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THE BEFFECT OF DIVIDEND POLICIES OM WEALTH MAXIMIZATION - A STUDY OF
BOME SELECTED INDIAM LIMITED COMPANIES

Bhushan Pardeshi
ARSTRACT

This reseatch article examines how share value thus shareholders weolth Is affected by dividend policles. This
shinty seeks to unolyze the effect of firm'’s dividend pollcles on shureholders’ value of public componies in Indio, to
empiricolly examine the linkoge of dividend payout with Informotion asymmetry, and to analyze the effect of
various dividend policles on shareholders wealth, This study Is based on survey design covers o one-year period with
0 somple of 10 quoted companies In the Indla stock exthonge. In so doing, the methodology udopted is the ANOVA.

This study shows the relevance of dividend and further proves thot dividend policies of public limited companies
influence the wealth of shareholders In India,

Keywords: Agency cost, dividend, dividend payout, shareholders’ wealth, value of firm.

Introduction

Dividends can be defined as the distribution of Investors, academicians and even managers have
aarnings (past or present) In real assets among the questioned the value added to a carefully chosen
shateholders of a firm in proportion to thelr dividend policy and if there is any policy that can be
ownetship (Kapoor, 2009), Dividend can be managed generally accepted to all (Lease, Kose, Avner, Uri, &
or & passive residual, In a managed dividend policy, Oded, 2000). The general purpose of this study is to
managers tend to smoothen dividend by fixing analyze through an empirical study firm’s dividend
dividend payment at a certain level of earnings and policies and the effect, if any, they have on
investment while In the residual, dividend are paid shareholder’s value.
only after possible investment portfolios are made.
In this case, dividend will tend to be highly variable Residual theory of dividend policy
and often zero, Dividends are often unpredictable in The essence of the residual theory of dividend
the residual policy than in the managed policy where policy is that the firm will only pay dividends from
dividend grows In aven Increments in years to come, residual earnings, that is, from earnings left over
The effect of dividend policy on shareholders wealth after all suitable (positive NPV) investment
Is Important to management, Investors who plan opportunities have been financed. Retained earnings
their portfolios, Some scholars like Miller and are the most important sourceforﬁnandn;fcn_mst
thodigliani, Arunprakash and Nandhini, believe that companies (Baker, Powell, & Veit, 2002). A residual
dividend policles are irrelevant In determining the approach to the dividend policy, as the first claim on
wealth of shareholders while others like Lintner and retained earnings will be the financing of the
Gordon, argue that dividend policies are relevant investment projects. With the residual dividend
and grestly influence the wealth of shareholders policy, the primary focus of the Wsw
(Acunprakash & Nandhini, 2013; Lintner & Gordon, Is indeed on investment, not dividends. Dividend
1956, Willer & todighiani, 1961), These two scholars policy becomes irrelevant, it is treated as a passive
Willer and Modigliani have contributed greatly to the rather than an active, decision variables. According
ongoing  debate on dividend policy  effect on to Baker et al. (2002), the view of management in
sharehiolders wealth, ' this case is that the value of firm and the wealth of
© SBPIM
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ity shareholidera will b imadiized by Investing the
Pariiips 1 e wpifoptiate IHVEstEnt projects,
pather than paving theny out  as  dividernids Lo
wlipraholiders, THUS W#HBEBENS will autively seek out,
anil fvest the fiem's sarniigs 1, all acceptable (1
tarins Of Pk and return) Investiment projects, which
dre expeciag Lo

ficrease the valtie of the fiem, Dividends will only be
paltd when retalned earnings excesd the funds
fequired to finance the sultable vestment projects.
conversely  when  the  total  Investiment  funds

required exceed ratalned sarnings, no dividend will
he paldl

Muotive for o residuil policy

the motives for a residual policy, or high

retentions, dividend polley commonly Inelude:

1o A high retention pollcy reduces the need to
ralse fresh capital, (debt or equity), thus
saving on associated lssues and floatation
Cosls

