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ABSTRACT

LIBRARY 

This study seeks to examine the determinants of dividends policy for forty listed
companies of Sultanate of Oman (Muscat Security Market). The sample used in this paper is
from 200 I - 2006. The analyses are performed using data derived from the financial statement
which founded in the (share holder guide2006 and 2007 issued by Muscat Security Market
(MSM)). In this research we have excluded all the regulated firms and take into consideration
only cash dividends. Regression on panel data is used to estimate the regression equation.

Overall explanatory power is fair for a panel model with R2 of 19.83%. The result
suggests a positive and insignificant relationship between leverage and payout ratio. Also size
has again a positive but significant relationship with payout. The result shows positive
relationship between profitability and payout ratio. In the other hand the results suggest also a
negative and insignificant relationship between corporate tax and dividend payout ratio payout.
market to book value of equity is founded also with negative coefficient and significant which
means it has a negative with payout ratio. We found negative and significant relationship
between tangibility and payout ratio.
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CHAPTERONE

1. INTRODUCTION:

1.1 Aim of the Study

This study seeks to examine the determinants of dividend policy for forty non regulated

firms of listed companies in Muscat Security Market (MSM) for period 2001 - 2006 using panel

data regression. The data which are used in this study are annual. In this study we test the affect

six independent variables on PAYOUT (Y). Those variables include LEVERAGE, TAX, SIZEl,

MTBV, TANGIBILITY, and PROFITABILITY. Where, PAYOUT (Y) = Dividend per share I

Stock Price at end of the year, LEVERAGE = Debt I Total Assets, TAX = Tax I Net profit,

SIZE I = Log of Total Assets, MARKET TO BOOK VALUE OF EQUITY (MTBV) = Market

Capitalization I Net worth, TANG= Net Plant and Equipment I Total Assets, and PROF= EBIT I

Total Assets.

1.2 Structureof the Study

This study consists of six chapters. The first chapter is an introduction which gives the

general view of the study. Chapter two talks generally about Muscat Security Market, market

dividend policy, and tax law in sultanate of Oman.

Chapter three explains the term of dividend policy, shows different types of cash

dividends and its payment procedures, it shows also how some factors favor high dividends and

some others favor low dividends, also is explains most of the dividends theories, and in the other

hand it shows alternative to cash dividends ...
Chapter four explains the literature review of dividends policy. This chapter shows the

aim of each study, sample and period used in the research, the dependent and independent

variables, methodology, and findings of each research.

Chapter five includes sample of the data used in the study, it also show the methodology

of the research, in addition it covers also explanation for independent variables and its affect on

dividend payout, and finally the results and the study limitations are shown at end of this chapter.

The last chapter is chapter six which contains the conclusion of this research.
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CHAPTER TWO:

1. THE MARKET

2.1 Muscat Security Market (MSM)

The Muscat Securities Market (MSM) was set up in 1989 with the aim of attracting

investment into the economy. It regulates the primary and secondary market of shares and bonds

issued by joint stock companies SAOG registered in Oman. In 2006 the MSM performed well,

bucking the regional trend of declining equity markets felt by other markets in the GCC (gulf

council cooperation) regions. At the end of 2006, the market capitalization of the MSM was

US$13billion. The total value of traded shares on the MSM increased by 8% during the course of

the year. The largest increases were recorded in the industrial and banking sectors, which rose by

66% and 12% respectively. The MSM has also seen rising activity in the mutual fund industry,

with a total of seven funds now in existence. Bonds were first issued in 2001, and the market has

now grown to include ten government bonds and eight commercial bonds. Several factors have

contributed to the positive performance of the market, including the strong performance of the

economy as well as the rise in oil prices. The economy registered a real growth rate of 7.1 %, in

comparison with the 6.7% growth recorded in 2005. In addition, the MSM along with the Capital

Market Authority has successfully applied effective laws on disclosure and corporate governance

and this has resulted in the growing confidence of investors in the market

(www.gti.org/files/Middleeast2007.pdf, [08.08.2008]).

2.2 MSM-30 Stock Index

The principal stock index at the MSM is the MSM-30. The MSM-30 (also known as the

Muscat Securities Market Index) was established in 1992. The composition of the index by

sector is as follows: Banks & Investment Sector: 1 O companies Industry Sector: 1 O companies,

and Service & Insurance Sector: 1 O companies.
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Muscat Security Market consist One Hundred and Twenty Six firms (126) which divided

into three categories (www.msm.gov.om, [08.08.2008]).

