988 to 200  

 
Model Specification 

This involves expressing the relationship in mathematical form. Specifically, it is 
concerned with formulating the models with in the economic phenomena will be 
empirically determined. 
This study consists of two equations specified as follows: 

EPS  = F (∆ POR)…………1a 
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PAT  = F (∆ POR)…………2a 
Where 
EPS  = Earnings per share 
PAT  = Pro fit after tax 

Model Estimation Technique 
This study uses the ordinary least square of simple regression method to 

estimate the parameters of the model. Thus, the relationship between the variables under 
consideration can be written as: 
EPS = αo + α1∆POR +Ut -------------------------- 1b 
Where  
EPS  = Earnings per share 
∆ POR  = Change in pay-out ratio 
αo  = Constant term 
αi  = Coefficient of POR 
Ut  = Error term 
Also, PAT = βo + βl ∆POR + Ut………….2b 
Where  
PAT  = Profit after tax 
∆POR  = Change in pay-out ratio 
βo  = Constant term 
βl  = Coefficient of POR 
Ut  = Error term 

 
Apriori Expectation 

For model I, we expect a positive relationship between ∆ pay-out ratio and 
earnings per share. The higher the pay-out ratio of the firm, the lower the retained 
earnings, and the greater the earning per share to shareholders. Thus, α1 > 0.  

In model II, we also expect bl to be positive, that is, bl > 0. An increase in pay-
out ratio as a result of higher profits would causes the dividend accumulated individual 
shareholders to increase. 
 
Analytical Techniques 

This study adopts the ordinary least square method of simple regression model 
was employed in order to effectively analyze the impact of dividend policy on the value 
of the firm. For these models, earnings per share and profit after tax would serve as 
dependent variables for model 1 and 2 respectively while change in pay-out would serve 
as explanatory for the two models. 
The criteria for analysis of data are as follows: 
Economic Criteria: This is a major criterion in an econometric study and its aim is to 
be certain whether the prior assumption holds. On theoretical ground we expect the 
following that 
ðEPS > 0 ---------------------------------------- Positive 
ðPOR 
ðPAT > 0 ------------------------------------------- Positive 
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ðPOR 
Meaning that the parameters POR is expected to have positive sign for the estimate to be 
reliable. 
Statistical Criteria 

The test would be used to find out whether the explanatory variables (POR) are 
variables to explain what happens to the dependent variables. Here the coefficient of 
determination would be used to see the influence of the explanatory variable on the 
dependent variable (EPS; PAT). 

The test of the significance of coefficient would be carried out with the 
distribution rule of the thumbs test. Also the test for the overall significance is obtained 
with the computation of the F-Statistic which is carries out in economic study such as to 
ascertain the coefficient of determination validity and of the parameters estimated 
whether they relevant or not. This implies the null hypothesis: 
Ho = βo = β1 = β2 =β3 = 0 
 

If null hypothesis (Ho) is accepted our parameters are not significantly different 
from zero. And if the alternative hypothesis is accepted, that is (HI), then our estimates 
are significantly different from zero. Then our independent variables have influence on 
the dependent variables. 

The result of the computed data is compared to that under the n - k degree of 
freedom for t- distribution and degree of freedom for F- Statistics where: 
N = Number of samples/years 
K = Number of parameters 
If tc  > tt = reject the null hypothesis and accept the alternative hypothesis; 
If tc < tt  = accept null hypothesis and reject alternative hypothesis. 
If Fc >  Ft = reject null hypothesis i.e. Our parameter are significant. 
 