20 A fresh equity lssue may dilute existing
owhership control, This may be avolded, if
retentions are consistently high,

I, A high retention poliey may enable a
company to finance a more rapid and
higher rate of growth,

When the affactive rate of tax on dividend income is
higher than the tax on capital gains, some
shareholders, because of their personal tax
positions, may prafer a high retantion/low payout
policy (Baker et al,, 2002),

The dividend Irrelevance theory

he dividend Irrelevance theory by Miller and
Modigllanl (1961) Is based on the premise that a
firms dividend policy Is Independent of the value of
the share price and that the dividend decision Is a
passive residual, Thay are of the view that the value
of the firm Is determined by its Investment and
financing  declsion  within - an  optimal  capital
structure, and not by Its dividend decision, A
tommon dividend policy should be able to serve all
firms becauss the dividend policy Is irrelevant In
determining firm value,

the residunl concept of dividends Is based on the
declsion of dividing surplus earnings between future
Investments and the payment of dividends, ;lﬂj‘m

firm can either ratain all of its surplus earnings f
Investment In future positive Npy

distribute dividends from the rcﬂduarafétﬂ!
L1

Nl
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aatnings  after  providing for  positive NPV
Investrments, the firm is not obliged to pay dividends,
I this mariner, dividends are seen as a passive
tasidual and are Irrelavant in affecting firm’s value,
Alternatively, shareholders are indifferent as to
whather they receive the expected return on their
investient In the form of dividends or in the form of
ah appreciation of share value, The basic premise of
thelr argument Is that firm value fs determined by
choosing optitnal investments,

The net payout is the difference between
earnings and investments, and simply a residual,
Because the net payout comprises dividends and
share repurchases, a firm can adjust its dividends to
any level with an offsetting change in share
outstanding. From the perspective of investors,
dividend policy Is irrelevant, because any desired
stream of payments can be replicated by
appropriate purchases and sales of equity. Thus,
Investors will not pay a premium for any particular
dividend policy.

Miller and Modigliani (1961) concluded that
glven firms optimal investment policy, the firm’s
choice of dividend policy has no impact on
shareholders wealth, In other words, all dividend
policles are equivalent, The most important insight
of Miller and Modigliani’s analysis is that it identifies
the situation in which dividend policy can affect the
firm value. It could matter not because dividends are
“safer” than capital gains, as was traditionally
argued, but because one of the assumptions
underlying the result is violated. The propositions
rest on the following four assumptions:

(1) Information is costless and available to everyone

equally.

(2) No distorting taxes exist.

(3) Flotation and transportation costs are non

existent,

(4) None contracting or agency cost exists.

According to Emenuga as cited in Nwachukwu

(2007), Miller and Modigliani developed their theory

in a perfect capital market setting. The basic

assumptions underlying this theory are;

1, In a perfect capital market, no buyer, seller or
issuer of securities is large enough for their
transactions to significantly affect the current
ruling price.

2. That information regarding the ruling price is

~ available to all without cost, and no brokerage

~ fees, transfer taxes or other transaction costs
are incurred in the trading of securities.

That no tax differentials exist between dividends

- and capital gains.
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4. That all investors will behave rationally in that
they will prefer more wealth to less, and they
are indifferent as to whether any given
increment of their wealth is in the form of cash
payments or an increase in the market value of
their holdings.

¢ That perfect certainty carries the implication of

assurance on the part of every

investor as to the future investment program
and future profits of every company. M & M
argue that the sum of the present value per
share after the payment of dividends equal the
current value per share before the dividend
payments. Stated differently, the prevailing
market price of the share at the beginning of a
period can be defined as the present value of
the dividend which is paid during the period,
plus the present value of the market price of the
share at the end of the period, (Baker et al.,
2002). Investors are therefore indifferent
toward retained earnings and the payment of
dividends (with concurrent new issue financing)
in all future periods. Thus, shareholders’ wealth
is not influenced by current and future dividend
decisions, but depends entirely on the earning
power of the firms assets.

