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Abstract. The dividend policy presents an important tool to decide whether to pay or with hold the earning. The resolute information about
purchasing shares and subsequent dividends show the future prosperity of the company and its position on the market. The article aims at
analysing the development of the payout ratio estimated from the current dividend policy of CEZ Company. CEZ is one of the most
important suppliers and producers of electricity in the Czech Republic. The majority owner of the company is the Czech state. It can be
stated that the area of operation does not only cover the Czech market, because CEZ company also operates in other countries, mainly in
Central Europe. For this reason, it is very interesting to watch the development of this power giant in terms his dominant role in a small
and open economy such as the Czech Republic. The data extraction from company annual reports of 2008-2018 allows the correlation
analysis to collect and interpret data on the payout ratio adequacy, examining the actual state of the company, earning distribution and
corporate expectations from the market. The earning has a visibly positive impact on the payout ratio. The article offers advice for the
organization changes to generalize achieved results, subsequently passing on advice for the whole segment.
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1. Introduction

Proposing the number of dividends presents one of the most important events in capital markets in Central
Europe. For CEZ Company, this challenge involves increased activity and lengthy discussions, the reasons being,
apart from others, a launched plan to build a new nuclear block in the area of Dukovany with estimated overnight
price 140-150 Bill. CZK (ca 6 Bill EUR). The state as the majority owner of CEZ, where dividends present huge
earnings of the national budget, must consider that the organization is subject to substantial energetic changes
caused by the wave of liberalization at the end of 1990s (Sulef, Horak and Krulicky, 2020; Iovino and Migliaccio,
2019; Rybacek, 2018).
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The cornerstone of the company dividend policy is the term ‘Payout ratio’, consisting of two parts. The first one
tells us which part of the net profit after taxation to pay to shareholders in the form of dividends, whereas the
second component informs on the amount remaining for the company after re-investments and business
evaluation (Vlachy, 2018; Caha, 2017). This indicator refers to the specific dividend policy of the company.

Nowadays, we have 3 different models of dividend policies, the most common in the Czech Republic being
announcing dividends according to the net income. CEZ Company officially pursues the policy of maintaining the
fixed dividend totals, thus being deeply dependent on the company net profit, with the view to avoiding potential
risks incurred from wrongly choosing the payout ratio, cash-flow insolvency and failure to perform obligations.
Between 2017 and 2018, the corporation followed the dividend policy of the temporary extension of the payout
ratio 60%-100%, as contrasted with former 60%-80%, of the consolidated net income. As of 2019, CEZ
developed the existing dividend policy from 80% to 100% of the net profit (Annual report CEZ, 2018, 2019).

Fixing an optimum payout ratio presents an important aspect for companies. The decision is not easy to make, as
enterprises must take into account two crucial elements. On the one hand, the corporation strives for exploiting
available internal resources for further funding and business re-investments; on the other, it must pay owners
dividends for its investments to their satisfaction.

The question is how to set the adequate amount of the payout ratio, i.e. investors’ dividends. Having invested his
capital, the shareholder would ideally expect the highest returns with the lowest risk and hugest liquidity. By
investing in the company, he takes on the risk of losses and stock rate fluctuations from poor management,
rendering the optimistic scenario impossible. The corporation is aware that choosing an inept payout ratio poses a
risk, which may result in failing its obligations.

The article focuses on analysing the development of the payout ratio according to the earning of CEZ in 2008-
2018, concluded by professional advice not only for the given enterprise but also the entire segment of similar
companies.

2. Literature Review

The professional literature has conducted painstaking research in paying dividends and payout ratios as an
important financial indicator. The first issue is its amount, which has always been a subject of considerable
discussions on corporate finance. A large number of scientists have been dealing with theoretical dividend models
for a long time Jing et al. (2017), focusing on changes in the company’s characteristics and the follow-up
dividend development (Fama and French, 2001). Floyd et al. (2015) argue that these models describe factors
playing an essential role in deciding on dividends. This resolution is crucial for company investors, as it provides
feedback to the corporation to use earnings for re-investments to evaluate the enterprise, while shareholders see
the importance in the earning distribution into their dividends. Grullon et al. (2002) state that changes in dividends
are dependent on differences in the company’s growth rate and returns on investments. Some theories on
dividends suggest that dividend variations contain information on future enterprise incomes (Benartzi et al.,
1997).

