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Abstract

The objective of this research is to determine the impact of profitability, growth
opportunities, risk, liquidity, firm size, leverage, taxation and audit type on dividend payout
in order to increase understanding of the determinants of dividend payout within Pakistani
corporate environment. To meet the objective of this research, five year financial data from
2009-2014 of listed pharmaceutical companies is used and analyzed to determine the
impact of selected variables on dividend payout. Correlation analysis and backward multiple
linear regression is applied on the data to determine the association between variables and
the impact of selected independent variables on dividend payout. Findings reveal that audit
type, liquidity, growth opportunities & profitability are the key determinants of dividend
payout of pharmaceutical companies of PSX. 31.90% variation in dividend payout is caused
by these variables. Other independent variables including taxation, risk, firm size and
leverage insignificantly influence dividend payout decisions of pharmaceutical companies of
PSX.

Keywords: Dividend Payout, profitability, growth opportunities, risk, liquidity, firm size,
leverage, taxation and audit type.

Introduction

Dividend payout decision tends to focus on
the distribution of the corporate profits as
a whole or holding some part of it
Dividend payout is one of the sizzling
topics that always gain attention of
organizations, financial analyst,
researchers, investors and other

stakeholders. According to Brealy etal,
(2008) dividend policy controversy is one
of the ten major unsolved problems of
corporate finance which deserves more
research in order to increase
understanding of the subject.

A number of research studies are
conducted on this topic globally; however
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no general consensus is found among them.
Frenco Modigliani together with co-
researcher Merton Miller stated
‘irrelevance of dividends’ which gain a lot
of attention. According to them, companies’
dividend policy is irrelevant in perfect
capital market and investors are more
interested in the investment policy of the
company rather than the dividend policy.

In contrary, numerous researchers believe
that perfect capital market does not exist
and various real world factors influence
company’s dividend payout policy (Mehta,
2012, Nuhu, 2014, Maladjian & Khoury,
2014, Rafique, 2012, Gill, Biger &
Tibrewala, 2010).

Scope of the Study

A number of researchers prove that
dividend payout decision is influenced by
various factors; it is worthwhile for the
stakeholders of a company to understand
factors that influence company’s dividend
payout decisions. This research is expected
to increase understanding of the
determinants of dividend payout within
Pakistani corporate environment.

Objective of the Study

The objective of this research is to examine
the impact of selected factors including
profitability, growth opportunities, risk,
liquidity, firm size, leverage, taxation and
audit type on dividend payout decision of
Pharmaceutical companies listed on
Pakistan Stock Exchange.

Research Problem and knowledge gap

Dividend payout policy is the most
controversial topic within the context of
corporate finance. According to Brealy et.al,
(2008) dividend policy controversy is one
of the ten major unsolved problems of
corporate finance which deserves more
research in order  to increase
understanding of the subject. A number of
research studies are conducted in this area
globally however no general consensus is
found among them.

Research conducted within the same
country, incorporating almost the same

variables but different industries, has come
up with somewhat different results. Gill,
Biger, & Tibrewala (2010) studies taking
into account manufacturing and service
industry of America have concluded
different significant factors for both
industries. Therefore this research has
chosen pharmaceutical industry, a major
industry within Pakistan’s corporate
environment, in order to find industrial
specific factor influencing dividend payout.

Despite the above considerations, it is also
found that some variables effecting
dividend payout are perceived to be
affecting it in similar direction. Such as if
there is increase in profitability of a firm it
would be assumed and proved to increase
dividend payout ratio of any corporation
(Mehta, 2012, Nuhu, 2014,Gill, Biger, &
Tibrewala 2010,Zameer et al 2013) but this
relationship is being rejected by Jozwiak
(2014) studies. Same is the case with
liquidity. Some researchers have concluded
positive relationship (Ahmed and Javaid
2009) while some have come up with
negative relationship (Zamer et al 2013).
These conflicting results demand more
research  that could clarify such
relationships.

Hypotheses

The followings are the hypotheses of this
research:

H1: Profitability has no impact on dividend
payout.

H2: Growth opportunities have no impact
on dividend payout.

H3: Risk has no impact on dividend payout.

H4: Liquidity has no impact on dividend
payout.

H5: Firm size has no impact on dividend
payout.

H6: Leverage has no impact on dividend
payout.

H7: Taxation has no impact on dividend
payout.
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H8: Audit type has no impact on dividend
payout.