Data Presentation 
The data for the analysis are as presented on table 1. 
Table 1: Earning per share, Dividend payout, and profit after tax (1988 -2008) 
 
First Bank of Nigerian Plc  

YEARS  DSP (k) ESP (k)  PAT   POR 

1988 13.50 44.60 74   0.3027 

1989 15.00 64.24 106   0.2335 

1990 2.50 50 205   0.0500 

1991 2.50 50 205    0.0500 

1992 40  207 335   0.1932 
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1994 70 315 741  0.2222 

1995 50 157 756  0.3185 

1996 70 174 1009  0.4023 

1997 56 166 1202  0.3373 

1998 1.00 180 2027  0.0056 

1999 1.00 307 3360  0.0033 

2000 125 346 4739  0.3613 

2001 130 312 5066  0.4167 

2002 130 235 4776  0.5532 

2003 150 434 11010  0.3456 

2004 155 399 11483  0.3885 

2005 106 335 13234  0.3164 

2006 100 294 17383  0.3401 

2007 100 178 20636  0.5618 

2008 100 267 36540   0.3745 

Source: Nigerian Stock Exchange Fact book 
 
DPS represents Dividend per share 
EPS represents Earnings per share 
PAT represents Profit after tax 
POR represents Pay-out ratio 
 
Table 2: Union Bank of Nigeria Plc 

YEARS DPS (k) EPS (k) PAT     POR 

1988 4.00 22 70359 0.1818 

1989 5.00 30 94866 0.1667 
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1990 5.00 31 97699 0.1613 

1991 2.12 3 7938 0.7067 

1992 6.25 26 83530  0.2404 

1994 8 33 420  0.2424 

1995 13 46 575  0.2826 

1996 32 89 1142  0.3596 

1997 35 101 1297  0.3465 

1998 70 149 1924  0.4698 

1999 0.35 0.75 1924  0.4667 

2000 0.53 1.27 3249  0.4173 

2001 0.75 2.24 5767  0.3348 

2002 1.25 2.24 5866  0.5580 

2003 1.35 3.08 8262  0.4383 

2004 1.35 3.09 8262  0.4369 

2005 1.40 2.49 8933  0.5622 

2006 1.40 2.19 10074  0.6393 

2007 1.73 1.00 10868  0.5780 

2008 1.73 1.00 13770  0.5780 

Source: Nigerian Stock Exchange, Lagos 
 
DPS represents Dividend per share 
EPS represents Earnings per share 
PAT represents Profit after tax 
POR represents Pay-out ratio 
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Empirical Result and Interpretation 
The empirical result shows: 
Model l 

EPS      = a0 + al POR + e 

EPS    = 174.876 + 138.200 POR 

T = (3.649) (8.120) 

SE = (47.919) (123.383) 

R =    0.779   F  =   41.255 
R2  = 0.932  DW = 2.380 
5% level of significance 
 

The above model attempts to find out the relationship between earnings per 
share and dividend policy proxy by pay-out. The objective was to determine the 
influence dividend policy on wealth of share holders in Nigeria. From the empirical 
results, the co-efficient of correlation show that the dependent variable (EPS) and the 
independent variable (POR) related which is a very high relationship. This means that 
pay-out used as independent variable has a very high level of linear relationship of 77%. 
The coefficient of determination with R squared shows that 93% of the trend in earnings 
per share in banks understudies is determined by dividend policy adopted as used in the 
regression proxy by pay-out ratio. While other unexplained variables account for 07% of 
earning per share. From this, one can infer that the independent variables exert a greater 
influence on the earnings per share of the banks as regard dividend policy. 
 

The adjustment R square recorded 89.1 %, this indicates that our model is a 
good abstraction, which can fit into a larger population. 

Based on the results obtained, the standard error and t-ratio indicates that the 
results are statistically significant. The t-statistics stood at 8.120; the decision rule 
requires if t falls in the acceptance region i.e. If t 0.025 < t < 8.120. In this case, the 
estimate t - ratio (8.12Q) did not fall within the acceptable region and therefore we reject 
the null hypothesis and accept the alternative hypothesis that there is a significant 
influence of dividend policy on the value of the firm (proxied by earnings per share). 
The F- statistic (ANOVA) of the model indicates' that the model has closeness of fit 
which means that the model is statistically significant at 5% level of significance. The F-
Statistic = 41.255 is greater than the F tab = 4.08. Therefore, with respect to theoretical 
expectation, the coefficient of degree of earnings per share conformed to the apriori 
expectation. The estimated parameter (aI) is statistically significant at 5% level of 
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significance. Similarly, the null hypothesis is rejected while the alternative hypothesis is 
accepted. This implies that there is a significant relationship between pay-out ratio and 
earnings per share. 
 