When investing, all investors expect maximum earnings, minimal risk and maximal liquidity. Models that play a
crucial role in investors' decisions in corporate companies to protect their interests, or in the decision-making of
municipal managers from the time of stability to the pandemic, can be found, for example, in the works of
Kelemen et al. (2021) and Polishchuk et al. (2019). During this period, even more emphasis is placed on
management in an effort to achieve profitability and avoid risk (Bacik et al., 2019; Dvorsky et al., 2021).
Professional experts Havlicek and Stupavsky (2013) call it the investment triangle — the required income from a
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specific property, the minimal threat of not reaching the expected earnings and maximal liquidity to realize the
investment at the lowest possible costs. The investor should ideally achieve all three goals, which is completely
impossible. Subject to frauds, no investments meet all three requirements.

Other professionals also agree upon the basic principle of achieving only two of the three goals at a time. Kohout
(2014) points out the importance of compromises, which is confirmed by Rejnus (2014) referring to sacrificing
the fulfilment of a particular objective to attain a higher, yet uncertain, future value.

On the contrary, Miller and Modigliani, pioneers to this issue, claim that when deciding upon earning distribution
and follow-up dividends, the company management considers important available investment opportunities which
would boost future earnings. Without making these conveniences possible, the income should go to shareholders
(Miller a Modigliani, 1961).

There are several criteria to pay out or withhold dividends, the most significant being the company net profit. All
incomes, irrespective of them coming from the previous or current period, need cleaning. The next factor,
frequently mentioned by Gill et al. (2010) can be the corporate strategy or a phase of the company’s life-cycle.

The dividend payout ratio raises a contentious issue analysed to the point of the impact on stock yields or their
effects on liquidity. Ansem (2009) has recently examined the influence of the amount of dividend payout on
earnings and stock price dynamics. Georgen et al. (2005) claim that changes in dividends in German companies
moulded the opinion on the net income being the main reason for dividend changes. Other researchers — Tan et al.
(2018) used a system of Hamilton-Jacobi-Bellman generalized equations for determining the optimal ratio, which
is also highly supported by (Barth et al., 2016). Other experts, e.g. Ye et al. (2019) state that the earning plays a
decisive role for paying or withholding dividends, explaining the earning rate presents a crucial factor to pay out
dividends, concluding that a more profitable and liquid corporation has higher chances to pay out dividends. Gill
et al. (2010) found and established an intimate connection between the dividend payout and company’s earning
rate, arguing that the profitability of a specific organization constitutes an essential element of the dividend payout
determination on the capital market.

Fidrmuc et al. (2010) declare that components shaping the dividend policy also point in the right direction,
making this specific strategy a widely discussed topic in the professional literature. The dividend payout ratio
became one of the leading indicators used for analysing dividend schemes (Dragota et al., 2019). Situations when
corporations do not always pay shareholders 100% earning, setting aside a certain amount to invest in company’s
assets, refer to the dividend policy that consists of paying a specific amount to shareholders in the form of
dividends, sparing the other amount for re-investments, with the view to boosting higher future earning and
shareholders’ dividends.

Insider trading presents the next essential factor to determine the payout ratio. Anderson et al. (2020) and
Balachandran et al. (2019) argue that companies with a higher insider trading rate have higher payout ratios than
corporations owned by foreign institutions. Tran (2020) says that foreign investments negatively influence the
effectiveness of national organizations on the Vietnamese market. Kim et al. (2017) analysed the same area
classifying individual investors, claiming that active investors directly affect cutting down on reserves and
increasing dividend payouts.

Zainudin et al. (2018) explore relations between stock price volatility and dividend policies of publicly negotiable
companies in Malaysia, declaring the dividend rate reliably predicts the development of a specific stock. Kahle
and Stulz (2017) spotted a rapid growth in publicly negotiable corporations on the American market within the
last decade, while dividend payouts reached record values. The authors explain the trend by growing fusions,
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globalization and technological changes. Herwartz et al. (2016) present consumption growth volatility as one of
the determinants long-term influencing the dividend rate.