According to Lease et al. (2000) intuitively, the
dividends irrelevance policy can be explained as
follows; if an investor desires to receive from a firm
czshflows that exceed the dividend payment chosen
by the firm’s management, the investor can create
nomemade dividends by selling shares to achieve
the desired cashflow level. This reduction in the
shareholders ownership stake in the firm from the
séle of shares exactly matches the decline in share
vzlue the investor would experience if the firm paid
e desired dividend or the investor would create a
"omemade dividend via selling shares, the investor
° equally satisfied and the investors remaining
*hares have the same value,
rec&L_:/ase €t al. (2000) posits that if the Invsstt'or
um«.u,ens dividend cashflow that exceed his or "e:
the f‘rm?tloru _needs, then investor can still nelflltra zf
b dividend decision by reversing the flow o

"ed shares, With this transaction, the value of
alth0::: rf:"'dﬂs interest remains uncha:gseg

oy meng 1 e sharef\older had forgone a dlvldmd

Ymeng uom the firms’ standpoint, if the div er;s

the ODEr:téer the desired dividend policy GKCG':PV

Vestmens "8 cashflows Jess positive N
expenditures, the firm makes up the

p;hortfall by selling new shares in 't‘_he

€. Under perfect capital market selling

complete
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shares Is costless, so whether the firm finances new
Investments from internally or externally generated
funds, is immaterial. Hence, from both the investor’s
and the firm's perspectives, a managed dividend
policy Is no different from a residual policy.

M & M abandon the assumption of complete
certainty in regard to future profits and investments,
and consider the case of uncertainty. They admit
that dividends and share price are subject to
uncertainty, but maintain that dividend policy still
continues to be irrelevant, and base their conclusion
upon the arbitrage argument. The operation of
arbitraging is taking advantage of market aberrations
which present opportunity for profitable two-way
simultaneous transactions in equivalents, that is,
operations in which one share is bought and its
equivalent sold at about the same time. This market
imbalances in the short term, gives rise to
opportunities for profit taking until an equilibrium
point is reached. The assumption is that every
investor behaves rationally in preferring more
wealth to less. In these circumstances, differences in
current and future dividend policies will not affect
the market price of the two firms-the reason being
that the present value of the future dividends, plus
the market prices of the share at the end of the
period is the same. In these circumstances, Miller
and Modigliani (1961) maintain that, even under
uncertainty, dividend policy is irrelevant and does
not affect the share price of the firm given the
investment policy of the firm. And as such does not
affect shareholders wealth.

In summary, the dividend irrelevance theory
states that the logic of the irrelevance theory is not
disputed given the assumptions underlying the
model. However, it is now generally accepted that
the value of a model lies in the predictive or
explanatory power and that the model cannot .be
judged by reference to the realism of its underlying

assumptions.

vance of dividend theory e
mé:ikthe evolution of dividend distributions,
DeAngelo, DeAngelo, and Skinner (200:) oware d
that dividend payment patterns of firms Soes
cultural phenomenon, Inﬂ_uence by custt:;:;‘s 1
regulations, public opinion, .percep et
hysteria, general economic conditions 2 e
other factors, all in perpetual n:hanf::,its i
different firms differently. Theyd ;1 e
dividends are irrelevant as propose r;lupanles )
the dividend enigma deepens ash:gpest o
have retained earnings, the ¢
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invest in profitable futyre NPV

to
ancin ts. Lease et al. (2000) opines that the

fif en

inves” - levance theory relaxes'the aslsummion of
gwide" capitd! markets and rational investors, |t
¢ = empirically the behavior patterns of
naly® 'd,»s!fibutm”s and their effects on the vajye
4ivid . In the real world, market frictions are
sand at most, investors do not always act

no
mth”a”v'