Table 2.1 Muscat Security Market Firms Classification

Banking and Investment (28) Firms.

Industrial (54) Firms

Services and Insurance (44) firms

(The Royal Decree (80/98) dated November 9th I 998 which promulgated the new Capital

Market Law provides for the establishment of two separate entities, an exchange, Muscat

Securities Market (MSM) where all listed securities shall be traded and the Capital Market

Authority (CMA) - the regulatory. The Exchange is a governmental entity, financially and

administratively independent from the regulatory but subject to its supervision. Thus the

securities industry in Oman was well established to enhance investors' confidence by developing

and improving all the processes appertaining to the stock market (www.msm.gov.om,

[08.08.2008]).

As a continuing process in the development of the securities market, the MSM has

developed its regulations to provide information and financial data relating to the performance of

the Market and all listed companies directly to investors through a highly advanced electronic

trading system. This will not only ensure transparency of activities which is considered to be one

of the main principles of a well organized market, but will support the market by encouraging

investors to make the right investment decision at the right time ...
The MSM has been established as a public organization with independent legal entity. It

aims to encourage saving and improve investment awareness as well as protecting investors.

The MSM targets to provide a better environment for investing funds in securities and to,

consequently realize mutual benefit to national economy and investors. It also facilitates the

trading of securities issued by joint stock companies as well as bonds issued by the government,

commercial companies, investment fund's units and any other domestic or foreign securities

agreed upon by the Market.
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2.3 Tax Law in Sultanate of Oman

Sultanate of Oman is one of the countries with low tax bracket. The main reason behalf

this is availability of oil. Thus, the main source of government income is from exporting oil.

Capital gains and dividends are not taxed in Oman. The country's main tax is corporate

tax. Omani firms with more than 30% ownership are taxed on 12% on their income over Omani

Rials RO. 30,000. From RO. O to RO. 30,000 is exempt. Other businesses with over 70% foreign

ownership and branches of foreign companies are taxed on 5% -30%. There is no firm listed in

Muscat Security Market over 70% owned by foreigners (om.mofcom.gov.cn/table/sdsf.pdf,

[ 13 .08.2008]).

2.4 Market Dividend Policy

Most of the profitable firms in Oman distribute 100% of their profits as dividends. This

led Capital Market Authority (CMA) to issue circular no. (12/2003) arguing that firms have to

retain some of the earnings for "rainy days". This circular says: Trading of the share of your

company on the securities market is influenced by the adequacy and quality of the information

disclosed to investors as well as the expectations of market participants on the future

performance of the company based on the available information. One of the most significant

factors that affect the movement of shares in the market is the cash dividend policy of the listed

company and the future attitude of the management. In many cases it is difficult for the market

participants to predict the dividends unless the company has a clear-cut policy. Hence many

market participants see that its imperative for companies to have clear policy of dividend and

disclosure, therefore investors may be able to predict the potential position of the company and

infer the intentions of the company's management whether or not to expand their activities.

Many take the view that dividend payments at high level without retaining part of the

earnings for the "rainy day" or for expansion is unsafe and unsustainable. Trading based solely

upon cash returns risks the creation, ultimately, of market stagnation and tends to lead to the

occasional spectacular corporate crash when an unexpected crisis occurs and the company has

not maintained reserves sufficient to deal with the situation.
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At best, paying out all of the earned profit means that the company will not grow and will

ultimately be outstripped by companies who save and grow. At worst, a fundamentally strong

company can be weakened or even destroyed by the failure to retain earnings (www.cma.gov.eg

[ 12.08.2008]).

Cash dividend practices differ from one jurisdiction to another, studies has shown that the

majority of Omani public joint stock companies currently operate with a dividend cover of I 00%

of its available profits assigned to dividends. In comparison with many other jurisdictions where

a common dividend covers may be in the range of 60% -80% of profits being made available for

dividends.

Corporate directors in such jurisdictions are aware of the possible long-term

consequences to themselves in respect to personal liability in regard of the long-term growth of

the company through the reinvestment of retained profits to achieve the objectives of the

company.

The Capital Market Authority would like to bring to the kind attention of the

managements of public joint stock companies that this policy is not an end in itself but a means

to protect the interests of the shareholders of the company. Therefore, CMA would like to

recommend not to depend on the operational results alone, but to strike a balance between the

demand and expectations of investors for immediate and high returns and the long-term growth

of the company through the reinvestment of the retained profits. The boards shall also take into

account the prevailing laws and sub-laws and the contracts with bondholders and creditors and

other aspects that the board deems necessary on the declaration of dividends.

