EoquiLiBRIUM @
Quarterly Journal of Economics and Economic Policy

2017 VOLUME12 ISSUE 4, December
p-ISSN 1689-765X, e-ISSN 2353-3293
www.economic-policy.pl

ORIGINAL PAPER

Citation: Pieloch-Babiarz, A. (2017). Determinants of paypalicy and investment attrac-
tiveness of companies listed on the Warsaw Stoah&nxge Equilibrium. Quarterly Jour-
nal of Economics and Economic Poalicy, 12(4), 675-691. doi: 10.24136/eq.v12i4.35

Contact: apieloch@uni.lodz.pl, University of Lodzaculty of Economics and Sociology,
Department of Business Analysis and Strategy, 30-2ddz, 41 Rewolucji 1905 r. St.,
Poland

Received: 13 December 2016; Revised: 28 May 28t@epted: 17 June 2017

Aleksandra Pieloch-Babiar z
University of Lodz, Poland

Deter minants of payout policy and investment attr activeness
of companieslisted on the War saw Stock Exchange

JEL Classification: G02; G10; G35

Keywords: determinants of payout policy; investment attractiveness; dividend; share re-
purchase

Abstract

Research background: Making decisions concerning the payout policy eaejseon many
diversified neoclassical and behavioral determinamtithough these factors are well-
described in the literature, there is still a reseaap concerning the lack of a comprehen-
sive impact model of payout policy determinantdfmninvestment attractiveness of shares.
Pur pose of the article: The aim of this paper is to present the diversaraatf the relation-
ship between different forms of cash transfer ®gshareholders and investments attractive-
ness of public companies in the context of varideterminants of payout policy. The possi-
bility of achieving this objective was conditionbg the empirical verification of research
hypothesis stating that the diversify of payoutrferis accompanied by the different deter-
minants of payout policy that condition an effeetimvestment of stock investors’ capital.
Methods: The empirical research was conducted among thér@feechanical companies
listed on the Warsaw Stock Exchange in the yea@6-2015. The data for analysis were
obtained from Notoria Service database and Stoah&nge Yearbooks. The calculations
were carried out using the methodology of taxonoméasure of investment attractiveness,
as well as dividend premium and share repurchaseipm.

Findings & Value added: The final conclusion of our research is that thmpanies con-
ducting the payout policy in different forms of basansfer differ in terms of many charac-
teristics, such as: financial standing, market @ahwnership structure, company’s size and
age. Moreover, their investment attractivenessediffaccording to regularity of payment,
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stock exchange situation and shareholders’ prefesenThe value added of this paper is
a new approach to the evaluation of capital investnwith a special emphasis on the de-
terminants of payout policy.

I ntroduction

The investment attractiveness of shares issuedhdypublic companies is
manifested by such involvement of capital that wiiable the stock inves-
tors to achieve the maximum financial benefits mtaaceptable level of
investment risk. These financial benefits can b&irsdd through the partic-
ipation in company’s net profit as well as the tapgains achieved as
a result of increase in the market value of compahys increase is deter-
mined by a number of factors, among which we shoodohtion not only
the financial standing of company and its investinogportunities, but also
its payout policy. An implementation of payout pglidepends on different
determinants that condition, among others, the fofipayout.The form of
transferring cash to the shareholders may influeheemarket value of
company and create an opportunity for stock invest@ain some finan-
cial benefits.

The aim of this paper is to present the diversareatf relationship be-
tween different forms of cash transfer to the shalders and investments
attractiveness of public companies in the contéxiatious determinants of
payout policy. This intention fits into the curreantd significant stream of
research focused on finding the fundamental faaletsrmining the form,
type and way of conducting payout policy in comganiFurthermore, this
aim is also important due to the efficiency of talpinvestment. For the
implementation of the aim of the paper, a resehigiothesis was formu-
lated. The hypothesis states that the diversifpayfout forms is accompa-
nied by the different determinants of payout policgt condition an effec-
tive investment of stock investors’ capital.

The aim of the paper and the research hypothesss fwamulated to get
further knowledge of various determinants of paypaticy'. Although
most of these determinants are well describederlitérature, there is still
a research gap in the area of impact of the detemmts of payout policy on
the investment attractiveness of public companies.

