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Abstract

To address the need for more answers regarding effects of dividend payout on
firm performance of quoted oil and gas companies in Nigeria, this study set
out to ascertain the effect of Dividend Payout Ratio (DPR) on Net Profit Mar-
gin of quoted oil and gas companies, to determine the effect of Dividend Payout
Ratio (DPR) on the Return of Asset (ROA) of quoted oil and gas companies as
well as to identify the effect of Dividend Payout Ratio (DPR) on the Return on
Equity (ROE) of quoted oil and gas companies. Accordingly, Ratio Analyses
(Dividend Payout Ratio and Profitability Ratio) were adopted as analytical
tools for deciphering the relationship between variables in the financial state-
ment of two oil and gas firms (Total Plc and Mobil Plc) to identify fundamental
trends and relationships that often cannot be noted by individual inspection
of components of the ratio. The research made use of secondary data obtained
from financial reports of the companies. The study found that Dividend Payout
Ratio had a negative and insignificant effect on firm performance of Mobil Plc
and Total Plc in 2017 and 2018, while the results showed significant effect in
2015 and 2016 for Total Plc, and significant effect for Mobil Plc in 2015 but
insignificant effect in 2016. Inclusively, the study concluded that payment of
dividend and the payout ratio conveys to shareholders that the companies are
profitable and financially strong and recommended that managers: devote
time to as well as design dividend policies that will enhance financial perfor-
mance and shareholders’ value; and reduce company total debts to increase
financial performance of firms and shareholder value.
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Dividend Payout Ratio, Profitability Ratio, Firm Performance, ROE, ROA,
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1. Introduction

Dividend announcements are perceived as suppliers of the missing bits of in-
formation regarding a corporate firm’s market estimation of its current earnings
but while investors may have greater confidence that reported earnings reflect
economic profits when announcements are accompanied by ample dividends
(Miller & Rock, 1985). Dividend payout has influenced the performance evalua-
tion of various companies. Thus, performance evaluation of various companies
can be viewed from different perspectives and there are also different indicators
for measuring firm’s performance. There are many definitions of performance
given by different scholars. But according to Rahel & Serkalem (2010), they viewed
performance in terms of profitability; they defined performance as, profitability
which is the financial goal of every firm, used to expand the firm and to serve as
a cushion for future slow periods. They posited that profitability also helps a
firm to ensure its solvency for owners to invest in the future and firms can go
out of business, if it incurs loses and become insolvent and profit is generally at-
tained only when company operates effectively and efficiently.

An overview of dividend payout pattern shows that profitable mature firms
pay higher dividend than younger rapidly growing ones. For instance, the British
firms have the highest payouts in the industrialized world. North America com-
panies have higher payouts in the industrialized world. North America compa-
nies have higher payouts than the Western European or Japanese companies.
This is simply because the former use capital market for financing while the lat-
ter use intermediated financing. In contrast, France with strong socialist tradi-
tions and Italy with long state intervention tend to discourage dividend payment
(Amadasu, 2011). Since the discovery of crude oil in Nigeria, particularly how
frequently petroleum is used, by volume, for producing fuel oil and gasoline
(petrol), both importantly “primary energy” sources; 84% by volume of the hy-
drocarbons present in petroleum is converted into energy-rich fuels (petroleum-
based fuels) including; gasoline, diesel, jet, heating, and other fuel oils, and li-
quefied natural gas; due to its high energy density, easy transportability and rela-
tive abundance, it has become the world’s most important source of energy since
the mid-1950s.