o et 3l (2002) defines dividenq Policy under
relevance theory as fOFIOWS; pie QIYldend policy
the e approach which trgats dividends as an
s Pr;‘;{mon variable and retained earnings as the
active gividends are more than just a means of
,g_(:d‘Ua‘I ng net profit, and that any variation in
;.stnuU; ©yout ratio could affect shareholders
‘“:”n a2 firm should therefore, endeavor to
:msn an optimal policy that will maximize
—m,‘;nolders wealth.
/intner and Gordon (1956), pioneers of dividend
,=§az/ance theory argues that shareholders prefer
-h\:de'lij to capital gains. This proposition is their
:,g.m-hand argument, which suggest that investors
generally risk averse and attach less risk to
rent as opposed to future dividends or capital
zins, current dividend payments are therefore,
wieved to reduce investors uncertainty, causing
mvestors to discount the firms earnings at a lower
rte, thereby, all things being equal, placing a higher
value on the firm.

According to Pandey (1999), dividend policy
tosen by 2 firm should maximize shareholders
wezlth. Payment of dividend most often are made
o the current year’s profit and sometimes from
“general reserve. Dividends can be in the form of
fij slock, stock split, stock repurchases, and
fﬁf&ffi{v:dend payment, etc. Miller and Modigliani
"us dividend as irrelevant, under a perfect market

ch3
shd

Szt . - A :
:ME:’;‘ for firms in the same risk class as firm
w2 O0ly be influenced by earnings and the

gt :
te « "€ Of a firm. Since the firm is faced with

Be i
frm ‘ST of apportioning fund to retention for
: eanq Paying out profit as dividend, it is
e érnings as opposed to dividend that

1999). Shareholders subscribe to cash
: 350 subscribe to growth of earnings
;;:i"‘“ Dosiet:1 Profit are retained and ploughed
s Te -~ ‘¢ investment program (Azhagaiah,
iy sh&f&h;elda'so of the view that this has

S or gy, that they are indifferent about
p'ta'. 8ains. Dividends are used by

Maintain 5 certain level of earnings
' T~

ina firm ang Sug

tai :
exchange, |n " the prices

i vestors on
indifferent a4 regards to divi;he other hang,

they prefer th end payo Y
€ CUrrent yeare ik YOUt by firms a
futf’fe earnings ang capiZal zs ik Sl

of shares in the stock

Dividend signaling theory

In practice, change in a firm’s dividend poli
Pe observed to have an effect on its sharep:rlilz..i:
lnt.:rease in dividend producing an increasing in share
price and then shareholders wealth and a reduction
in dividends producing a decrease in share price and
then shareholders wealth. This pattern led many
observers to conclude, contrary to M & M’s model,
that shareholders do indeed prefer dividends to
future capital gains. Needless to say M & M
disagreed (Nnamdi, 2009).

The change in dividend payment is to be
interpreted as a signal to shareholders and investors
about the future earnings prospects of the firm.
Generally a rise in dividend payment is viewed as 3
positive signal, conveying positive information §bom
a firm's future earning prospects resulting in an
increase in share price. Conversely a reduction it
dividend payment is viewed as negative signal ab°;:
future earnings prospects, refultnng ina d:cl;“:al.
share price and wealth-of |f1vestor;.el Safoer e
(2002) states that the aghe f:r:m John and
dividends, developed _by Bh:jnr:ock (19.85) suggest
Williams (2000), and iy :cr;ose dividend payment
that managers as insiders cal private information t0
Jevels and increases, t0 Slg:em managers have 2"
investors. According to e information to the

; | this private I T pat the
incentive 0 SIBNZL "0 ' ey believe !
investment public Whe

. is below
ir firm’s shares | .
value of their i dond ymen
current. marT:: The increased dividend P2
its intrinsic ?