! This paper is an extension of the article concgrhe financial determinants of pay-
out policy (see Pieloch-Babiarz, 2017, pp. 151-167)
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Deter minants of payout policy — the literaturereview

The termpayout policy has a broader meaning thdividend policy and
includes in its essence the transfer of funds ¢ostiareholders in the form
of dividend, share repurchase, or both (Allen & Miely, 2003, p. 337;
Brav et al., 2005, p. 484; Kulchania, 2016, p. 981). An impbenation of
payout policy is conditioned by many different deteants having an
impact not only on the form of paydubut also on the investment attrac-
tiveness of company (see Figure 1).

In the literature many determinants of payout gotice described. They
can be divided into three essential groups, i.e&cranand macroeconomic
factors and behavioral factors.

One of the microeconomic determinants is the firratanding of the
companyAccording to the agency theory, the companiesahatoo liquid
and have high free cash flows (without having tippartunity to invest
their capital in the profitable investment projécthould attempt to trans-
fer their funds to the shareholders to reduce tlemey costs (Holdest al.,
1998, pp. 72-82; La Porgt al., 2000, p. 34). Both dividend and share
repurchase may lead to a reduction in agency ¢Gstdlon & lkenberry,
2000, p. 41). Moreover, the profitability of thengpany can have an influ-
ence on the form of payout policy. The dividends asually paid by the
profitable companies that generate stable nettprdfi turn, the share re-
purchases are very often conducted by the compgeiesrating abnormal
net profit (Bravet al., 2005, p. 521). Another financial determinant ay{
out policy is the level of debAs a result of debt increase, the cost of rais-
ing capital may increase. What's more, the comgattiat are highly in-
debted may have a lower propensity to pay dividesgdecially when they
use the net profit to repay their liabilities (Jemst al., 1992, pp. 247—
263). In turn, the share repurchase can be usstape the capital struc-
ture. After the share repurchase, the share of idebtases due to share
redemption and decrease in the share capital. Merethe capital struc-
ture may change significantly when the share rdmses are financed by
the new debt (Wiemer & Diel, 2008, p. 301).

The form of payout policy is also associated with theory of asym-
metric information and signaling theory. The sheepurchase is usually
conducted when the market share price is lower tharintrinsic value of
shares. In this case, the share repurchase magedaehy the company as

2 The payout policy may be conducted in a formasfcdividend (regular dividend, ex-
tra dividend, special dividend, liquidation divideand residual dividend) (Duraj, 2002, pp.
55-58), non-cash dividend (stock dividend or dinidién-kind) (Pieloch, 2013, pp. 433-
448) as well as share repurchase (Pieloch, 20130§).
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a financial tool that signals the undervaluatiorsiodres (Chaat al., 2004,
p. 463). After an announcement of share repurctiesenarket share price
usually increases. As a result, the company maydaadostile takeover
(Billett & Xue, 2002, p. 1649).

Moreover, the company’s size and age can have padnon the form
of payout policy. The small and young companies thigenet profit for
development. This may result in lower payouts othe lack of payouts
(Sierphska, 1999). In turn, the large and mature compaaressaid to be
more likely to transfer cash to the shareholdeestdua reduced number of
profitable investment opportunities, as well ageatgr chance for obtain-
ing cheaper external capital (DeAngetal., 2006, pp. 227-254).

Another determinant of payout policy is the owngrsstructure.The
companies with a strong ownership concentratiorsaes to pay high and
regular dividends (Shosdt al., 2002, pp. 105-122), but these in which the
ownership is dispersed use share repurchases licdexte certain groups
of shareholders and change the distribution ofssvattethe annual general
meeting of shareholders (Ginglinger & L'Her, 2006, 77-94).

To the macroeconomic determinants of payout pdiielong, among
others, the economic situation and tax system. \Wiehgrowth of GDP
there is observed an increase in the number of aniep paying dividends
(Kowerski, 2010, pp. 19-34), whereas in the peabdecession the num-
ber of companies repurchasing shares increasetodie undervaluation
of shares (Hung & Chen, 2010, p. 101). Moreoveg, different tax rates
can influence the shareholders’ preferences forfah@m of cash transfer
(see Jacob & Jacob, 2013, p. 1241).