The Durbin - Watson by observation is 2.380 is high and because it is greater 
than the upper critical value of (1.69) and that D.W value must be in the neighborhood 
of 2.0, hence we conclude that there is no serial correlation in the variables. Also, for the 
independent variable and sample size of forty, an absence of serial correlation is 
affirmed. 
Model 2  

PAT    = b0+bl POR + e 

PAT    = 25011.990 + 30708.782 

T    = (2.719) (6.297) 

SE      = (9197.352) (23681.812) 

R  =   0.206 F = 31.681 
R2 =      0.804 D.W = 0.733 
5% level of significance. 

 
Where profit after tax (PAT) is dependent variable and payout ratio (POR) is 

independent variable. 
The results that payout ratio has a positive relationship with profit after tax which also 
agree with the apriori expectation that a trend in payout ratio would lead to an increase 
in profit after tax for the banks. For instance, Pandey (1999), observed that there is a 
significant relationship between dividend and the independent variables such as Return 
or dividend per share, earning per share, Risk, Leverage etc. The greater the cash 
position of a company, the greater the ability to pay dividend. 
 

The coefficient of correlation 0.206 is high which suggests that the level of 
relationship between the dependent and independent variable is 20.6%. This confirmed 
by the coefficient of R- squared which is high at 80.4%. This means that 80.4% variation 
in payout ratio. From the conclusion, we agree that dividend policy proxied by payout 
ratio has significant influence on profit after tax of value of the firm in Nigeria. 

 
The F - statistics is 31.681. This value shows that the independent variable is 

statistically significant in explaining profit after tax at 5% level of significance. This 
showed that the trends in independent variables that is. Payout ratio is strong and major 
determinant of profit after tax in banks. Also, this value (31.681) is greater than F tab 

Academic Scholarship  



 
 

280 

(4.08), mean that we reject null hypothesis and accept alternative hypothesis (F cal > F 
table). 

The Durbin Waston test is 0.733 is greater than the lower critical value (0.69) 
means that there is absence of serial correlation in the model. 
 
Discussion of Findings 

The hypothesis formulated in the study is tested. From the regression result 
carried out on model l, F tab 31.681 is greater than 4.08, therefore we reject Ho and 
accept HI that pay-out ratio has no significant influence on the value of the firm changes 
in the payout ratio of a company does not significantly determine the changes in value of 
the company (proxied by earning per share) . 
For model 2, the F statistics is 31.681 is greater that F tab (4.08), therefore we reject the 
Ho and accept HI that dividend policy of a firm is determined by its long-term payout 
ratio. 

The negative relationship between Earnings per share (EPS) and Pay-Out Ratio 
(POR) this implies that a decrease in Pay-Out Ratio (POR) does not induce a decrease in 
Earnings per share (EPS), and The positive relationship between Profit After Tax (P AT) 
and Pay-Out Ratio (POR) implies that an increase in Pay-Out Ratio (POR) induces an 
increase in Profit After Tax (PAT). 
 
Conclusion and Recommendation 

One of the difficulties faced by financial managers or board of directors is the 
establishment of a good dividend policy. If management is well informed and equipped, 
they should make a very sound dividend policy which in turn would lead the company 
into rapid growth and attract investors, would also assist the bank in joining the league 
of well developed bank because with good dividend policy, the bank can gain access to 
capital generation either internally or externally, for the development and expansion of 
the business. 
 
Recommendations 

Due to the several factors affecting dividend policy such as legal constraints, 
funding needs, control issue, debt obligation, investment opportunity, inflation, 
shareholders expectations etc good planning must be put in place. A balance must be 
strike by management between long-term financing and wealth maximization decision in 
an optimum manner. 

 
A dividend policy, which is consistent with high dividend payout, is a clear 

signal of growth opportunities of the particular industry and as such shareholders can re-
invest the funds in the industries and this provides opportunities for expansion in the 
future.  
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