] edible Signal yvhen other firms that do
. 25 favorab'e inslfie mformanoQ cannot copy
;oi haYe J increase without undgly |‘nc,reasing the
[nedi‘" ¢ ater incurring 3 drop in dlwdends'. The
cna”teotherefofe concluQe that the 'dlwdend
o0t othesis confirms  that increased
@i " h dividends should experience
weaease negaUVE) price reactions. Dividend
ents signaling future profitability haye
,anouncn established through empirical research
250 e( 51, 2002), Most share price changes took
Me’,:medliatew following the announcement of a
:E:Enlr;d especially positive or negative dividend
e through findings of empirical studies
hangess .
:ondUﬁed by Aharony and Swary (1990), Asquith
4 Mullins (1983), and Kalay and Lowenstein (1996)
;5 woted in Baker et al. (2002). However, consistency
+ findings in respect of dividend signaling models,
we not been achieved over the years. Studies
mducted by DeAngelo, DeAngelo, and Skinner
[004) did not support the hypothesized relation
tetween dividend policies and future earnings.
kording to Frankfurter and Wood (2002),
avocates of the signaling theories believe that
wporate dividend policy is a cheaper medium of
tnveying private information to the markets than
& other media forms. Frankfurter and Wood
M0 states that the use of dividends as signals
9 that alternative methods of signaling are not
perfect substitutes,

Tbitd nthe-hand theory

'ﬂd:{c:ording to Kapoor (2009), the essence of the
iMh;lﬁlfe-hand theory of dividend policy (advanced
St TMEr i 1962 and Myron Gordon in 1963)

i ;?;;eholders are risk-averse and prefer to
bats, S eend Payments rather than future capital
¥ More (e Olders consider dividend payments to
i iy then:m th.a" future capital gains—Thus a
oo IS Worth more than two in the
ey dio " (2003) contended that the payment
:r' a:'de"ds “resolves investor uncertainty”.
o "Ow: ¢ preference for a certain level of
I:E'“‘Certai: ther than the prospect of a higher,
G%key imm{c':t?"me at some time in the future.

%:"' 15 that t;on, as argued by L‘intner and
s, Sharep, €Cause of the less risky naturé
s diyj Olders and investors will discount

. Vide
incy "d stream at a lower rate of return,

1 Mereq
‘ hG:,'"E fo ths,;ng the value of the firm’s shares.

: oy gr CONstant growth dividend valuation
's"ﬂis Wth) model, the value of an ordinary
g“/en bv_ &

5V0 = D, g
wWhere

denoteqd b;; r“:nsta"‘ Widend
Feturn, ang + I'ls the Investors u"th fate js
Payments, Th 1, represents Auired rate of
of the divi’denlijS the lower 5 in felationtot: end
value, |n Payment D1, the g € value

- 1N the investorg view €ater the share/s

a‘nd Gordon, 1, the
risky than the futur

: eferred to it 25
- In their irreleys
M & M assume that the required ratenz

retur ;

R oy, o 2PIaL 1, is independent of
i policy. They maintain that a firm's i
(which influences the investor's requi St
return i i i _quured 2ol
i 1) is a function of its investment and
financing decisions, not its dividend policy. & M
contend that investors are indifferent between
dividends and capital gains—That is, they are
indifferent between r and g is the dividend valuation
model. The reason for this indifference, according to
M & M, is that shareholders simply reinvest their
dividends in share of the same or similar risk

companies.

An empirical study of dividend in India
The earliest major attempt to explain dividend
behavior of companies has been credited to Lintner
and Gordon (1956) who conducted this study on
American company in 1950s. Since then ther'e has
been an ongoing debate on dividend policy in ﬂ.le
ing in mixed, controversial

developed market resulting in )

i jve results. :
andTI:icslui:sue did not receive afmy sen;ious_l :n;:;g
among academic scholars in India until :‘9 hI; o
and Alozieuwa (1998) attempted to Ingdiaﬁ i

ttern of dividend policy pursued !{v n e

g:mcularly during the peﬁodfoftind'isrf"":;I ; -

articipation proeeh = meir study covered 52
i‘:!diginazation Decree'of 1(9:7:c :i:: 5 i for
company-years of dlv:de;\t 1 ~d very
four years). They repo .
minimum evidences _tz
influences that 'determhm
during this period. T :\;
resentment seem 10