The specified payout policy can be conducted a&spanse to the stock
investors’ needs. The short-term investors mayepredipital gains to divi-
dends. In turn, some long-term investors, who titeadividend as a part of
their regular income, will look for opportunities buy shares paying regu-
lar and high dividends (Gajdka, 2013, p. 130). Mee¥, some investors
are ‘anchored’ in the conviction that the futurdueaof dividend will be
held at the same or similar level as historical @fisher & Statman, 2000,
p. 72-81). In this case, a decrease in dividendnpay may result in lower
market value of company. What is more, the shadsns! preferences may
be shaped by so called mental accounting (SzyxXE3, p. 38). One of
the principles of mental accounting says that stoekstor should combine
a smaller loss with a higher profitherefore, investors holding the shares
whose market price has decreased will expect tieledid at the level
which compensates them for the capital loss.

Furthermore, according to the catering theory efddind, the payout
policy should be carried out in the form of payméat is preferred by the
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shareholders. During the years in which the capiatket values the divi-
dend payers higher than the non-payers (i.e. thidedid premium is high),
managers should try to meet the shareholders’ needgpay the dividend
(Baker & Wurgler, 2004, p. 1125). In turn, durirfgetyears in which the
share repurchase premium is higher than the didigeemium, the number
of share repurchases should increase (Li & Lie5290293).

In behavioral finance there is a view saying thatock investors can
see strong opportunities for economic growth, tiéy not prefer to be
paid dividend and will leave the net profit in tbempany for investment.
Otherwise (i.e. if the opportunities for economiowth are not strong), the
investors will prefer dividend (Gajdka, 2013, p314This will be shown in
the relatively higher market value of dividend payduring the fall in the
stock market (Fuller & Goldstein, 2011, p. 457). elover, the dividend
paid during the fall in the stock market may redtieeperception of capital
loss.

Resear ch methodology

The empirical research was conducted on a grod2 @bompani€soperat-
ing in the electromechanical industry sector. Theye listed on the War-
saw Stock Exchange in the years 2006—201® research was carried out
on the basis of data from Notoria Serwis S, Stogkhange Yearbooks,
National Court Register and Emerging Markets Infation Service.

An empirical verification of research hypothesissveanducted in a few
stages.Firstly, the research group was divided accordimghe form of
payout policy which was implemented in the compére: dividend pay-
ers, companies repurchasing share, companies dorgitlte payout policy
in both forms of cash transfer, as well as non-yé& hen, the average
values of the main characteristics were calculated.

In the next stage of analysis, we calculated tlkertamic measure of
investment attractivenessmai) which is a method of linear ordering. It
allows to replace a multivariate analysis of diagiw variables by one
aggregated characteristic (Taragli, 1994, pp. 275-300). As the diagnos-
tic variables, we adopted 13 determinants of payality, such as: com-
pany’s financial liquidity (we used current rat@RR, quick ratioQR and
money ratioMR), profitability (measured by return on saR@S, return on
equity ROE and return on asseROA), debt (we calculated debt-to-assets

% The analysed companies paid out dividend 109 tamesconducted share repurchases
26 times.
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ratio D/A and debt-to-ebitd®/EBITDA), market value of company (meas-
ured by price-to-book valup/BV and price-to-earningg/E)*, company’s
size (calculated as the natural logarithm of tatsetdnAss) and ageAge),
as well as the share of majority shareholders imewship structure
(Share).

The taxonomic measure of investment attractive(tess) based on the
main determinants of payout policy is expresseiti@$unction:

22 PP nass, Age, Share) (1)

A’ EBITDA’BV'E

tmai = f(CR, QR, MR, ROS, ROE, ROA,

The diagnostic variables were divided into stimtda@€R, QR, MR,
ROS ROE, ROA, InAss, Age, Share) and destimulantsD{A, D/EBITDA,
p/BV, p/E) and then brought to comparability and normalig@@dabiski et
al., 1989, p. 93). The taxonomic measure of investratrdactiveness based
on the Euclidean distanceréi.) was calculated using the following formu-
la (Luniewska & Tarcziyski, 2006, pp. 43—45):

2L (21570 )?
m

tmai, =1 —
do

)
where:

z; — a normalized observatiog,

z5; — a norm for th¢-th variable,

m— a number of variables,

do — a maximum value of nominator.

The taxonomic measure of investments attractivenaksilated using
weights {mai,) was expressed by the formula (Luniewska & Tatisky

2006, p. 45):
57, wizij—20)?
tmai, =1 — % 3)
where:

w; — a weight for th¢-th variable, other symbols above.