This crude oil has contributed largely to the economy and revenue of both
government and other stakeholders involved. According to Odularu (2008) 80%
of Nigeria’s energy revenues flow to the government and about 4% go to inves-
tors. It is worthy to note that this revenue figures run into billions of dollars.
Over the years, the petroleum industry has attracted stakeholders from foreign
and local explorers whom have benefited greatly as a result of increase in its
price. Oil and gas firms or companies in the Nigerian Stock Exchange (NSE) are
believed to be financially viable and as a result, shareholders require favourable
dividend policies which will maximize their wealth as a result of increase firm’s
performance. Managers are saddled with the responsibility of making optimum

investment decisions on behalf of the firm and ensuring the maximization of
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shareholders’ wealth. This can be achieved when firms generate sufficient profits
and strategically decide the amount to be reinvested into the firm or distributed
to shareholders. The distributed funds to shareholders are known as dividends.

Moreover, companies in developing countries like, Nigeria have low dividend
payout if they perhaps pay at all. Therefore, the empirical studies which have
mainly focused on developed economics show that there is a relationship be-
tween the dividend payout and financial performance of companies in Nigeria.
Current dividend payment reduces investors to discount the firm earnings at
lower rate of return while dividend reduction increases investors’ uncertainty,
raising the required rate of return. Therefore, dividend payout has effect on the
financial performance of oil and gas companies. Consequently, this study’s scope
is narrowed down to two quoted oil and gas companies in Nigeria. To the best of
the knowledge of the researchers, no model or theory has focused on dividend
policy as to how it affects share price. However, further research has to be done
on the effect of dividend payout on performance evaluation of quoted oil and gas
companies in Nigeria using more recent data of Nigeria Stock Exchange (NSE).

The researchers adopted four (4) variables for the analysis since there were
many conflicting findings on the subject matter over the years which necessi-
tated the need to carry out a research on the subject matter using new data of
Nigeria Stock Exchange (NSE). The variables employed are as follows: Dividend
Payout Ratio (DPR); Net Profit Margin; Return on Assets (ROA), Return on Eq-
uity (ROE). Hence, it is simply an attempt to fill the gap by empirically investi-
gating the effect of dividend payout on performance evaluation of quoted oil and
gas companies on Nigeria Stock Exchange (NSE). The work aimed to actualize
the following objectives: To ascertain the effect of Dividend Payout Ratio (DPR)
on Net Profit Margin of quoted oil and gas companies on Nigeria Stock Ex-
change. To determine the effect of Dividend Payout Ratio (DPR) on the Return
of Asset (ROA) of quoted oil and gas companies on Nigeria Stock Exchange. To
identify the effect of Dividend Payout Ratio (DPR) on the Return of Equity (ROE)
of quoted oil and gas companies on Nigeria Stock Exchange.

The problem of this study is that answers regarding the effects of dividend
payout on firm performance in the Nigerian oil and gas sector have not been
sufficient in theoretical and empirical literature. Establishing the effect of divi-
dend payout ratio on the financial performance of oil and gas companies in Ni-
geria has become paramount thus, the following research questions are posed in
order to achieve the objectives of the study: To what extent does Dividend Payout
Ratio (DPR) affect the Net Profit Margin of quoted oil and gas companies on
Nigeria Stock Exchange? Does Dividend Payout Ratio (DPR) have any effect on
the Return of Asset (ROA) of quoted oil and gas companies on Nigeria Stock
Exchange? How persuaded are you that Dividend Payout Ratio (DPR) have any
effect on Return on Equity (ROE) of quoted oil and gas companies on Nigeria
Stock Exchange?

Ratio analysis was adopted in this research. Ratio analysis is an analytical tool
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use to establish relationship between variables in the financial statement of each
firm in order to identify significant fundamental and structural relationships and
trends as well as disclose relationships which reveal conditions and trends that
often cannot be noted by individual inspection of components of the ratio. The
research makes use of secondary data, the financial reports obtained from statis-
tical bulletin of Mobil Plc and Total Plc from 2015 to 2018. The ratio analysis
used in this research is Dividend payout ratio and Profitability ratio. Dividend
payout ratio is used to analyse the two companies’ dividend policy and profita-
bility ratios are used to examine the financial performance so as to analyze how
successful a firm is, in its operation. Although, ratios are not sole factors for de-
cision making, but provide concrete evidences to decision regarding financial
statement of a firm. Therefore, the dividend payout ratio and profitability ratios
are adopted to determine the effect of dividend payout on the financial perfor-
mance of Mobil Plc and Total Plc.