Literature Review

Mehta (2012)examined the impact of risk,
size, profitability, liquidity and leverage of
firm on dividend payout. The industries
investigated  includeconstruction, real
estate, energy, health care and
telecommunication sector industries listed
in Abu Dhabi Stock Exchange for a five
years period starting from 2005 to 2009.
Findings reveal that profitability and size
are the key factors in significantly changing
dividend payout decision.

Nuhu (2014)investigated the impact of
profitability, investment opportunity sets,
taxation, leverage, firm size, board size,
board independence and audit type on
dividend payout ratio. It was concluded
that profitability, leverage, board
independence, audit type, and board size
are the key factors that significantly
influence dividend payout in Ghana.

Maladjian & Khoury (2014) explored the
impact of profitability, growth, liquidity
and size of firm, leverage, risk, and
previous year’s dividends on dividend
policy of Lebanese banks registered on
Beirut Stock Exchange. They concluded
that out of seven variables studied, five
variables are statistically significant
whereas profitability and liquidity are
statistically insignificant.

Rafique (2012) examined the influence of
size of firm, earnings, leverage, growth,
profitability and corporate tax on dividend
policy of Non-Financial firms listed in
KSE100 index. She concluded that out of
the six variables examined, only two
variables including corporate tax and firm
size are found to be significant. The rest are
insignificant in the context of Pakistani
markets.

Gill, Biger, & Tibrewala (2010) studied the
influence of profitability, growth, taxes,
cash flow, risk and leverage on dividend
payout ratio in the context service and
manufacturing firms of America. They
concluded that for service firms, dividend

policy is influenced by growth, profitability
and leverage. For manufacturing firms,
dividend policy is influenced by taxes,
profitability, and risk.

Jozwiak (2014) investigated the factors
influencing dividend policy of nonfinancial
listed companies of Warsaw Stock
Exchange of Poland. The factors studied
include leverage, liquidity, profitability,
size and risk. Findings reveal negative
impact of leverage and profitability on
dividend payout i.e. firms with high
profitability pay low dividend to retain
capital for future investment. Firms with
high leverage pay low dividend due to high
interest payments.

Alzomaia & AlKhadhiri (2013) examine the
factors influencing dividend policy of
nonfinancial listed companies of Saudi
Arabia Stock Exchange (TASI).  The
factors studied include past dividend,
earning per share, growth, leverage and
size of firm. They found positive
relationship of profitability and last year
dividend with dividend payout decision.
Companies pay more dividend when they
experience increase in their profitability.
Last year dividend payment is also
considered important in deciding dividend
payout.

Zameer et al (2013) examined the
influence of selected variables on dividend
policy of foreign and domestic banks listed
at various stock exchanges of Pakistan. The
factors studied include profitability, firm
size, leverage, growth, and liquidity, agency
cost, past dividend, risk, and ownership
structure of the banks. Only four factors are
found to have significant impact on
dividend policy of banks. Profitability, past
dividend and ownership structure have
positive relationship with dividend payout
whereas liquidity has negative relationship
with dividend payout of banking sector.
The rest of the factors studied are found be
insignificant and have no impact on
dividend decision.

Arif & Akbar (2013) studied the impact of
five factors including profitability, size, tax,
growth and lifecycle stage on dividend
payout of nonfinancial firms of Pakistan.
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They found that all factors significantly
influence dividend payout. Profitability,
size and investment opportunities
positively influence dividend payout
whereas tax negatively influences dividend
payment decisions.

Kania & Bacon (2005) investigated the
influence of selected variables on dividend
policy of 543 firms using ordinary least
square regression. They found that growth,
expansion, risk, organizational and insider
ownership are negatively associated with
dividend policy. Positive relationship is
found between debt to total asset ratio and
dividend payout.

Khan, Burton & Power (2011) examined
the view of different managers on dividend
policy in Pakistan. Semi structured
interview of 23 officials of Pakistani
organization is conducted for the study.
Findings reveal that dividend payout
decisions in Pakistan are similar to
developed countries like USA in many
respects. However past years dividends do
not alter current year dividend decision in
Pakistan. The key determinants of dividend
decision are liquidity and current year
earning in Pakistani organizations.

Hauser (2013) conducted research to
examine whether the dividend policy of a
firm changes during the financial crises.
Panel logistic regression model is applied
to industrial firms of the USA during the
period 2006 to 2009. Analysis shows that
probability of dividend cut increases
significantly during financial crises due to
sales growth rate, capital ratio and
profitability of the firm.