Koussis and Makrominas (2019) examine differences between the dividend payout ratio in the US and European
banks, emphasizing the importance of the risk assessment and different regulatory environment. Farooq and
Ahmed (2019) reveal that the presidential election period has a deep impact on the American market when
companies pay increased dividends contrary to common seasons. The next hypothesis aims at the influence of re-
investment dividend schemes in publicly negotiable corporations, analysed by Bond et al. (2019), suggesting that
enterprises re-investing dividends rely less on external funding, which at the same time leads to more aggressive
investments, contrary to firms paying only financial dividends.

The dividend rate and the related corporate strategy comprise a composition criterion within the evaluation index
of company performance using logistic regression (Mun and Jang, 2019; Huang and Zheng, 2017). Geyer-
Klingberg et al. (2019) apply the dividend rate, capital costs, debt ratio and interest coverage rate to explore the
heterogeneity of determinants of corporate security by meta-regression analysis. Charles, et al. (2017) focus on
the effectiveness of ratio predictors such as dividend yield, dividend-price ratio and payout ratio examined on the
sample of sixteen Asian-Pacific and twentyone European stock markets, concluding that however high effect their
application has, their ability to predict is fairly weak. Badruzaman and Kusmayadia (2017) deal with the
correlation between the payout ratio and stock prices of publicly negotiable companies, finding a direct
connection between both indicators on the Indonesian market. Ernayan et al. (2017) conducted multiple
regression analysis of the investment return relating to the payout ratio in the same region, revealing a profound
impact on the first indicator. Evaton and Paye (2017) compare the performance of predicting the investment
return on shares and alternative incomes, considering the net payout income more precise than a traditional payout
ratio.

In the last decades, utility companies ranked amongst the most stable institutes on financial markets relating to
dividends. This situation, however, has been changing, regarding the pursuit of climatic objectives. In fact,
environmental aspects are gaining in importance (Stefko et al., 2021). A large number of researchers have been
focusing on the impact of strategically cutting emissions on financial results and dividend payouts. Balachadran
and Nguen (2018) argue that what plays an essential role in fixing the dividend payout ratio is the amount of
emitted carbon dioxide, at the same time lowering the value of the financial results, where polluters significantly
reduce the ratio and create more extensive reserves. McLaughlin et al. (2019) indicate the same problem,
considering regulatory measures a principal cause of system changes in funding utility corporations in Great
Britain. Wu and Kung (2020) examine lower competitiveness of utility firms focused on emission-free
technologies, calling for regulatory taxation on emission machinery.

Rose and Wei (2020) evaluate the economic impacts of the Property Assessed Clean Energy (PACE) in
California, exploring ecological contributions and impacts of imposed measures in terms of increased risks for the
involved. Barroco and Herrera (2019) present the paradox in state-promoted investments in renewable resources
in the Philippines widely used by capitalized investors (utility companies), resulting in full ownership of the
utility infrastructure rather than small investors sharing the property of renewable resources.

Innovations play an important role in economic life (Gavurova et al., 2021a; Gavurova et al., 2021b), and Liideke-
Freund presents business models for sustainable innovations (BMfSI) for sustainable energetics. Liu et al. (2019)
emphasize the influence of regulatory models and programme support systems on reducing emissions in
individual countries, arguing that occasional costs of the loss of earnings are in direct conflict with long-term
environmental goals. McInerney and Bunn (2019) analyse investments in renewable and low-carbon resources by
classifying utility investors, suggesting other fiscal or tax measures to make this sector more attractive, so far
considered by investors as strongly dependent on political-economic decisions.
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Stede (2017) further confirms this fact by evaluating the effectiveness of stimulation-restrictive measures in Italy
leading to an increase in utility and protection of the environment. He declares that there is no direct correlation
between government or European encouragement and funding of utility or distribution companies. Gallego-
Alvarez et al. (2017) prove by linear-regression models that corporations gradually devise their strategies to be
more compatible, showing social and institutional characteristics.

Li et al. (2019) reveal indirect correlation through political resources in Chinese utility enterprises, demonstrating
that the stronger the political relations are, the closer the connections between political contacts and corporate
performance appear. Shi (2019) uses a model of investment expectations in utility organizations within the same
region to measure excessive investments and free cash flow.