classical forces: nd Soyod
However, Inang 2 oaga and

e e

A 1~

RIML T

AN IR TR =aE

T8

=Ty




cing of equity share I8sues, This in turn
e ml.m'.\ to abandon all the clossicn
o dividend policy. Inang and Sovede
and Alozieuwa's work on the
S50Mme

n
“ (Om”“
i ""ﬂ\
{ Uz0dBd
Al hat I Importam
L s of optimal dividend policy; he also
ANnts \
el ertaln conclusions made In the study
{
inadequate or o mistaken

lossed over
]

ques o they were
b
o Oyejide (1976) emplrically tested
@ dividend policy In Indla using Lintner's
m,‘\qua:wmm‘d by Brittan (1964), he disagreed
. .'““U\ studies and reported that the varlable
th prev \uonR'\’ support the fact that conventional
wigence $ the dividend policy of Indian public

oes explain
0 " wachukwu (2007) criticized the Oyejide
oy for failing to adjust to stock dividends and
»c o agree Wwith Uzoaga and Alozieuwa's
nclusion. However, lzedonmi and Eriki (1996)
b data from 1984 to 1989 found supporting
wddence in India for Lintner's model. Adelegan
m evaluated the asymmetric information of
svidend, given earnings by shareholders in India.
she carried out a study on 882 firms by analyzing the
svdend policy and its effect on wealth
mavimization on a sample of 62 quoted firms in India
over 2 wider testing period of 1887- 2000. She
fnd a significant result and concluded that
dwidend policy does affect wealth maximization.
With the exception of 1zedonmi and Eriki (1996) and
Aoelegan (2003), the inconclusive controversy seems
“have come to a temporary halt in the late 1990s.
" attention of academic scholars became diverted
"ﬂfne early 1990s to the study of the weak-form
;;"{em market hypothesis (EMH) on the Indian
" market. Few other scholars have tried to
“inue the research on dividend policy but without

;;J‘;)"'dinss like Olowe (1998) as cited in Black

"

ympanies

?n}tctives and Hypotheses:

0: as::‘,t: the effect of firm’s dividend policies
India, olders’ value of public companies In
10 empiicay
l;ay()ut with |
d? ; empi'iCN

y examine the linkage of dividend

nformation asymmetry.

Videng ly examine the determinants ,Of
With info, Payout by firms and find out its linkage

Yoy, There | "Mation content of dividends.

:iha"'homers, "0 effect of firm's dividend policies on
i, There S Value of public companies in India.

tehoyge. - 2 effect of firm's dividend policies on

¥ value of public companies in India.

oo
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Methodology

The structur,
SnEINGY desl;: f(::srlr;;wr;gzozf this study is based
this research s the 216 . o )- The population of
India as at s public limited companies in

eptember 2018, with a selection of 10
companies using the Quota random
technique, This is applied where th Wﬂ‘

e population is
made up of some natural grouping or parts. Each
natural grouping is given a fair representation in the
sample (Asika, 2006). The basis is to ensure that ail
industries are covered. The banking sector, the oil
sector, manufacturing sector, food and beverages
sector, construction sector, agricultural sector,
Questionnaires were administered to the
respondents from ICICI Bank, Reliance Industries
Ltd., Manpasand Breweries Ltd, ITC Ltd., Asian Paints
Ltd., Britannia, L&T Ltd., BPCL, Ultratech Cement,
RCF Ltd.

To ensure that all industries quoted in the Indian
stock exchange are covered, these companies were
selected. A total number of 120 questionnaires were
distributed and the researcher was unable to
distribute 20 copies due to time constraint and
limited resources at their disposal. The resgardr
instrument contains 13 questions on dividend
policies against which the respondents were uk!dt
to indicate their level of agreement upon 3 ﬁ“""";".
Likert scale (where S = strongly agree. 4 = agree. )
undecided, 2 = disagree and 1 = SUtO0BN EE T
Each question number is subsequently e

“c13. The sample denoted by (n)
$1-513. ) lar. A total number of
using the Taro Yamer 5 w:‘: A istered to finance
120 questionnaires were z;recfors of ICIC! Bank,
managers, chlef accountalid, LoC o eweries Ltd,
Rellance Industries Ltd., Manpa &T Ltd.,

: Ltd., Britannia, L
TC Ltd., Asian Paints LS.