While dividend payout ratio shows what percentage of the company’s distri-
butable earnings is being paid to the ordinary shareholders in the form of divi-
dend (thus, “dividend per share” divided by “earning per share”), Net Profit
Margin indicates the Naira amount of the net profit the firm accrued from each
Naira of net sales. So, Net Profit Margin equals Net profit divided by Sales. Also,
Return on Assets (ROA) indicates management performance in using the com-
pany’s total assets to generate return (that is, PBT divided by Total Assets) while
Return on Equity (ROE) shows the efficiency of management to maximize the
return to shareholders base on their investment in the business (hence, PBT di-
vided by Equity). According to Deltacpe (2014), Ratios are generally not signifi-
cant of themselves but assume significance when they are compared with: 1)
previous ratios of the same firm, 2) some predetermined standards 3) ratios of
other enterprises in the same industry, or 4) ratios of the industries within which
the company operates. Therefore, for this study, the two sampled companies will

be compared.

2. Literature Review

This literature review consists of three frameworks: conceptual, theoretical and
empirical. Attempt was made to clarify some concepts, give theoretical rein-
forcement to the study as well as ascertain the gap from which a statement of the

research problem has been derived.

2.1. Conceptual Framework

2.1.1. Regular Dividend

Regular and stable dividend are considered a desirable policy by management of
most firms, shareholders also favors this policy and value stable dividend more
than the fluctuating ones. All things been equal stable dividend can have positive
impact on the market value of shares. Stability in dividend means the amount

paid but regularly to shareholders.
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2.1.2. Dividend Payout Policy

The implication of dividend payout on companies is however complex. A high
dividend payout policy means more current dividends and less retained earn-
ings, which may consequently result in slower growth and perhaps lower market
price per share. Low payout policy means less current dividends, more retained
earnings and higher capital gains. Therefore, it is plausible that some investors
will prefer high-payout companies while others may prefer low-payout compa-
nies. It is important to note that paying dividends involves outflows of cash; the
cash accountable for the payment of dividend is affected by the companies’ in-
vestment and financial decision.

A decision for inquired capital expenditure means that less cash would be
available for the payment of dividend. Given firm’s capital expenditure that do
not have sufficient internal funds to pay dividends can raise funds by issuing per
share. In this case, a dividend decision is not separable from the firms’ decisions.
The firm will have a given amount of firm fort paying dividend given its invest-
ment and financial decisions. A dividend decision involves a trade-off between
the retained earnings and issues of new shares. A higher dividend payout attracts
more investors and when there is a rush for the company’s stock, the price of the
stock will move up, this is known as regular effects. But, a lower dividend payout
on the other hand will discourage many investors from investing and this intent
can lead to reduction in the price of shares of that particular firm.

A dividend has been declared as the causes of change in financial performance
evaluation of companies or firms. The issue of dividend payout is a very crucial
matter in the current business environment and more especially on the perfor-
mance evaluation of firms. Individuals invest in firms or companies mainly be-
cause they expect some returns from the later. A dividend is a payment by a
corporation to its shareholders, usually as a distribution of profit. When a cor-
poration earns a profit or surplus, the corporation is able to re-invest the profit
in the business (retained earnings) and pay a proportion of the profit as a divi-
dend to shareholders. Distribution to shareholders may be in cash (usually a
deposit into a bank account) or, if the corporation has a dividend reinvestment
plan, the amount can be paid by the issue of further shares or share repurchase.