Nylund et al. (2019) focus on internal and external funding of utility companies, claiming that external financing
in the form of increased debt burden discourages them from innovating. Lambrecht and Myers (2017) indicate a
strong aversion to taking risks and security and limited use of a tax shield, capital accumulation and other
negative influences on a dynamic model of a utility corporation, considering the corporate strategic management
as the crucial factor. Von Eije et al. (2017) work on the theory of Lambrecht-Myers, demonstrating regional
differences where Latin American companies adjust payout ratios faster than their US counterparts. Straehl and
Ibbotson (2018) reveal a remarkable correlation between GNP growth and the total payout per share (cleaned by
the decline in shares from buyback), arguing that the cyclically adjusted total yield (CATY) predicts a change in
the expected income, as in the cyclically adjusted price-earnings ratio (CAPE). Ning and Sobel (2018) deal with
the connection between the market volatility and dividend rates, maintaining that growing endogenous values of
capacities and cash coincide with the increased insecurity of the development, to which companies respond by
reducing payout ratios.

Biasin et al. (2019) point out an apparent paradox phenomenon of increasing the value in companies including the
earning payout in the form of investments in programmes of corporate social responsibility in terms of reviewing
the company performance discussing yields on model portfolios in the sample of 50 enterprises listed on stock
markets. Hsu (2018) analyses the same area, claiming that CSR (Corporate Social Responsibility) presents a
functional predictor for determining the company life-cycle and, apart from other, earning management. Amor-
Esteban et al. (2020) examine the same sector in the area of energy companies on the example of Norsk Hydro
Company, accurately assessing effects of imposed measures throughout the scope of entrepreneurship by an index
of corporations using CUR matrix.

CEZ Company provides a striking example of insider trading by an option programme for the top management
available in the organization until 2019. Oded (2019) explores this area by presenting a reusable predictive model
focusing on the influence of insider trading. He suggests using programmes implemented via the free market,
warning about the risk of the excessively strong motivation of involved employees and related negative outcomes
such as considerably low investment rates.

The dividend payout policy is a very complex issue leading to various theories explaining the payout ratio by
different variables. The most frequently confirmed theories are the dividend payout ratio being dependent on the
earning rate of the company, accepting the opinion that the company net income ranks amongst the main reasons
to change dividends. We monitor this connection in the further steps of the specific enterprise, subsequently
suggesting results for the whole segment.
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3. Data and Methodology

To examine the relation between profitability and payout ratio, the data obtained in the last 11 years (between
2008 and 2018) from CEZ was used. This Czech company is active in the generation of electrical energy. Its main
activity is selling electricity and providing related services. The company is dependent on the prices of electricity.
If the price decreases, the earning decreases as well. Further information is available on the CEZ web sites.

Table 1 provides information on the individual years with selected data that affects the following analysis. The
data is extracted from annual reports of the given period.

Table 1. Selected data of CEZ company (2008-2018)

Net profit after taxation Dividends declared Number of shares Market price of share
(CZK million) (CZK million) (millions of pieces) (in CZK/share)
2008 47,351 21,300.0 538 784.8
2009 51,855 26,700.0 538 864.0
2010 46,941 28,300.0 538 783.0
2011 40,753 26,700.0 538 786.0
2012 40,153 24,000.0 538 680.0
2013 35,207 21,400.0 538 517.0
2014 22,432 21,400.0 538 591.0
2015 20,547 21,400.0 538 4443
2016 14,575 21,519.6 538 430.0
2017 18,959 17,753.7 538 496.5
2018 10,500 17,753.7 538 535.0

Source: Compiled by authors with data from www.cez.cz

Based on the data, an analysis of payout ratio will be carried out. According to Vochozka (2011), these are capital
market indicators, which are of special importance for investors. This is supported by Rizickova (2019) claiming
that these indicators are important for the following calculation, not only for the investors but also for the
company itself. For the calculation of payout ratio (PR), further data is necessary, in particular the indicators of
EPS and DPS. The definitions of these indicators have been modified and interpreted by the authors mentioned

above.