Najjar & Belghiter (2011) explored
simultaneous relationship between
dividend policy and cash holding of 400
nonfinancial firms of the UK. Single
equation model, simultaneous equation
model and dynamic behavior model are
applied to determine the influence of cash
holding on dividend policy. Findings reveal
that the determinants of cash holding are
dividends, leverage, growth, size, risk,
profitability and working capital. Whereas
the determinants of dividend payout are
cash, leverage, growth, size, risk, profit.

Although cash holding and dividend policy
share the same determinants, they do not
affect one another.

Li & Twite (2009) investigated the
probability of dividend payout, various
dividend forms and market reaction to
different dividend announcements in
Chinese capital market. They use a sample
of 5153 firm-year dividend announcements
by listed Chinese companies from 2003 to
2007. They found that firms with higher
profit, higher cash holding, lower leverage,
stronger governance, shareholders’
protection and subsequent equity offerings
are more likely to pay cash dividends.
Firms with high level of retained earnings
and higher investment in fixed assets are
more likely to pay stock dividends. Firms
paying stock dividends experience positive
market reaction and increased analysts
following.

Ahmed and Javid (2009) studied the
determinants and dynamics of dividend
policy of nonfinancial listed firms of
Karachi Stock Exchange for the period
2001 to 2006. For dynamics of dividend
payout, the extended model of Linter,
Babiak, Fama and proposed model in
dynamic setting are applied. The results
reveal that nonfinancial listed firms of
Pakistan rely on both past dividends and
current earnings. However current
earnings affect dividend payout more than
past dividend payouts. For the
determinants of dividend policy panel
regression is conducted using independent
variables dividend yield, earning per share,
major number of shareholders, net
earnings, corporate tax, leverage, slack,
sales growth, size, market capitalization,
market liquidity, return on asset and
market to book value. They concluded that
firms with stable earnings and profitability
pay higher dividends because they can
afford higher free cash flows. Ownership
concentration and liquidity positively
influence  dividend decision. Slack,
leverage, market capitalization and size
have negative influence on dividend
decision.

Collins, Saxena & Wansley (1996) studied
the role of insiders in determining dividend
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payout of unregulated firms, utilities firms
and financial services firms. It was
assumed that the insiders of regulated
firms such as utilities and financial service
firms play low role in determining dividend
policy as compared to unregulated firms.
Regression model is developed to
determine whether regulation and insiders’
role are substitute or complement for
financial and utilities firms. Results reveal
that regulatory environment enhances the
role of insiders while determining the
dividend decision of a utility company. For
financial service firm insiders’ role does
not influence dividend payout.

Zaman (2013) studied the impact of
profitability, growth and size of 30 listed
commercial banks of Dhaka Stock
Exchange on dividend payout for the
period 2006 to 2012. Multiple regression
analysis is applied to gauge the influence of
selected factors on dividend payout.
Findings reveal that profitability is the
stronger determinant of dividend payout as
compared to growth and size of the firm.
However growth opportunity and size of
the firm also significantly predict dividend
payout.

Musiega et.al (2013) studied the influence
of selected variables on the dividend
payout of 30 nonfinancial companies listed
at Nairobi Securities Exchange for the
period 2007 to 2011. Independent
variables include growth, profitability,
liquidity, current earning, size and business
risk. Multiple regression analysis is applied
to determine the impact of selected
variables on dividend payout decision.
Findings show that profitability, growth
opportunities, firm size and business risk
are the key determinants of dividend policy

Abdullah, Ismial & Sadique (2005) studied
the influence of selected factors on
dividend payout of 174 firms listed on the
Malaysian Main Board of Busra for the
period 1999 to 2004. The variables
selected for the study include leverage,
profitability, tangibility, size, growth and
liquidity. Regression analysis is applied to
measure the influence of selected variables
on dividend payout. Size and growth are
found to have significant positive impact on

dividend payout whereas leverage
inversely affects dividend payout.

Gupta and Banga (2010) examined
dividend payout of 150 companies from 16
different industries of Bombay Stock
Exchange (BSE) 500 index for seven years
period from 2001 to 2007. Factor analysis
is conducted to determine the key
predictors of dividend policy. Leverage,
liquidity,  profitability, = growth  and
ownership structure are found to be the
key factors affecting dividend payout.
Regression analysis is conducted to
determine the influence of these variables
on dividend policy. Leverage and liquidity
are found to be the stronger predictors of
dividend policy of Indian companies.
Leverage has negative association whereas
liquidity is positively associated with
dividend decisions.