When dividends are paid, shareholders typically must pay income taxes, and
the corporation does not receive a corporate income tax deduction for the divi-
dend payments. More so, dividend payout is the regulations and guidelines that
a company uses to decide whether to make dividend payments to shareholders
or not. Companies come into existence with an aim to maximize the wealth of
their shareholders and the value of the company as a whole. The dividend pay-
ment decisions of firms are the primary element of any corporate policy which is
basically the benefits of shareholders in return for investing their money in that
particular organization.

A dividend policy is expected to lead higher share prices because of the greater
confidence of investors about the future prospects of the company. Enhancing

shareholders’ wealth and profit making are among the major objectives of a firm
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(Pandey, 2003). The dividend payout ratio measures the percentage of net in-
come that is distributed to shareholders in the form of dividends during the
year. In other words, this ratio shows the portion of profits the company decides
to keep funding operations and the portion of profits that is given to its share-
holders. Investors are particularly interested in the dividend payout ratio be-
cause they want to know if companies are paying out a reasonable portion of net
income to investors. For instance, most startup companies and tech companies
rarely give dividends at all (Benartzi et al., 1997).

The dividend payout of firms is not only the source of cash flow to the share-
holders but it also serves as informant to shareholders, regulatory agencies, po-
tential investors and government about the information relating to firm’s cur-
rent and future performance. Hashemijoo et al. (2012) sees dividend policy as a
company’s policy which determines the amount of dividend payments and the
amounts of retained earnings for reinvesting in new projects. The philosophy of
dividend is that the investors would not want any dividend less than the ex-
pected except they have the conviction that the investment to which the retained
earnings are committed would yield returns over and above what they could be
opportune to elsewhere.

Dividend payout is the amount of cash that a company sends to its sharehold-
ers in the forms of dividends. The company can decide to send all the profits
back to its shareholders or investors, or could keep a portion of it as retained
earnings. Healthy dividends payouts thus indicate that companies are generating
real earnings (Barron, 2002). A dividend is a distribution from a firm to its in-
vestors (Welch, 2009). Dividend payout ratio is the fraction of net income a firm
pays to its stockholders in dividends. The part of the earnings not paid to inves-
tors is left for investment to provide for future earnings growth .Dividends are
the distribution of a company’s gains over a fixed period of time to shareholders
(Brigham & Houston, 2004).

2.2. Theoretical Framework

The concept of dividend has been defined by many authors and researches. Bi-
erman (2001); Baker et al. (2002); Wansley (2003) have described it as an appro-
priation of profits to shareholders after deducting tax and fixed interest obliga-
tions on debt capital. Dividends are compensatory distribution to equity share-
holders for both time and investment risks undertaken (Uwuigbe et al., 2012).
Pandey (2010) defines dividend as a portion of a company’s net earnings which
the directors recommend to be distributed to shareholders in proportion to their
shareholdings in the company. It is usually expressed as a percentage of nominal
value of the company’s ordinary share capital or as a fixed amount per share.
Dividends are usually paid out of the current year’s profit and sometimes out of
general reserves. They are normally paid in cash and dividend payment is known
as cash dividend. Dividend payment is a major component of stock return to
shareholders (Zakaria et al., 2012).
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Jo & Pan (2009) assert that dividend payment could provide a signal to the
investors that the company is complying with good corporate governance prac-
tices. According to Van Horne (1971) dividend policy entails the division of
earnings between shareholders and reinvestment in the firm. Retained earnings
are a significant source of funds for financing corporate growth, while dividend
constitutes the cash flows that accrue to shareholders. Dividend payout is the
amount of cash that a company sends to its shareholders in the forms of divi-
dends. The company can decide to send all the profits back to its shareholders or
investors, or could keep a portion of it as retained earnings. Healthy dividends
payouts thus indicate that companies are generating real earnings rather than
cooking books (Barron, 2002).