4 Depending on the purpose of analysis a set ofndistic variables may be different
(see tuniewska & Tarczgki, 2006, p. 46), but the variables should be ehas such way
that higher value ofmai means higher investment attractiveness of compéng.way of
financial ratios calculation is given in the litaree (see Jerzemowska (ed.), 2004, pp. 135—
324). The values of diagnostic variables were dated as the average values at the begin-
ning of the year in which the payout policy was iempented.
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The weights system was based on variability coefiis of diagnostic
variables expressed by the formula (Luniewska &Zwrski, 2006, p. 45):

Vj 3
w; = =1,2,..,m) 4
where:
V, — a variation coefficient of thgth diagnostic variable before normalization
(calculated as the relationship between standaviiien of variable and its aver-
age value), other symbols above.

The empirical research on the investment attractige of companies
implementing different forms of cash transfer wateerded to such deter-
minants of payout policy as: regularity of payménssock exchange situa-
tion® and investors’ preferences. The investors’ prefegs were expressed
— according to the extended catering theory ofddind — as the differ-
ence between share repurchase premium and divigremeium in yeat’.
This difference DIF;) was calculated using the following formula (Jiag
al., 2013, p. 41):

DIF, = RPF~NR — ppP=NP (5)

where:
RPE~NR _ a share repurchase premium in ytear
DPP~ND _ a dividend premium in year

After replacing share repurchase premium and diddpremium by
relevant formulasDIF, was calculated as (compare Baker & Wurgler,
2004, p. 11Jianget al., 2013, p. 41; Gajdka, 2013, p. 152-153):

® As the regular payments we understand such caskférs which were conducted at
least 3 times during the 5 previous years. Thismgsion was made in accordance with the
WIGdiv index methodologySock Exchange Yearbook, 2013, p. 104). Otherwise, we con-
sidered the payments to be irregular.

5 The division of research period into the yearshef fall and the rise in the stock ex-
change was made on the basis of the level of Wiiéxrin those years.

" We assumed that in the year when the differentedsm share repurchase premium
and dividend premiuni)IF;) was positive, the shareholders preferred compaejgurchas-
ing shares to dividend payers. WhBhF; was negative we assumed that stock investors
preferred dividend payers to companies repurchagiages.
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DIF, = |in (512 25) - tn (£ 20)| - [in (332, 22) - n (2122 22)] 6)

where:

p/BV — a price-to-book value ratio irfth, j-th, s-th andz-th company,
nr— a number of companies repurchasing shares,

nyr— @ humber of companies that do not repurchase shar

np— a number of dividend payers,

nyp— @ number of companies that do not pay dividend.

Theresults of empirical research on the determinants of payout
policy and investment attr activeness of companies

The analysis of companies operating in the ele@adranical industry sec-
tor in the years 2006—2015 has showed that the aoip conducting the
payout policy in various forms of cash transferfedé#d in terms of finan-
cial standing, market valuation, company’s size agé, as well as owner-
ship structure. The empirical research also shavatipayout policy and
investment attractiveness of companies are conéitidy such factors as:
regularity of payments, stock exchange situatiosh stock investors’ pref-
erences.

The research results have revealed that the avéregeial liquidity of
dividend payers was higher than the average liuidi sector.The aver-
age current ratioqR) was at the level of 3.40, quick ratiQR) was at 2.61,
and money ratioMR) was at 1.03. It is worth noting that the dividgray/-
ers were more liquid than the companies repurchasirares, the compa-
nies conducting payout policy in both forms of castmsfer, as well as the
non-payers. The dividend payers were also proétatimpanies. Their
profitability ratios were higher than sectoral oati{averagdkOS and ROE
were at the level of 0.13 afDA was at 0.09), but lower than the profita-
bility ratios of companies conducting the payoutiggoin both forms of
cash transfer. Moreover, the debt ratios of dividpayers were lower than
the average debt ratios. The average debt-to-asdietgD/A) was the low-
est one and equal to 0.32. The avel2deBITDA ratio was also the lowest
and stood at 3.38. What is more, the market vafudividend payers was
high. Their average price-to-book value ratB{/) was equal to 1.75
— higher than in the companies repurchasing shargdpwer than in the
companies carrying out the payout policy in bothmfe of cash transfer.
The average price-to-earnings rate) of dividend payers was at 18.48.
The value of this ratio was lower than in the conipa conducting the
payout policy in both forms of cash transfer, adl &g in the non-payers.
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Considering the company’s size it should be ndted the average value of
natural logarithm of total assets of the divideaggrs was similar tthAss
calculated for the companies repurchasing shamstaod at 11.93. More-
over, the average age of dividend payers (appfoyeérs) was longer than
the age of companies repurchasing shares. The sipestructure of divi-
dend payers was similar to that one of non-payats @mpanies repur-
chasing shareslhe average share of majority shareholders in tineeo
ship structure was 66% (see Table 1).