EPS, which refers to earn per share, represents net profit per share. It is calculated as a net earning after taxation
(Z) divided by the number of shares (ga). It thus indicates the earning per one share. The formula is as follows:

EPS=Z/qa (D)
DPS (dividend per share) is another indicator. It represents a given dividend per one share. It is calculated as the
company’s declared dividends from net profit (D) divided by the number of shares (ga). The formula is as
follows:

DPS=D/qa 2)
The ratio of the above indicators EPS and DPS is used for the calculation of the payout ratio (PR) using the

formula below. This indicator is expressed in percentage and indicates the percentage from the net earning that
was divided between shareholders in the form of dividends:
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)
D Z DPS

= — ¥ —=—
ga qa EPS

PR =

B8 1o

Another calculation using payback ratio (PB) indicates the percentage reinvested back into a company. The
calculation is carried out by subtracting the payout ratio 1:

PB=1-PR “4)

PR and PB indicators are thus closely related, one of them expressing the share of earnings after taxation paid to
shareholders, while the other expressing the share used for company’s reinvestments. An important fact is that the
sum of both indicators must be equal to 1:

PR+PB=1 (5)

Another important indicator is dividend cover (DC). This indicator shows how many times the divided is covered
by attributed earnings, thus indicating the use of the earning for other purposes. The calculation of DC is very
simple, as it refers to the inverse value of the indicator PR, i.c.:

DC = EPS / DPS (6)

To determine the return on investment and its profitability, the ratio indicator ensures the price earnings ratio
(P/E). Its value is determined by the ratio of two variables, market share price (7a), which appears in the
statements as the price of the share at the end of the year. This share price (7a) is then divided by the
aforementioned earning per share (EPS):

P/E=Ta/EPS (7)

The above formulas help to analyse the situation of share indicators in the company. This indicates the real
situation of the company, that is, the share of the economic earning (net profit) that is allocated to dividends and
the share that is used for reinvestments in the company. Using these results, it is possible to obtain further
information, e.g. on how the market perceives the prospects of the company on the basis of the earnings. The
indicators also enable to determine the development of the dividend depending on the earning for the recent years.
The analysis results will be presented by means of a table and figures and interpreted subsequently. It is clear that
a shareholder’s view is not sufficient. It is necessary to connect the management, with the shareholders, who
require the highest amount of dividends possible. Therefore, it is necessary to find the optimum. Using the results
obtained, it needs to be assessed whether the company divides the payout ratio well or not on the basis of the
earning. There must not be loss on the side of the management nor on the other side — shareholders. For the proper
evaluation of both parties, correlation analysis will be used.

Using correlation 7 it is possible to identify and prove the mutual dependence of two variables. According to

Momber et al. (2017) it is so-called Pearson correlation coefficient, defined as a quotient of covariance (cov) and a
product of standard deviations (o):
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cov (X,y) (8)
B Ux*UY
In further detail:
2 (%) (v V) )

JZ (-%)** Xy, ¥)°

It is an expression of the strength of the relationship between two variables, in this case, the retained earnings
from the previous year and the earnings in the current year. The strength of the relationship can take values
between — 1 and +1. The closer it is to one of the above values, the strong the linear correlation is.

It is generally acknowledged that there are various levels of the correlation strength, as Momber believes. Fu also
mentions the levels of correlation with various values (Fu et al., 2020) When searching for these levels, it is
necessary to divide the values of correlation and to determine its limit values. By connecting the limits determined
by Momber et al. (2017) and Fu et al. (2020), four basic types of correlation level are achieved, which can be
described verbally (see Table 2).

Table 2. Values of correlation “r

Weak correlation r<0.39
Moderate correlation r=0.40-0.69
Strong correlation r=10.70-0.90

Very strong correlation r>0.90

Source: Authors

This analysis enables to assess the relationship between the retained earnings of the previous year and the
earnings in the current year. In conclusion, it is possible to identify whether the ratio is adequate or not, and to
propose changes a company in such a situation shall adopt. Considering the results of the correlation analysis,
recommendations for the whole segment can be made, specifically the recommendation on how to determine the
payout ratio in other companies.

4. Results and Discussion
In order to examine the relationship of the indicators, the analysis of a given company’s annual statements needs
to be carried out. From the statements, the data for the years 2008-2019 will be extracted to analyse the effect on

the payout ratio and others. Table 3 shows the calculated values of the ratio indicators in order to determine the
overall situation of a company to analyse the payout ratio influenced by earnings.
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Table 3. Ratio indicators

EPS (CZK/share) DPS (CZK/share) PR (%) | PB (%) DC (%) P/E
2008 88.0 40 45.46 54.54 220.00 8.92
2009 96.4 50 51.87 48.13 192.80 8.96
2010 87.3 53 60.71 39.29 164.72 8.97
2011 75.7 50 66.05 33.95 151.40 10.38
2012 74.6 45 60.32 39.68 165.78 9.12
2013 654 40 61.16 38.84 163.50 7.91
2014 41.7 40 95.92 4.08 104.25 14.17
2015 38.2 40 104.71 -4.71 95.50 11.63
2016 27.1 40 147.60 -47.60 67.75 15.87
2017 352 33 93.75 6.25 106.67 14.11
2018 19.5 33 169.23 -69.23 59.09 27.44

Source: Authors

It follows from the table that EPS (earnings per share) decreases in the last years due to the decrease in the overall
company earnings.