According to William & Scott (2009), dividend is referred to as a periodic cash
payment that firms make to investors who holds the firms’ preferred or common
stock. In developed countries, the decision between paying dividend and re-
tained earnings has been taking seriously by both investors and management,
and has been the subject of considerable research by economists in the last four
decades (Lintner, 1956; Brittain, 1964; Modigliani & Miller, 1961; Black &
Scholes, 1974; Dhillon & Johnson, 1994; Amihud & Murgia, 1997; Chariton &
Vafeas, 1998; as cited in Adelegan, 2003).

According to Van Horne (1971) dividend policy entails the division of earn-
ings between shareholders and reinvestment in the firm. Retained earnings are a
significant source of funds for financing corporate growth, while dividend con-
stitutes the cash flows that accrue to shareholders. There exist two divergent
schools of thought with regard to these, the dividend policy and the retained
earning policy. Dividend policy suggests a positive attitude, for it is a deliberate
policy to maintain dividend at a certain level or increase it, with the ultimate aim
of sustaining the price of the ordinary shares on the stock exchange. This is be-
cause capital markets are not perfect, and although shareholders are indifferent
to the ratio between dividend and retained earnings due to market imperfections
and uncertainty, they give a higher value to the current year dividend than the
future dividend and capital gains. Thus the payment of dividend has a strong in-
fluence on the market price of the shares.

Management might maintain a dividend level even at the expense of liquidity
or be forced into borrowing to do so. Within this approach, dividends are thought
to be desirable from the shareholders’ point of view, as increasing their current
wealth and dividend level determines share price as well as indicates the prospect
of profitability of the firm. The second school of thought which promotes the
profit retention policy tends to suggest a more passive residual attitude towards
dividend as dividend payout reduces the amount of earnings to be retained in
the firm and affects the total amount of internal financing.

When dividends are treated as a financing decision, the net earnings of the
firm may be viewed as a significant source of financing the growth of the firm.

Dividends paid to shareholders represent a distribution of earnings that cannot
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be profitably reinvested by the firm. The approach to dividend is viewed merely
as a residual decision. This theory is known as the residual theory of dividend
and was first proposed by Miller and Modigliani in 1961. Investors prefer to
have the firm retain and reinvest earnings rather than pay them out in dividend
if the return on the investment earnings exceeds the rate of return the investors
could themselves obtain on other comparative investment. Otherwise, the in-
vestors prefer dividend.

Based on the research questions, the following null hypotheses were formu-
lated:

H,: There is no significant effect of Dividend Payout Ratio (DPR) on Net
Profit Margin of quoted oil and gas companies on Nigeria Stock Exchange.

H,: Dividend Payout Ratio (DPR) has no significant effect on Return on Asset
(ROA) of quoted oil and gas companies on Nigeria Stock Exchange.

H,: Dividend Payout Ratio (DPR) has no significant effect on Return on Eq-
uity (ROE) of quoted oil and gas companies on Nigeria Stock Exchange.

2.3. Empirical Framework

Dividend policy remains a source of controversy despite years of theoretical and
empirical research, including one aspect of dividend policy: the linkage between
dividend policy and stock price (Nissim & Ziv, 2001). Paying large dividends
reduces risk and thus influence stock price (Gordon, 1963) and a proxy for the
future earnings (Baskin, 1989). Dividends are relevant because they have infor-
mational value. Financial signaling theory posits that dividends maybe used to
convey information. Information, rather than dividend itself, affects share prices
(Brigham & Gapenski, 1994). Corporations view the dividend decision as im-
portant because it determines what funds flow to investors and what funds are
retained by the firm for reinvestment (Ambarish, John, & Williams, 1987).
According to Miller & Modigliani (1961), the dividend decision does not af-
fect the firm’s value and is therefore irrelevant. This was arrived at given perfect
market conditions such as no taxes, no transaction costs, perfect competition
and costless information. Other renowned finance scholars who agreed with
Modigliani and Miller include: De Angelo et al. (1996), Lang & Litzenberger
(1989). There are other scholars who hold that dividends are relevant. They in-
clude Watts (1973), Lintner (1956), Miller (1987), Aharony & Swary (1980), As-
quith & Mullins (1983), Pettit (1972), Benartzi, Michealy, & Thaler (1997).
Rahim et al. (2010) detected a symptom of underinvestment when there was
positive relationship between dividend policy and the firm’s value. The increase
in firm’s value was contributed by the decreased in investment, increased divi-
dend and stagnant debt ratio. They suggested that underinvestment happens
because the management cautiously chooses only secured investments and dis-
tributes the excess cash to shareholders as dividends. While trying to advance
the issue of dividend policy and firm performance, Zanjidar & Seifi (2012) inves-