Research Methodology

This section shades light over the data
collection method, dependent &
independent variables of the study,
measurement scale of dependent and
independent variable and statistical model
of the study.

Data

Five year data are used from published
annual reports of  pharmaceutical
companies listed on Pakistan Stock
Exchange.

Variables

The following are the variables of this
study:

Dependent Variable

Dividend Payout: is the portion of income
distributed among ordinary shareholders
which is measured as under:

Dividend Payout Ratio = Cash dividend /
Net Income * 100

Independent Variables

The followings are the independent
variables of this research:
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Profitability

Profitability of firm influences dividend
payout decision but a different view is
found in existing literature. Packing order
theory states that firms tend to finance
NPV project through retained earnings and
hence pay out low and retain more
earnings. In contrary, several researchers
found that firms with consistent earning
pay more as dividend. Profitability is
measured as under:

Return on Equity = Net Income / Total
Equity

Growth Opportunities

The more a firm has positive NPV projects
to finance, the more company retains
income and pays less as dividend. It can be
measure in two ways:

Growth Opportunity = Market Value of
equity / Book Value of Equity (i.e. PPS /
NAVPS)

Risk

The risk of future cash flows to
shareholders reduces when company pays
out more as dividend from current income.
It is measured by price earning ration:

Risk = Price of Share / Earning per share

Leverage

The higher the firm is financed with debts,
the lower the dividend payout due to debt
covenants. It is measured by Debt to equity
ratio:

Leverage = Total Debts / Total
Shareholders’ Equity

Liquidity

The more a firm has current assets
available to meet its short term obligations,
the more company can pay as dividend.
Liquidity is measured by current ratio:

Liquidity = Current Assets / Current
Liabilities

Firm Size

Large firms pay more dividends as they
have easy access to capital market to raise
funds and low dependence on internal
funds. According to Joseph, (2001) firm
size can be determined by natural
logarithm of book value of the firm’s total
assets.

Firm size = Natural log of TA

Audit Type

Researchers found those firms that are
audited by one of the four big audit firms
pay more as dividend. Audit type will be
represented by dummy variable 1 if
audited by big firm and 0 if audited by
other audit firms.

Taxation

Researchers found that when firm’s tax
liability increases, the dividend payout
decreases whereas retained earnings
increase. Tax effect can be measured as
under:

Tax = Corporate tax / EBT

Statistical Model

The following statistical model is
developed to measure the impact of
selected independent variables on dividend
payout. The model is analyzed through
bivariate  correlation and  multiple
regression  analysis. The following
statistical model is used for data analysis:

DP = B+ Biprof + $2GO + BsRisk +
Piliverage + SsLiquidity + BsFS+ ,AT+
BsTaxation + E
Where,

Biprof: represents profitability of firm

B2GO: represents growth opportunities of
firm

BsRisk: represents risk of future cash flows
to shareholders

PiLiverage: represents leverage of the firm
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BsLiquidity: shows the liquidity of the firm
B6FS: shows the size of firm
B7AT: represents audit type of the firm

PsTaxation: represents taxation of the firm

Descriptive Statistics

Data Analysis

Data analysis section includes the findings
of empirical study. Initially, descriptive
statistic of dependent and independent
variables is given. Then correlation and
regression analysis is discussed followed
by discussion of results of these analyses.

Table 1: Descriptive Statistics

Dividend Pavout 11,05

According to Table 1, average dividend
payout of listed pharmaceutical companies
of PSX is 11.05 per share with average
deviation of 21.46 rupee per share. Since
deviation of dividend payout from mean is
high, which suggests that dividend payout
of all listed pharmaceutical companies of
PSX has much variation. Furthermore,
skewness and kurtosis of all independent
variables is within acceptable limit of +1.5
(except growth opportunity, leverage and

Cawrmann Al Vhan and Naviraes Alhavanad MN17Y Tasirana 1 ~AFDs

taxation), therefore it can be said that the
data are normal.