The development of the dividends paid as a function of earnings for the last 11 years seems to be stable, which is
confirmed by the general evaluation of energy companies in terms of dividends as one of stable sectors (Romero,
2017).

However, there was a significant decrease in the last two years, which can be disturbing for investors. The
payment of DPS in 2018 was CZK 33/share from the 2017 earnings, which is 169.23% of the profit per share,
which was CZK 19.5. The situation was the same in 2016, when the profit per share was CZK 35.2. Figure 1
shows the declining trend of the dividends paid. The reason for this unfavourable development is the prices on the
energy stock exchange. These are the prices of electricity CEZ profitability depends on.
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a0 — - ==
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Figure 1. Development of CEZ dividend (in CZK)

Source: Authors

A company’s payout ratio (PR) is a method to measure the sustainability of the dividend flow. A lower ratio
indicates sustaining more of its income for reinvestment and growth of the company, while a higher PR, in the
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case of paying more than 100%, means paying the dividends exceeding the company’s net income. The company
thus draws from the retained earnings from the past years to pay out higher dividends. In recent years, CEZ has
been implementing a dividend policy, where the payout ratio has been temporarily expanded compared to the past
years. This was also the reason for paying higher dividends to the investors and for the reduction of reinvestments
in the company. This situation, when more money is paid than received does not seem to be sustainable in the
long run, which is also evident from the correlation with the general trend, when energy companies in many
European countries adapt their business models to the changes of the market conditions (Salm and Wiistenhagen,
2018). On the other hand, the company shows relatively low level of indebtedness and makes profit from advance
sale of key commodities in the medium term. Another factor distinguishing CEZ from the other companies
operating in the energy market is a complex supply and demand vertical and relatively invested wide portfolio of
production resources, where nuclear power plants play a major role. These appear to be a key price stabilization
factor even to the value of the company’s shares. According to Jiménez-Rodriguez (2019) in Europe, there is a
clear relationship between the price of emission allowances and the price of large energy companies” shares,
where emission-free resources significantly increase the value of the company.

On the basis of the monitored payback ratio (PB), it can be concluded that the reinvestments in the company have
been reduced significantly in the last 5 years.

The company’s prospects using the market price ratio indicator P/E can be formulated as positive. This indicator
is influenced by share price and the profit. In the current monitored situation, the P/E value rises. Generally, it is
believed that the higher the value of P/E indicator, the more positive the evaluation. However, in the last year, the
value significantly exceeded 15. Why 15? In the case of investments, it is generally recommended to buys shares
with the P/E lower than 15; it is a long-term average of the P/E index S&P 500. It means that on average, a
company with this index has 15 times higher value to the profit per share. For example, in the initial year of the
research (in 2008), the company had a P/E of 8.92. This means that the buyers are willing to pay almost 9 times
higher price for a share than the yearly profit is. Furthermore, this value can be seen as a return on investment; in
this case, the investment will return in less than 9 years.

In the current situation, when the world is dominated by chaos and panic from the spread of COVID-19, the
development of the financial market seems unclear. Due to the declaration of the state of emergency in the Czech
Republic on 12 March 2020, Prague Stock Market weakened. There was noted the biggest drop since the
economic crisis in 2008. According to the Czech Press Agency (CPA), almost all issues of Prague Stock
Exchange fell into the red. This applies also to the shares of the energy company CEZ, which fell by 11.27% in
one day. The price at the end of the previous day was CZK 420.40, while on the following day, on 12 March, it
was CZK 373. Here can be seen a specific decrease by 11.27%. According to CPA, it has been the biggest
decrease in CEZ share prices in the last 4 years. Given the situation, the development of CEZ share prices
improves and starts to achieve the original values. However, it is premature to expect further positive
development of the market, as the situation remains unclear.