tigated the relationship between dividend and company performance. Conse-
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quently, two groups of performance indices based on economic trend and ac-
counting trend were studied. Ninety-Three companies whose required informa-
tion was available were chosen for a period of 6 years (2004-2009). The experi-
mental results of the study showed that, there is a positive relationship between
economic and accounting performance indices and dividend policy, and that
accounting performance indicators have more explanatory power than economic
performance indicators and concluded that dividend policy affects firms’ per-
formance.

Rashid & Rahman (2008) found that there is positive but insignificant rela-
tionship between share price volatility and dividend yield for 104 non-financial
firms listed in the Dhaka Stock exchange during the period of 1999-2006. Nazir
et al. (2010) applied fixed effect and random effect models to test the role of
corporate dividend policy in determining the volatility in the stock price for 73
firms listed in Karachi Stock Exchange (KSE-100) indexed. Contradict to Rashid
& Rahman (2008), the researcher found that the share price volatility is signifi-
cantly influence dividend policy as measured by dividend payout ratio and divi-
dend yield. The result of the empirical findings made by Zakaria et al., 2012 also
suggests there is a significant positive relationship between the dividend payout
ratio of a firm and share price volatility.

Musyoka (2015) studied the effect of dividend policy on the financial perfor-
mance of firms listed on the Nairobi stock exchange. 20 companies were sam-
pled for a period of 5 years (2010-2014). The study revealed that all the variables
(independent) had significant relationship with dividend policy except for firm
size and leverage, which revealed negative effect; this finding is in conformity
with the outcome of Waswa et al. (2014). Gwaya & Mwasa (2016) in their study
sought to examine how dividend policies of selected public limited companies in
Kenya affect financial performance during the period 2002-2011. They took a
sample of 29 companies listed on Nairobi Stock exchange. The findings of their
research established that dividend policy of firms has an effect on its subsequent
financial performance.

Foong, Zakaria, & Tan (2007) also stressed the fact that investments made by
firms’ influences the future earnings and future dividends potential. In their re-
search on 50 listed firms operating in high profile industries in the Nigerian
Stock Exchange, Uwuigbe et al. (2012) observed that firm performance has a
significant impact on the dividend payout of listed firms in Nigeria. That is, an
increase in the financial well-being of a firm tends to positively affect the divi-
dend payout level of firms. However, Adefila et al. (2013) concludes that Nige-
rian firms do have a dividend policy that is dependent on earnings though the
trend is not very consistent and proportionate. This is in agreement with the as-
sertion made by Uwuigbe et al. (2012) that while several prior empirical studies
from developed economies have shed light on the relationship between firm
performance and dividend payout, the same is not true in developing economies

like Nigeria.
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The summary of this empirical review suggests that more answers regarding
the effects of dividend payout on firm performance in the Nigerian oil and gas
sector are needed for establishing the effects of dividend payout ratio on the

performance of quoted oil and gas companies in Nigeria.

3. Research Methodology

3.1. Data Description and Sources

Ratio analysis was adopted in this research. Ratio analysis is an analytical tool
use to establish relationship between variables in the financial statement of a
firm, it can identify significant fundamental and structural relationships and
trends, and can disclose relationships which reveal conditions and trends that
often cannot be noted by individual inspection of components of the ratio. The
research makes use of secondary data, the financial reports obtained from statis-
tical bulletin of Mobil Plc and Total Plc from 2015 to 2018.