The companies repurchasing shares had the lowestdial liquidity.
The average values of their liquidity ratios weséce lower than those of
dividend payers@R was at 1.790QR was at 1.34 antR was at 0.36).
Moreover, the companies repurchasing shares wereasi@rofitable as
other companies in analysed secRO$ was at 0.02ROE was at 0.08 and
ROA was at 0.05). Their debt was also higH2fA\was at the level of 0.48
and D/EBITDA was at 5.21). What is more, the companies repsicha
shares were undervalugdBV was at 1.11), younger than other companies
(their average age was 32 years), and their mgjshiareholders held only
29% of shares.

In turn, the companies which conducted the payolitypin both forms
of cash transfer were highly profitable@S was at 0.15ROE was at 0.16
and ROA was at 0.12). Their market value was also thedsgin sector
(p/BV was equal to 2.16). It should be noted that thosepanies were run
for the longest period of time (approx. 50 yeaas)] their majority share-
holders held a large number of shares (averaged &#ares).

In contrast, the financial liquidity, profitabilitand market value of the
non-payers were lower than sectoral or@R Was at the level of 2.08R
was at 1.67MR was at 0.58ROS was at 0.06ROE was at 0.07ROA was
at 0.04 angp/BV was at 1.67)Furthermore, those companies had signifi-
cant total asset$nAss was equal to 29.42), high debBvVA was at 0.91), the
lowest average age (19.5 years), and strong owipezshcentration (69%)
(see Table 1).

The different determinants of payout policy careeffthe investment at-
tractiveness of shares bought by the stock investdre empirical research
on the investment attractiveness of companies adimduthe payout policy
in different forms of cash transfer has showed thatdividend payers had
the highest investment attractivenetssal, was at 0.65, antinai,, amount-
ed to 0.53). The investment attractiveness of comggaconducting the
payout policy in both forms of cash transfer wagdothan that one of the
dividend payerstfnai. was at 0.38, antinai,, was at 0.43). In turn, the
companies repurchasing shares reached the lowesstinent attractive-
ness {mai. stood at 0.18, antinai,, was at0.22). It should be added that
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their investment attractiveness was even lower thah one of the non-
payers (in this casenai. was equal to 0.25, artdchai,, stood at 0.30) (see
Table 2).

The efficiency of capital investment was not ongtetmined by the fi-
nancial standing, market valuation, companies’ a&ige and ownership
structure, but it also depended on the regulafifyagment, stock exchange
situation and investors’ preferences.

The evaluation of capital involvement, conducteghrding to the regu-
larity of payments, showed that the investmentaativeness of regular
dividend payefswas very hightfnai, was equal to 0.53, arhai, was at
0.58) in comparison to irregular dividend payersal, stood at 0.31, and
tmai,, was equal to 0.46). In turn, the highest investnagtractiveness of
companies repurchasing shares was observed inafaseegular share
repurchas€qtmai, was equal to 0.70, artohai,, was at 0.62) (see Table 3).

The analysis of investment attractiveness of cornggaconducting the
payout policy in different forms of cash transfemswextended to the stock
market situatiotf (see Table 4).

During the increase in the stock market, the higteessnomic measure
of investment attractiveness was observed in thepemies conducting the
payout policy in both forms of cash transfandi. was equal to 0.56, and
tmai,, was at 0.50). It was also worth to invest in thedeénd payerst(nai.
stood at 0,33, anthai,, was at 0.44). The lowest investment attractiveness
was noticed in the companies repurchasing shares. (vas equal to 0.11,
andtmai,, was at 0.16 — lower thatmai calculated for the non-payers).
During the fall in the stock market, it was worthitivest in the non-payers’
shares tfai. stood at 0.70, antinai,, was at 0.44). In turn, the lowest in-
vestment attractiveness was observed in the compaapurchasing shares
(tmaie was equal to 0.10, andhai,, reached the value of 0.16). It should be
noted that the dividend payers were more attrad¢tvatock investors dur-
ing the fall {mai. stood at 0.35, antinai,, was at 0.53) than during the in-
crease in the stock market (see Table 4).