Bivariate Correlation Test

Bivariate correlation is applied to check
association  between  dependent &
independent variables and
multicollinearity = among  independent
variables. The summarized results of this
test are given in Table 2:
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Table 2: Bivariate Correlation
Dividend o Growth . Liquidit Firm  Audit i
Profitabili Risk  Leverage Taxati
Payout ty Opportunity y Size Type on
P " 1 209 -347* -037 002 -333* 211 271 176
L. Cormrelation
Dividend Sig.
Payout 130 010 793 986 014 125 047 203
WU 2-1ailed)
N 54 54 54 54 54 54 54 54 54
Pearso
_n 209 1 -3093" -050 -073 012 -038 -379" 301"
Comelation
Profitability Sig
130 003 718 600 934 78 005 003
(2-tailed)
N 54 54 54 54 54 54 54 54 54
CP ]aﬁn -347" -393" 1 224 -019 180 070 206 -251
Grow -Conlaton
Opportunity @-tailed) 010 003 104 392 192 613 135 067
N 54 54 54 54 54 54 54 54 54
Pearson
. -037 -050 224 1 -124 130  -016 080 237
Cormelation
Risk Sig.
793 718 104 370 348 910 567 085
(2-tailed)
N 54 54 54 54 54 54 54 54 54
P o 002 -073 -019 -124 1 -562" -194 -034  -048
Comelation
Leverage Sig
986 600 892 370 000 160 809 31
(2-tailed)
N 54 54 54 54 54 54 54 54 54
P " -333* 012 180 130 -s562% 1 288 027 -015
Cormrelation
Liquidity Sig.
014 934 192 348 000 034 847 914
(2-tailed)
N 54 54 54 54 54 54 54 54 54
P " -211 -038 070 -016 -194 288" -204  -127
Cormrelation
Fim §ize  Sig 125 786 613 910 160 034 140 360
(2-tailed) ) ) ) ) ) ) ) )
N 54 54 54 54 54 54 54 54 54
Pearso
_n 271" -379" 206 080 -034 027 -204 1 -023
Comelation
AuditType  Sig. 047 005 135 567 809 847 140 871
(2-tailed) ) ) ) ) ) ) ) )
N 54 54 54 54 54 54 54 54 54
Pearson -
. 176 391 -251 237 048 -015 -127 -023 1
Cormrelation
Taxation  Sig. 203 003 067 085 731 914 360 871
(2-tailed) ) ) ) ) ) ) ) )
N 54 54 54 54 54 54 54 54 54

*_Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).

Correlation matrix in Table 2 indicates that
dividend payout has the highest correlation
of 0.271 and 0.209 with audit type and
profitability of the firm respectively. This
analysis also reveals that positive
relationship exists between taxation &
dividend payout, audit type & dividend

payout and profitability & dividend payout
however only results of audit type are
statistically significant. The rest of the
variables have not association with
dividend payout as per correlation
analysis. It can also be observed from
Table-2 that some independent variables
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are also associated with each other i.e. data
set has multicollinearity problem.

Breusch-Pagan Test

Breusch-Pagan test is applied to check
Heteroscedasticity i.e. to check whether

variance of error term of each observation
is equal or not. The following Table-3
shows the summarized results of Breusch
Pagan Test:

Table 3: Breusch-Pagan Test

LTOSS-SSCHO)

5

62.74005

-10.60070

-0.638801

63.55764

0.4008 Mean dependent var 271.2454

%:2—'—, HE S:g, FEES237523 ¥EES FF Lo PRF

3294393 Akaike info criterio 14.5836
Suin squarcd rosid 4883861. Schwaiz criterion 1451517
Log likelihood -384.7592 Hannan-Quinn criter. 1471152
F-statistic 3762543 Durbin-Watson stat 1943935
Prob(F-statistic) 0001895

The above table shows that F-Statistic
value is 3.762 and the sig value is 0.00189.
Since the Sig value is below 0.05, we can
conclude that error term of each
observation is not equal and data set has
problem of Heteroscedasticity.

Durbin Watson Test

Durbin Watson test is applied to check
Autocollinearity i.e. To check whether
correlation of error term of observations is
zero or not. The following table 4 depicts
the summarized result of panel least
square regression:

Cawrmann Al Vhan and Naviraes Alhavanad MN17Y Tasirana 1T AfFCinancial Chadiacs 0. Dacnnanra T
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Table 4: Panel Least Square Regression

Method: Panel

b

Cross-sections included: 9

PROFITABILITY

DIQL

1.731986

—LNLLLDN

-2.801502

-0.071814

3480681

-0.249962
R-squared 0.399634 Mean dependent var 11.05130
S.E. of regression 18.04146 Akaike info criterion 8.774234
1464725 Schwarz criterion 9105732

Sum squared resid

3.744279
0.001964

F-statistic
Prob{F-statistic)

0356777

The above table shows that Durbin-Watson
stats is 0.356. The lower and upper limit of
dis 1.253 & 2.747 respectively, determined
through DW stats table using n=55, k=8

Backward Multiple Regression

and o = 0.05. Since the calculated DW stats
lie between 0 to lower limit of D, we
conclude that positive autocorrelation
exists in dataset.