We are aware of the pressures and expectations of investors that the boards are facing ..

CMA is keen to create large entities, 'which are able to boost the Omani economy and are able to

compete, especially after Oman joined the World Trade Organization. We are all required to set

out a clear cut dividend policy with a view to the long term expansion of the company by striking

the right mix to meet both good housekeeping practice (retention of some earnings appropriate to

the economic conditions and the understandable desire of shareholders for immediate returns.

CMA calls upon public joint stock companies to adopt prudent policies in cash dividends and to

disclose the same in the annual report of the board of directors attached to the financial

statements.
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CHAPTER THREE

3. DIVIDEND POLICY

A dividend is usually a percentage of net profit paid to the stockholder. Sometimes the

firms pay dividends from source other than accumulated retained earnings; the term distribution

is used rather than dividends. Generally, we refer to a distribution from earnings as dividends

and distribution from capital as liquidating dividends.

3.1 Cash Dividends

Dividends come in several different forms. The most common type of dividend is a cash

dividend. The first type of cash dividend is regular cash dividends in which the firms pay cash

to its owners in the normal course of business. Some times firms pays its stockholders extra

dividends rather than regular dividends payment. There is no specific time interval for paying

extra dividends it may and may not be repeated in the future. The third type of cash dividends is

special dividends which can be defined from its name "special" which indicate that it truly

unusual or one-time event. And finally, the forth type is liquidating dividend which usually

means some or all of the business has sold off (liquidated). All cash dividend reduce corporate

cash and retained earnings and increase external financing if need, except liquidating dividend

which may reduce paid-in capital (Ross and others, I 998, 573).

3.2 Dividends Payment Procedures

Dividends are usually set by the board of directors and paid to stock holder a few weeks

later. Generally there are specific procedures followed by the publically traded firms in paying

dividends. Starting from Dividend declaration date, the date on which the board of directors

declares the amount of dividend that will be paid.

The next date of note is the ex-dividend date, at which time investors have to have

bought the stock in order to receive the dividend. Since the dividend is not received by investors

buying stock after the ex-dividend date, the stock price will generally fall on that day to reflect

that loss. After few days time the firms close the stock transfer book and record all the

shareholders names and this date is called date of record.
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These shareholders will receive the dividends. There should be generally no price effect

on this date. The final step involves mailing out the dividend checks on the dividend payment

date. In most cases, the payment date is two to three weeks after the holder-of-record date.

While stockholders may view this as an important day, there should be no price impact on this

day either.

Figure 3.1: The dividends payment schedule

Announcement Ex-Dividend I, Recording Payment
1.11

,,. date day day day
1

E'{

2 to 3weeks 2 to 3 days 2 to 3weeks

3.3 Does Dividend Policy Matter?

Indeed all the investor evaluates the firm stock price before purchasing its shares. The

value of the stock is equal to present value of all future payments (dividends payment plus

expected capital gain). There is a very important question arise, does dividend policy affect stock

price? Based on intuition, we could quickly conclude that dividend policy is important.

However, we might be surprised to know that dividend question has been a controversial

issue. Fisher Black, some 32 years ago, called it the "dividend puzzle". In his words, why do

corporations pay dividends? Why do investors pay attention to dividends? Perhaps the answers..
to these questions are obvious. Perhaps dividends represent the return to the investor who put his

money at risk in the corporation. Perhaps corporations pay dividends to reward existing

shareholders and to encourage others to buy new issues of common stock at high prices. Perhaps

investors pay attention to dividends because only through dividends or the prospect of dividends

do they receive a return on their investment or the chance to sell their shares at a higher price in

the future. Or perhaps the answers are not so obvious.
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Perhaps a corporation that pays no dividends is demonstrating confidence that it has

attractive investment opportunities that might be missed if it paid dividends. If it makes these

investments, it may increase the value of the shares by more than the amount of the lost

dividends. If that happens, its shareholders may be doubly better off.

They end up with capital appreciation greater than the dividends they missed out on, and

they find they are taxed at lower effective rates on capital appreciation than on dividends. In fact,

I claim that the answers to these questions are not obvious at all. The harder we look at the

dividend picture, the more it seems like a puzzle, with pieces that just don't fit together (Fischer

black, 1976, 5).

3.4 Factors Favoring Low DividendsPayout

There are several factors which might lead all the investors to prefer low dividends.

Those factors are introduced below.