3.2. Ratio Analysis

The ratio analysis used in this research is Dividend payout ratio and Profitability
ratio. Dividend payout ratio is used to analysis the two companies’ dividend
policy, and profitability ratios are used to examine the financial performance so
as to analyze how successful a firm is, in its operation. Although, ratios are not
sole factors for decision making, but provide concrete evidences to decision re-
garding financial statement of a firm. Therefore, the dividend payout ratio and
profitability ratios are adopted to determine the effect of dividend payout on the
financial performance of Mobil Plc and Total Plc.

3.2.1. Dividend Payout Ratio

This ratio shows what percentage of the company’s distributable earnings is be-
ing paid to the ordinary shareholders in the form of dividend. Dividend payout
ratio = dividend per share/earning per share.

3.2.2. Net Profit Margin
This indicates the Naira amount of the net profit the firm accrued from each
Naira of net sales. Net Profit Margin = Net profit/Sales.

3.2.3. Return on Assets
This indicates management performance in using the company’s total assets to
generate return. ROA = PBIT/Total assets.

3.2.4. Return on Equity
It shows the efficiency of management to maximize the return accrue to Share-
holders base on their investment in the business. ROE = PBIT/Equity.

From the foregoing, according to Deltacpe (2014), Ratios are generally not
significant of themselves but assume significance when they are compared with:
1) previous ratios of the same firm, 2) some predetermined standards 3) ratios of
other enterprises in the same industry, or 4) ratios of the industries within which

DOI: 10.4236/jss.2020.87030

379 Open Journal of Social Sciences


https://doi.org/10.4236/jss.2020.87030

M. O. Adeiza et al.

the company operates. Therefore, for this research, the two companies will be
compared as identified above.

4. Data Presentation, Analysis and Discussions

This section presents the dividend payout ratio and profitability ratio analysis
carried out on the financial statements of Mobil Plc and Total Plc from 2015 to
2018.

Table 1 revealed that, in 2015 Mobil Plc has net profit margin of 9.2% while
Total Plc has just 3%. In the same year that Mobil Plc generate return from the
use of assets at 12.7%, Total Plc has 7.7%, this shows that the management team
of Mobil Plc performed excellently well in generating return on the total assets
invested than Total Plc. Return on equity of Mobil Plc stood at 44.9% which is
5.9% greater than that of Total Plc. As already seen that Mobil Plc performed
well than Total Plc in generating profit, this made it pay 48.8% out of its earn-
ings to the shareowners, while Total Plc could only afford to payout just 18.3%
of its earnings. This suggests that, in 2015, the financial performance of Mobil
Plc was smooth when compared to Total Plc that operates in the industry. As the
shareholders in Total Plc got less than Mobil Plc, this shows that, there are some
weaknesses in the Total Plc affecting revenue generation which needs proper at-
tention of the company management, as this could discourage the equity holders
to sell their shares to avoid more risks and at the sametime preventing prospec-
tive investors from coming in to invest. Panic share sales can trigger share price
loss.

Table 2 shows that, despite the fact that Mobil Plc has Net Profit Margin of
12.4% which is 5.3% higher than what Total Plc generated, and at the same time
Return of Assets which accrued 19.4% which is 4.6% greater than what Total Plc
generated. The performance of Total Plc was improved in generating return to
equity holders by having 86.3% which is greater than 56% of Mobil Plc. And as a
result of that, Total Plc paid out 39% of its earnings to shareholders, while Mobil
Plc paid just 25.4%. In a nutshell, there was a lot of improvement in Total Plc in
2016.