The evaluation of investment attractiveness of comgs implementing
different payout policies was also carried out nigkinto account share-

8 The regular dividend was frequently pdigl: Apator SA and Hydrotor SA (each of
them paid 10 dividends), Introl SA and Rafamet @Adividends), as well as Es-System
SA, Lena Lighting SA and Sonel SA (6 dividends).

% In the research period, the share repurchasesmesefrequently conducted by Ami-
ca SA (6 times).

19 For the years of fall in the Warsaw Stock Exchawgeook the years in which an an-
nual rate of return of WIG index was negative, 2808 (-51.07%), 2011 (-20.83%) and
2015 (-9.62%) (see Parkiet.com).
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holders’ preferences expressed as the differeniveeba share repurchase
premium and dividend premium. The results of radeahowed that in the
majority of years stock investors preferred dividemno share repurchases.
Only in the year 2013 wd3lF, positive, and equal to 0.43 (see Table 5).

In the years when the stock investors preferreatleind (i.e.DIF; < 0),
the highest investment attractiveness was obsdorettie dividend payers
(tmaie was at 0.51, antinai,, stood at 0.36). Moreover, the companies con-
ducting the payout policy in both forms of casmsfa@r were also seen as
a good investment opportunitynigi. was at 0.34, anthai,, was at 0.32).
When dividend premium was high, the investmentativeness of compa-
nies repurchasing shares was the lowtesdi{ stood at 0.09, antinai,, was
equal to 0.15 — lower than in case of the non-payer

In turn, when the stock investors preferred the mamies repurchasing
shares (i.eDIF; > 0), the highest investment attractiveness wasrebd in
the companies that conducted the payout policyth bbrms of cash trans-
fer (tmai, was at 0.70, antinai,, was at 0.35). Furthermore, the investment
attractiveness of companies repurchasing sharesatdsigh {mai. stood
at 0.29, andmai,, was equal to 0.33). It was only higher than tha of
the non-payers (see Table 6).

It should be also noted that in the years whenstbek investors pre-
ferred share repurchases to dividends, the investratractiveness of
companies repurchasing shares was higher thareiryglrs when share-
holders preferred dividend (see Table 6).

Conclusions

The analysis of companies operating in the elecairanical industry sec-
tor showed that the form of payout policy is aféetby different determi-
nants. One of them was the financial standing ofgany. The financial
condition of dividend payers was better in relatiothe financial condition
of companies repurchasing shares (i.e. the divigiarygrs were more prof-
itable and liquid, their debt was lower, and mankaiuation was higher).
Those companies also differed in terms of compaags and ownership
structure. The companies repurchasing shares veeneger than the divi-
dend payers, and their ownership was highly digger$he indicated de-
terminants of payout policy also conditioned theestment attractiveness
of companies. The highest investment attractivemess observed for the
dividend payers and the lowest for the companipsrahasing shares.

The conducted analysis was extended to other dietants of payout
policy (i.e. regularity of payment, stock exchargigeiation and sharehold-
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ers’ preferences). Among the dividend payers, tigadst investment at-
tractiveness was observed for the companies thdtdidend regularly.
In turn, the analysis of companies repurchasingeshhas showed that the
stock investors preferred irregular share repureshadoreover, when there
was an increase in the stock market, the mostcétteafor stock investors
were companies conducting the payout policy in Hotms of cash trans-
fer. In turn, if there was a fall in the stock meirkshareholders preferred
the non-payers. Furthermore, in the years wherk stoestors expected to
receive dividend, the dividend payers were momadiie for them. Oth-
erwise, the highest investment attractiveness viagrged in the compa-
nies that repurchased shares together with divigegchent.