The following tables from 3 to 5 shows the

results of backward multiple linear
regressions applied in this research:
Table 5: Model Summary
Adjusted R Std. Exror of the
Model R R
ace Square Square Estimate
1 6322 399 292 18.047
2 6320 399 308 17.851
3 .632¢ 399 322 17.664
1 6314 398 335 17.493
5 609 371 319 17.703
a. Predictors: (Constant), Audit Type, b. Predictors: (Constant), Audit Type,

Taxation, Liquidity, Risk, Firm Size, Growth
Opportunity, Leverage, Profitability

Cawrmnann Al Vhan and N

Liquidity, Risk, Firm Size, Growth

Opportunity, Leverage, Profitability
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c. Predictors: (Constant), Audit Type,
Liquidity, Risk, Growth Opportunity,
Leverage, Profitability

d. Predictors: (Constant), Audit Type,
Liquidity, Growth Opportunity, Leverage,
Profitability

e. Predictors: (Constant), Audit Type,
Liquidity, Growth Opportunity, Profitability

Table 3 shows that total explanatory power
of the model is 29.20% in the presence of
all independent variables of the model.
Backward linear regression step by step
removes the most insignificant
independent variables from the model.

Equations b to e show that the variables
taxation, firm size, risk and leverage are
respectively removed from the model
Total variation in dividend payout
explained by the remaining variables (i.e.
audit type, liquidity, growth opportunities
& profitability) is 31.90%. Explanatory
power of the model has been risen from
29.20% to 31.90% after removing
insignificant variables which shows that
they cause very little or no change in
dependent variable. F value of 7.213 at
significance level 0.000 in equation e of
Table 4 shows that these results are highly
significant.

=

L]

(€]

L
<]

[

L | i
L [

wd

(381

[y [+

[

[~

i
o
=)
W
=
=
=
o

|

(%]
G [l

(%)

[~

[
i
[~

dim

i |
G o

K

|4
S

Total 2419719

a. Predictors: (Consiant), Audit Type, Taxation, Liquidity, Risk, Finm Size, Growih Opportunity, Leverage,

[ -V W K
IIULIdULLILY

b. Predictors: (Constant), Andit Type, Liquidity, Risk, Firm Size, Growth Opportunity, Leverage, Profitability

1ype, Laquudiiy, b

SK, '

Ty, Loverage, 1ro

c. Predictors: (Constant), Audit Type, Liquidity, Risk, Growth Opportunity, Leverage, Profitability

Y.

P 1 Y ESIR ) o JR Y, S W EVIL NG J-URNE PR o Iy, VIGHGRPR I, SR, | Y -,
Q. riCOiCions:. (L ONSuEing, Aflail 1ype, LAQaity, UTroWul WPPOTUliily, 1 SVETdge, riolidoilty

e. Predictors: (Constant), Audit Type, Liquidity, Growth Opportunity, Profitability

f. Dependent Variable: Dividend Payout

Table 4 shows that F value of the model in
the presence of all selected independent
variables is 3.738 at a significance level of
0.002. Backward linear regression removes
insignificant variables taxation, firm size,
risk & leverage from equation b to e
respectively. Rise in F value due to step by

Cawrmann Al Vhan and Naviraes Alhavanad MN17Y Tasirana 1 ~AFDs

step removal of insignificant independent
variables is evident of their insignificance.
F value of 7.213 at significance level of
0.000 in equation e shows that audit type,
liquidity, = growth  opportunity  and
profitability are the key determinants of
dividend payout in the selected model.
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Table 7: Coefficients?