Table 4 shows the relationship between the retained earnings of the previous year and the net profit in the current

year. On the basis of the results achieved by means of correlation analysis, it can be determined whether an
adequate payout ratio has or has not been set.
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Table 4. Correlation analysis

Year Net pl&%ﬁztl(()fncl;:il;)enl;t year Retained earnings of previous year (CZK million)
2008 47,351 9.951
2009 51,855 20.458
2010 46,941 16.887
2011 40,753 7.836
2012 40,153 13.102
2013 35,207 13.790
2014 22,432 4.828
2015 20,547 0.609334
2016 14,575 6.595
2017 18,959 8.919
2018 10,500 12.648
Correlation coefficient = 0.607218

Source: Authors

The purpose of the correlation analysis is to determine the relationship between the two variables. The values of
the given earnings were used for the determination of the correlation coefficient by means of Pearson formula.
The strength of the relationship (0.607218) can be considered adequate. It is a moderate correlation close to 1 and
thus closer to stronger correlation. The positive linear correlation thus shows moderate to strong relationship
between two variables. The positive value of 0.607218 indicates direct correlation, which means that the values of
the second variable increase with the increase of the values of the first variable.
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Figure 2. Positive correlation

Source: Authors
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It follows from this research that profit influences the payout ratio in a positive way. If the profit increase, the
correlation coefficient will get closer to 1 and thus to almost perfect correlation. This means that the closer the
relationship between the two given variables, the closer the coefficient is to 1. The positive correlation is shown in
Figure 2.

Conclusions

CEZ is the biggest player in the market, with good economic results, stable, expanding to Europe. Czech market
is open and anyone can choose; it can be said that this company is a leader in its segment. As all industries, the
energy sector has also been affected by economic and financial crisis since 2008. However, its effect did not
affected CEZ significantly, since it showed high earnings even during this crisis. CEZ owes its success to a good
business policy. It sells a substantial part of its electricity production to trading companies for 2 years in advance.
The permanently good economic results allow CEZ to improve its dividend policy. Compared to previous years,
when the payout ratio was 50-60%, the company has reached a new payout limit since 2017, which was 60-100%
of the net profit. According to CEZ’s semi-annual report, a further adjustment of the payout ratio is planned for
2019. The adjustment will consist in increasing the lower limit of the payout ratio interval, the new ratio reaching
80-100% of the net profit. The main reason is the change in the strategy of the business concept and the
assumption of the non-existence of the investments in renewable resources abroad. After five years of a steady
economic decline, a radical change is expected for the year 2019. Thanks to better financial results and prospects
for the future, better conditions for dividend payment are being created. The main reason for these results will be
the rising prices of electricity the company ensures by pre-selling a part of electricity for 2 years in advance. CEZ
has and in the coming years will have better conditions for the payment of the 2019 dividend than it had in the
period of 2016-2018. Thanks to pre-selling its product, even the COVID-19 crisis will not affect it significantly.
Although the share prices fell to the minimum in the last 4 years during the declared state of emergency, they are
currently rising back to their previous or even higher value.

The objective of this article was to analyse the development of payout ratio and its determination on the basis of
the given development of the company’s earnings. This objective was achieved. By means of examining the
relationship of the given indicators and their subsequent analysis, the actual situation of the company, the
distribution of a part of the earnings, and the prospects of the company in the market were identified on the basis
of the earnings of the company. For a complex determination of whether the payout ratio is or is not adequate,
correlation analysis was used, specifically, Pearson correlation coefficient, which ensured the adequate strength of
the relationship, thus confirming its correct level. On this basis, it was possible to conclude that the profit has a
positive effect on payout ratio. This applies to energy companies only. A prerequisite for the application of this
model is the existence of the linear relationship and dependence of two variables, which refers to the profits in the
given dividend policy in this case.

Adequate payout ratio requires the existence of the correlation coefficient close to 1 and a close relationship
between the variables. This ensures that the values of one variable rise or decline depending on the other variable.

In statistics, it is not possible to rely on one calculation only. For further determination of the payout ratio, other
scientific and statistical methods can be used. Pearson correlation coefficient would be complemented by the
confidence interval, which would provide the information on the variability of this estimate. This way it would be
possible to further construct a confidence interval or test zero hypotheses. The sample data range should be
sufficient in size for statistical methods. In addition to statistics, it is also necessary to include the knowledge of
this issue in the resulting interpretation, so that it is possible to connect the results with the practical part of the
context.
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