In Table 3, despite the ability of Total Plc to generate Net Profit Margin and
Return on Assets below what the management team of Mobil Plc generated, it
returns on equity stood at 41.7% which is 0.9% greater than what Mobil Plc ac-
crued. For that, Total Plc paid out huge amount of 71.9% as dividend to the
shareholders and ploughed back just 28.1% for other profitable investment. In
this case, it has done better than Mobil Plc as the shareholders will have confi-
dence and could also attract prospective investors.

In 2018, the financial performance ratios show that Mobil Plc performed far
better than Total Plc (Table 4). In spite of that, Total Plc was able to pay a high-
er percentage as dividend to shareholders, an amount it competitor cannot af-
ford. This suggests that, the dividend payout ratio of Mobil Plc has insignificant

effect on it financial performance.
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Table 1. Comparing Mobil Plc and Total Plc variables 2015.

Variables Mobil Plc Total Plc
Net Profit Margin 9.20% 3.00%
Return on Assets 12.70% 7.70%
Return on Equity 44.90% 39.00%
Dividend payout 48.80% 18.30%
Sources: Audited Financial Statement of Mobil Plc and Total Plc 2015.
Table 2. Comparing Mobil Plc and Total Plc variables 2016.
Variables Mobil Plc Total Plc
Net Profit Margin 12.40% 7.10%
Return on Assets 19.40% 14.80%
Return on Equity 56.00% 86.30%
Dividend payout 25.40% 39.00%
Sources: Audited Financial Statement of Mobil Plc and Total Plc 2016.
Table 3. Comparing Mobil Plc and Total Plc variables 2017.
Variables Mobil Plc Total Plc
Net Profit Margin 10.00% 4.20%
Return on Assets 14.90% 10.90%
Return on Equity 40.80% 41.70%
Dividend payout 38.00% 71.90%
Sources: Audited Financial Statement of Mobil Plc and Total Plc 2017.
Table 4. Comparing Mobil Plc and Total Plc variables 2018.
Variables Mobil Plc Total Plc
Net Profit Margin 8.00% 3.10%
Return on Assets 19.30% 9.10%
Return on Equity 40.50% 39.30%
Dividend payout 30.80% 72.00%

Sources: Audited Financial Statement of Mobil Plc and Total Plc 2018.

5. Summary of Findings, Conclusion and Recommendations

Dividend payout ratio had a negative and insignificant effect onfinancial per-
formance of Mobil Plc and Total Plc in 2017 and 2018, while the results showed
significant effect in 2015 and 2016 for Total Plc, and significant effect for Mobil
Plc in 2015 but insignificant effect in 2016. When a firm changes its dividends

payout ratio, investors assume that it is in response to an expected change in the
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firm profitability which will last long. An increase in payout ratio signals to

shareholder a long term increase in firm’s expected earnings.

6. Conclusion

The payment of dividend and the payout ratio conveys to shareholders that the
company is profitable and financially strong. Dividend policy can affect the val-
ue of the firm and in turn, the wealth of shareholders. Dividend payout ratio can
predict future earnings and hence be used to determine financial performance.
From the study findings and discussion, the study concludes that in 2015, divi-
dend payout ratio of Mobil Plc and Total Plc fully depend on the financial per-
formance ratios suggesting that it has significant effect. While in 2016, as the
profitability ratios of Mobil Plc became insignificant, that of Total Plc remained
significant. But in 2017 and 2018, the two companies recorded insignificant ef-
fects.

The study recommends that managers should: design a dividend policy that
will enhance financial performance and therefore shareholders value; reduce their
total debts to increase financial performance of firms and shareholder value; and
devote adequate time in designing a dividend policy that will enhance financial
performance and therefore shareholder value.

The study also recommends that: the selected oil and gas companies in Nige-
ria should pay more attention to leverage and profitability ratio which influence
dividend payout positively; and that investors should use this information to
make better investment decisions regarding which industries to invest in order

to reap better benefits in terms of dividends.
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