Un-standardized Coefficients Standardized ] Co-lincarity Statistics
Model Coefficients t Sig.
B Std. Exrror Beta Tol VIF
{Cc ) 21.15 2587 0.82 042
Profitability 0.57 0.32 026 1.78 0.08 0.64 1.56
Growth 3 422 209 -0.27 -2.02 0.05 074 1.35
Opportunity
1 Risk 0.01 0.04 0.03 027 0.79 0.84 1.19
Leverage -5.59 396 -0.20 -1.41 0.16 067 1.50
Liquidity -8.33 298 -0.41 -2.80 0.01 0.62 161
Fimm Size 036 2.57 -0.02 -0.14 0.89 0.84 1.18
Taxation 023 3.49 -0.01 -0.07 0.95 073 137
Audit Type 21.60 6.70 042 323 0.00 078 129
{Constant) 21.12 25.58 0.83 041
Profitability 0.57 030 025 1.90 0.06 073 137
Growth 3 -420 2.03 -0.27 -2.07 0.04 077 130
Opportunity
2 Risk 0.01 0.04 0.03 026 0.79 093 1.08
Leverage -5.59 3.92 -0.20 -1.43 0.16 0.67 1.50
Liquidity -8.33 295 -0.41 -2.83 0.01 062 161
Fimm Size -0.35 2.53 -0.02 -0.14 0.89 085 1.18
Audit Type 21.54 6.57 042 328 0.00 079 127
{Cc ) 17.98 11.71 1.54 0.13
Profitability 0.57 0.29 026 1.95 0.06 074 1.35
Growth 3 421 2.01 -0.27 -2.09 0.04 077 1.30
3 Opportunity
Risk 0.01 0.04 0.03 027 0.79 093 1.07
Leverage -5.55 3.87 -0.20 -1.44 0.16 067 1.50
Liquidity -8.42 2.84 -0.41 -2.96 0.00 0.65 1.53
Audit Type 21.78 628 043 347 0.00 0.85 1.18
{Cc ) 17.82 11.58 1.54 0.13
Profitability 0.58 0.29 026 1.98 0.05 074 1.35
Growth . 410 195 -0.26 -2.10 0.04 080 1.25
4 Opportunity
Leverage -5.64 3.82 -0.20 -1.48 0.15 067 149
Liquidity -8.40 2.82 -0.41 -2.98 0.00 0.65 1.53
Audit Type 21.86 6.22 043 3.52 0.00 0.85 1.18
{Cc ) 8.29 9.73 0.85 0.40
Profitability 0.60 029 027 2.05 0.05 075 1.34
5 Growth 3 433 196 -0.28 -2.20 0.03 0381 124
Opportunity
Liquidity -6.05 235 -0.30 -2.57 0.01 096 1.04
Audit Type 22.43 628 044 357 0.00 085 117

a. Dependent Variable: Dividend Payout

Table 5 reveals that in the absence of all
independent variables, dividend payout of
pharmaceutical companies of Pakistan
stock exchange is 8.29 rupees per share at
96% confidence interval, as shown in
equation 5. Slope coefficient of profitability
shows that with 1 rupee increase in Net
income of pharmaceutical companies,
dividend payout increases by 0.60 rupees
at 95% confidence interval. Slope
coefficient of growth opportunities shows
that 1 rupee increase in growth
opportunity reduces dividend payout by
4.33 per share with 3% error chances.
Slope coefficient of liquidity shows that
with the increase in current ratio by 1 unit,

dividend payout reduces by 6.05 rupee per
share at 99% confidence interval. Slope
coefficient of audit type shows positive
relationship of dividend payout and audit
type i.e. the firm which is audited by big 4
audit companies pays more dividend than
the ones which are not audited by big 4
audit firms.

Discussion and analysis

Regression results in equation e of table 3
indicate that audit type, liquidity, growth
opportunities & profitability are the key
determinants of dividend payout which
cause 31.90% variation in dividend payout
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decisions of pharmaceutical companies of
PSX. Other variables including taxation,
risk, firm size, and leverage are
insignificant in impacting dividend payout
policy of pharmaceutical companies of PSX.

The findings of this research highlight the
following:

Hypothesis 1

Profitability of firm is significant in
influencing dividend payout with t value
above 2 and sig value below 0.05, as shown
in equation 5 of table 5. This rejects null
hypothesis 1 and shows that profitability of
a firm positively and significantly impacts
dividend payout of a firm. This research
finding conforms with a number of studies
such as Abor and Bokpin, 2010, Mehta,
2012, Zamer et al, 2013, Hauser, 2013,
Najjar&Belghiter 2011, Ahmed and Javid,
2009.

Hypothesis 2

Growth opportunity of firm is significant in
influencing dividend payout with t value
above 2 and sig value below 0.05, as shown
in equation 5 of table 5. This rejects null
hypothesis2 and shows that growth
opportunity of a firm negatively and
significantly impacts dividend payout of a
firm. Since in order to finance expected
growth a company needs to hold -on its
profit rather than distribute it as a whole.
These findings are in conformity with
Ehsan, Khalid and Akhter (2011) study on
Pakistan stock exchange taking in to
consideration 100 non-financial listed
companies.