In addition, it is worth noting that the presentedults of research relate
only to the electromechanical industry sector dralikl not be generalized.
The research ought to be extended not only to @benomic sectors, but
also to other determinants of payout policy.
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Annex

Table 1. Average values of chosen determinants of payoutypahd investment
attractiveness of companies from electromechaimdaistry sector

Spec. CR QR MR ROS ROE ROA D/A D/Eb p/BV p/E LnAss Age Share
D 3.40 2.61 1.03 0.13 0.13 0.09 0.32 3.38 1.75 18.42 11.93 45.67 0.66
D&SR 2.78 1.91 0.64 0.15 0.16 0.12 0.35 3.64 2.16 20.09 12.24 50.86 0.67
SR 1.791.34 0.36 0.02 0.08 0.05 0.48 5.21 1.11 17.79 11.90 32.00 0.29
NP 2.081.67 0.58 0.06 0.07 0.04 0.91 3.94 1.64 37.70 29.42 19.50 0.69
Total 2.592.01 0.74 0.09 0.10 0.06 0.73 3.77 1.67 26.14 16.48 46.64 0.64

Note: D — dividend payers, D&SR — companies coridgdhe payout policy in both forms
of cash transfer, SR — companies repurchasing sh&B — non-payers, Total — all
companies in the electromechanical industry sector.

Source: own calculations based on Notoria Serwis Saétional Court Register, Stock
Exchange Yearbooks and Emerging Markets Informafiervice.

Table 2. Investment attractiveness of companies from elewtahanical industry
sector according to the forms of payout policy

Specification tmai, tmai,,
Dividend 0.65 0.53
Dividend & Share Repurchase 0.52 0.43
Share Repurchase 0.18 0.22
No Payout 0.25 0.30
Total Sector 0.51 0.50

Source: own calculations based on Notoria SerwisNgional Court Register, Stock
Exchange Yearbooks and Emerging Markets Informafiervice.

Table 3. Investment attractiveness of companies from elewtahanical industry
sector according to the regularity of payments

Specification tmai, tmai,
Regular Dividend 0.53 0.58
Irregular Dividend 0.31 0.46
Regular Share Repurchase 0.10 0.18
Irregular Share Repurchase 0.70 0.62

Source: own calculations based on Notoria SerwishBional Court Register, Stock
Exchange Yearbooks and Emerging Markets Informasiervice.



Table 4. Investment attractiveness of companies from elewhanical industry
sector according to the stock market situation

Specification tmai, tmai,
Increase in the stock market
Dividend 0.33 0.44
Dividend & Share Repurchase 0.56 0.50
Share Repurchase 0.11 0.16
No Payout 0.24 0.33
Fall in the stock market

Dividend 0.35 0.53
Dividend & Share Repurchase 0.30 0.37
Share Repurchase 0.10 0.16
No Payout 0.70 0.57

Source: own calculations based on Notoria SerwisNgional Court Register, Stock
Exchange Yearbooks and Emerging Markets InformaSiervice.

Table 5. Difference between share repurchase premium andedid premium in
the years 2006-2015

Spec. 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
DIF, -0.04 -090 -0.11 -0.38 -0.89 -0.02 -0.54 0.43 80.2-1.23

Source: own calculations based on Stock Exchangebdeks.

Table 6. Investment attractiveness of companies from elewhanical industry
sector according tthe shareholders’ preferences

Specification tmai, tmai,
High dividend premium (DIF; < 0)
Dividend 0.51 0.36
Dividend & Share Repurchase 0.34 0.32
Share Repurchase 0.09 0.15
No Payout 0.29 0.25
High share repurchase premium (DIF, > 0)

Dividend 0.49 0.35
Dividend & Share Repurchase 0.70 0.35
Share Repurchase 0.29 0.33
No Payout 0.11 0.26

Source: own calculations based on Notoria Serwis Saétional Court Register, Stock
Exchange Yearbooks and Emerging Markets Informafiervice.



Figure 1. Determinants of payout policy and their impactlos form of payment
and financial benefits gained by the stock investor

Determinants of « Financial standing (financial liquidity, profitali, debt)

Payout Policy | |* Market value of company

« Company’s size (measured by total assets or market
capitalization)

« Company’s age and its investment opportunities

A » Ownership structure and free float
Forms of « Stability of payout policy and regularity of paynten
Payout Policy » Economic situation (level of GDP, economic cycles)

T « Legal system and taxation
: « Shareholders’ preferences

1 « Behavioral factors (behavioral approach to thekstoc
+ Dividend exchange situation, dividend and share repurchase
» Share Repurchake premium, anchoring effect and mental accounting)

* Both forms

—> Investment | _ _ |« Participation in net profit

Attractivenes « Capital gains
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