Ultratech  Cement,

ders. 90 4
: ts, and sharehol ik
awc:;u::::oéded to and returned. selected qué

| to the
the questlonnalres which are closely r?;tea: !
. se of the study are tabulated 3 s
pu'rpso ANOVA s @ measure of compar
usin
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other to Identf

28> |244] we accept the alternate (H1) that is,

;é’s is effect of firm’s dividend policies on

sarzholders’ value.

: :gsullts suggest that dividend policies affect:

1;:~cz.cers value. Investors prefer the bird in-
¢ fom of dividend payment against the
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Table 1 Summary Table —
WOVA
waurce of Variation SS df MS F
:“L Groups 1703.7 6 283.95 2.65
i rous 2996.8 28 107.03 :
% 4700.5 34
Table 2 ANOVA Table

retention approach by management as well as 3
steady dividend payment. Shareholders in practice
usually prefer firms with a stable and predictable
dividend policy and can predict a firm's dividend
stability or changes in dividend payment overtime.
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agency  cost between shareholders’ and of the firm.
Table 5
Summary
Groups Count T
ance Manager = Avezr;ge StandarZZZev:atlon
ch,ngccountant S 20 . 27:2
Director 5 32 71.6
Share Holders 5 40 159.6
Chartered Accountant 5 40 111.2
Stock Broker 5 40 109.2
staff of Company 5 159 1541.8
Table S Summary Table
Table 6
ANOVA
Source of Variation SS df MS F
Between Groups 2599:3 6 433.2 2.80
Within Groups 4332 28 154.8
Total 6931.3 34
Table 6 ANOVA Table

280 > 2.44 we reject null hypothesis. Hence,
information content of dividend affects dividend
payout by firms.

This could easily be done using information
available in a firm’s financial forecast with regard to
its earnings, previous dividend, and market price per
share. This work as extended previous studies on
dividend policies on wealth maximization and has
agreed with the findings of on dividend payout of
firms carrying information as to the future prospect
of the firm.

Conclusion

Against the backdrop of improving firm value and
therefore shareholders’ wealth, the main purpose of
this research has been to examine and analyze
dividend policies of public companies in'india; This
Was to establish whether dividend policies have an
effect on the value of a firm and shareholders
Wealth. This was accomplished by conducting 'a
survey among finance managers, Sharehower:s'
directors of firms, stock brokers and accounta"les'
The survey was drawn up from normative thec;‘r' ;
based on the dividend function. Generally 2 asd
dividend increases the market value of Sh:rilsds to
Vice versa, Shareholders prefer current div:_de as an
future income. So, dividend is Cons'de-,r\es the
Mportant  factor  which determ’

70

shareholder’s wealth. Dividend has information
content and the payment of dividend indicates that
the company has a good earnings capacity.

The results further suggest that investors prefer the
bird-in-hand form of dividend payment against the
retention approach by management as well as a
steady dividend payment. The accounting
professional bodies should enforce standards on
dividend policies of firm and ensure that it should be
adhered to given the fact that directors of
companies are responsible for making dividend
decision. A high dividend increases the market value
of shares thus, shareholders value and vice versa.
Shareholders prefer current dividends to future
capital gains. As such, dividend is an important factor
which determines the shareholder’s wealth.
Information asymmetry exists and the payment of
dividend indicates that the company has a good
earnings capacity. Management should maintain a
steady increase in earnings, cash flow and dividend
payment and establish a dividend policy that can be
acceptable to the various stakeholders in the firms
(Anvarkhatlbl, Safashur, & Jamal, 2012). Dividend
payout ratio is a passive residual. This shows that
Indian firms apportion more earnings to retention
for the ploughing back in the firm and growth. The
implication of this finding is that the level of a firm
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growth should be considered in firm's dividend
decisions.
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