Hypothesis 3

Risk of future cash flows to shareholders of
firm is insignificant in influencing dividend
payout with t value above 2 but also sig
value above 0.05, as shown in equation 3 of
table 5. This retains null hypothesis3 and
shows that risk of future cash flows to
shareholders of a firm is insignificant in
influencing dividend payout of a firm.
These findings are in conformity with
Mehta, (2011) and Jozwiak (2014)
research studies on Abu Dhabi and Warsaw
stock exchanges respectively.

Hypothesis 4

Liquidity of firm is significant in
influencing dividend payout with t value
above 2 and sig value below 0.05, as shown
in equation 5 of table 5. This rejects null
hypothesis 4 and shows that liquidity of a
firm significantly impact dividend payout
of a firm. This finding is consistent with
Veit and Powell (2001) study conducted on
Nasdaq firms in which they stated that if
the firm wanted to maintain high liquidity
then they tends to lower payout ratio and
on contrary increase retention of corporate
profit.

Hypothesis 5

Size of firm is insignificant in influencing
dividend payout with t value below 2 and
sig value above 0.05, as shown in equation
2 of table 5. This retains null hypothesis5
and shows that risk of future cash flows to
shareholders of a firm is insignificant in
influencing dividend payout of a firm.
Moradi, Salehi and Honarmand (2010)
investigation in to all companies listed in
Tehran Stock Exchange also revealed the
same findings.

Hypothesis 6

Leverage of firm is insignificant in
influencing dividend payout with t value
below 2 and sig value above 0.05, as shown
in equation 4 of table 5. This retains null
hypothesis6 and shows that leverage of a
firm is insignificant in influencing dividend
payout of a firm. This finding is also
consistent with Mehta (2012) investigation
in to companies listed in Abu Dhabi stock
exchange.

Hypothesis 7

Taxation of firm is insignificant in
influencing dividend payout with t value
below 2 and sig value above 0.05, as shown
in equation 1 of table 5. This retains null
hypothesis7 and shows that taxation of a
firm is insignificant in influencing dividend
payout of a firm.
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Hypothesis 8

Audit type of firm is highly significant in
influencing dividend payout with t value
above 2 and sig value below 0.05, as shown
in equation 5 of table 5. This rejects null
hypothesis 8 and shows that audit type (i.e.
firm audited by big 4 audit firms or other
firms) positively and significantly impacts
dividend payout of a firm. Significant
relation in between type of audit and
dividend policy of the firm has also
previously been verified with a study
conducted on 30 listed companies in Ghana
stock exchange (Nuhu, 2014).

Recommendations & Policy
Implications:

In the light of the research, the following
recommendations can be made to
stakeholders of pharmaceutical companies
in Pakistan:

1. Pharmaceutical companies’
managementis recommended to
get their audit conducted by one of
the big five audit firms to ensure
maximum dividend to their
investors.

2. Investors in pharmaceutical sector
are recommended to invest in
companies  that  consistently
maintain high profits in order to
earn high dividends.

3. Pharmaceutical companies’
management is recommended to
maintain low liquidity ratio to
ensure maximum returns to
investors.

4. Brokerage houses are
recommended to advise their
clients to invest in pharmaceutical
companies that have low growth
opportunities to earn high

dividends.
Conclusion
This research investigated the

determinants of the dividend payout of
listed pharmaceutical companies of
Pakistan Stock Exchange. Five years data
are studied from published annual reports

of nine pharmaceutical companies of PSX
from period 2009 to 2014.Dividend payout
is the dependent variable of this research
and profitability, growth opportunity, risk,
leverage, liquidity, firm size, taxation and
audit type are independent variables.
Correlation analysis is applied to measure
association between dependent and
independent variables. Backward Multiple
Regression is applied to measure the
impact of selected independent variables
on dividend payout decisions of
pharmaceutical companies of PSX.

Findings of this research can be summed
up as audit type, liquidity, growth
opportunities & profitability which are the
key determinants of dividend payout of
pharmaceutical companies of PSX. 31.90%
variation in dividend payout is caused by
these variables. Other independent
variables including taxation, risk, firm size,
and leverage are insignificant in predicting
dividend payout decisions of
pharmaceutical companies of PSX.

In the light of these findings, it can be
concluded that firms audited by big 4 audit
firms are most likely to pay more
dividends. Firms with high growth
opportunities pay fewer dividends and
firms with low liquidity or earning high
profits pay more dividends. It is
worthwhile for investors in pharmaceutical
companies of PSX to take into account
these four factors.
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