3.4.1 Tax

The tax laws in US are complex and severely affect the dividend policy. The effective tax

rate for individual shareholders is higher for dividend income than capital gain. Also the tax on

capital gain is deferred until stock is sold. But this is not the case in Sultanate of Oman because

of absence of individual taxes.

The second aspect of capital gain taxation makes the effective tax rate much lower

because the present value of the tax is less. The firms which adopt low dividend payout policy

reinvest the money instead of paying dividend. This reinvestment increases the value of the firm

and of the equity. Ceteris paribus, the net effect is that the expected capital gains portion of the

return will be higher in the future. So,"the fact that capital gains are taxed favorably may lead us

to prefer this approach (Ross and others, 1998, 578).

3.4.2 Expected return,Dividends, and Personal Taxes

If we assume that dividends are taxed as ordinary income, capital gains are not taxed at

all, and all investors are in 25% tax bracket. We consider stock for firms X and Y. Suppose the

stock price for firm X is $100 and next year's price is expected to be $120.

With no dividends the return for the firm X will be 20/100= 20%. And firm Y expected

to pay $20 dividend next year, and ex-dividend price will then be $100.
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The after tax dividend is $20 * (1-0.25) = $ I 5 and the present value for after tax amount

at 20% required rate of return is $1 I 5/1.2= $95.83. Thus, the market price for the stock Y must be

$95.83. It is obvious that the firm Y is worth less than stock X because of its dividend policy.

Ifwe consider pretax return for stock Y, it is equal to 25.2% ($120- 95.83)/ 95.83. Thus,

we can conclude the firm Y has a higher cost of equity (25.2% versus 20%) because its dividend

policy. Shareholders demand the higher return as compensation for the extra tax liability (Ross

and others, I 998, 578).

3.4.3 Flotationcosts
In real life we know the issuing of new stock can be very expensive. Some firms in order

to pay dividends to its stockholders they issue new stock and this increase cost of capital. Thus,

if we take floatation cost in our consideration we can find that the value of the stock decreases if

we sell new stock (Ross and others, I 998, 578).

3.4.4 DividendRestrictions
Some corporation may face restriction on its ability to pay dividends. For example, a

common feature of a bond indenture is a covenant prohibiting dividend payments above some

level. Also, some corporations may be prohibited by the state law from paying dividends if the

dividend amount exceeds the firms retained earnings (Ross and others, I 998, 578).

3.5 Factors Favoring High Dividends Payout

In contrast, in this section we will consider some reasons which lead the firms to pay

higher dividends. In a classic textbook, Graham, and others have argued that firms should

generally have high dividend payouts because:

3.5.1 Discount Value

The discounted value of near dividends is higher than the present worth of distant

dividends (Ross and others, 1998, 58 I).

3.5.2 Larger Dividends Higher the Price
Graham, and others ( I 962) between two companies with the same general earning power

and same general position in an industry, the one paying the larger dividend will almost always

sell at a higher price (Ross and others, 1998, 581 ).

There are two additional factors favoring a high dividend payout by the proponents of

this view.
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3.5.3 Desire For Current Income

In the real world many individuals desire current income. The classic example is the

of retired people and others living on a fix income, the proverbial widows and orphans. It

gued that this group of people willing to pay a premium to get a higher dividend yield.

The individual who prefer current high cash flow can easily sell off his shares which are

.ith low current cash flows, and similarly those who hold high dividend share and prefer low

ividend can reinvest the dividends. In the real world selling and buying securities is not so easy,

e investor have to consider the brokerage fee and other transaction cost. These direct cash

xpense could be avoided by an investment in high dividend securities. In addition, the

expenditure of the stockholder sometimes own time in selling securities and the natural fear of

onsuming out of principal might further lead many investors to buy high dividend securities.

Even so, to put this argument in perspective, it should be remembered that financial

intermediaries such as mutual funds can (and do) perform these repackaging transactions for

individuals at very low cost (Ross and others, 1998, 581).

3.5.4 Uncertainty Resolution

Gordon (1962) has argued that a high-dividend policy also benefits stockholders because

it resolves uncertainty.

According to Gordon, investors price a security by forecasting and discounting future

dividends. Gordon then argues that forecasts of dividends to be received in the distant future

have greater uncertainty than do forecasts for near term dividends.

Gordon's argument is essentially a bird in hand story. A $1 dividend in a shareholders' pocket is

somehow worth more than that same $1 in a bank account held by the corporation (Ross and

others, 1998, 581).
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