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ABSTRACT

The successful nanagenent of any busi ness enterprise depends on
the ability to recogni ze the inter-dependence of the operating and
capital elenents of the business structure, and to achi eve a bal anced
financial control of the operations. To reach this point, there nust
be, first, the role of financial nanagenent and the nature of invested
capital nust be fully understood by those having the authority for
deci si on naki ng; secondly, the cost of capital enployed in the
busi ness nust be defined and translated into sone specific objectives
for profits that will provide an adequate return on invested capital;
thirdly, operating targets nust be established for the nanagenent of
capital turn-over and for the nmanagenent of profit rates that wll

support these basic objectives.

To be able to maintain an orderly bal ance between these several
el ements, nanagenent nust clearly identify the inter-relationship
between capital and profit, and nust devel op an operating plan whi ch
fully recogni zes the inter-dependence of the operating decisions
t hensel ves.

Thi s study examnes financial managenent practices in nanufactur-
ing industries in Benue Sate wth special focus on New N geria Ti nber
Conpany. F nancial managenent is being seen as the crucial factor in
the growth and devel opnent of industries.

An attenpt has, however, been nade to:

(i) reviewthe types of nmanagenent, objectives, and the

i npact of financial nanagenent;
(ii) define the relevant environnents and suggest various

approaches to eval uate corporate financial nanagenent and;



(iii) discuss sone quantitative techniques applicable to
financial nanagenent practices.

FH nanci al nmanagenent has been observed as an inportant aspect
of corporate nmanagenent. This is as a result of significant role
financial nanagenent plays in the determnation of success or
failure of any industry.

In this study, adequate descriptions of what approaches, nethods
and techniques are available in establishing sound financial
nanagenent have been given. The nethods di scussed do not apply to
only one firm Definiately, the findings of the study wll enhance
not only NNTC but any simlar industry operating wth the sane
conditions; for, results have given an insight on how, when and why
to control financial resources for effective, efficient and
satisfactory managenent. It shoul d, however, be noted that a
conbi nation of approaches are often the nost appropriate approach

which can lead to successful financial nanagenent.
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1.0

CHAPTER 1

INTRODUCTION

INTRODUCT ION :

Recent experience with Nigeria's Public Sector finances
throws light on the importance of financial management.
Financial management involves the efficient mobilisation of
scarce financial resources, the judicious investment of such
resources and the ultimate return of the financial resources
to the financial sources, As Horn (19??)1 aptly puts it, the
major financial decisions are the financing, 1nvestmnn£ and
dividend decisions. These decisions relate to the mobilisation
of financial resources, the investment of such resources and
the return of the finances to the financing sources., Following
the discovery and exports of large volumes of crude oil, Nigeria
recorded a rapid growth in per capita gross domestic product
(GDP) in the 1970s (Kochav, et al, (19?&)2. The money realized
from the rapid growth of the GDP in the 19708 was not properly
utilized.

In the 1970s, during the "oil boom" period, the country
embarked on the development of heavy industries and projects
without the capability to run and maintain them. Some projects
undertaken as a result of the "oil boom" include: multi-million
naira River Basin Development Autheorities, the pulp and paper
projects, vehicle assemblies, petroleum refineries, stecl
rolling mills and iron and steel plants. Furthermore, there

was heavy dependence on imported goods ranging from latest



models of the most expensive vehicles, electronics, food items,
saw dust items and at times even paying for sheer nothing
(Ayagi, 1988)3. In addition to this, Nigerians during this
period, imported into the Country containers of lipstick, tooth
pick, spaghetli, macaroni to mention but a few. This was how the
scarce financial resources earned during the "oil boom" was spent.

Nigeria started to face economic recession towards the tail
end of the 19708 due to the cut back in the world oil glut. At
this time, there was drastic reduction in the revenue realized
from the sale of crude o0il, and Nigeria could no leonger afford
to settle her ever-increasing import bills. The variables that
influence the business cycles are some times beyond our control,
such as oil glut, careful management of the country's financial
resources could have reduced the hardships experienced during
the recession (0Osuagwu, 1935)“. The consequences of in effective
financial management can be seen in our inability to settle our
import bills without resorting to borrowing from the World Bank
and other financial institutions abroad (Kwanshie, 1987]5. As
at the e;d of December, 1988, Nigeria was indebted to these
financial institutions to the tune of N100 billion, whereas we
could have avoided this, if we were to efficiently and
judiciously utilize the financial resources at our disposal
during the voil boom" era (Ayagqi, 1988)6-

The lesson we have learnt from this experience is that an
effective management of financial resources is equally

important, if not more importsnt than the mere possession of



the resources. This applies to both the public and private
sectors of the economy. Furthermore, we have learnt from the
"oil boom" itself that the management of financial resources
is a much bigger problem than the mere possession of these
resources.

If industries are provided with financial resources for
expansion and development without, at the same time, having
access to assistance in using this newly-avajilable financial
resources rationally and efficiently, the availablility of

finance may be ineffective, if not counter=-productive.

1.2 STATEMENT OF THE PROBLEM:

Lack of finance and mismanagement of financial resources
has seriously affected the development of industries in Benue
State, and Nigeria ( Sullivan and lkpeze, 1980)7. The develop=-
ment of industries is not so much a question of absolute amount
of financial resources employed as of the degree of effectiveness
and efficiency with which the resources are employed (Kalu,
1986)8. Financial resources are very scarce. OUne would have
expected that scarce resources be properly managed to the best
interest of the industries, but there seems to be no efficient
or prudent management of financial resources at the disposal of
industrialists.

This study will endeavour to find out the extent to which
mismanagement of financial resources hinders the development of
industries in Benue State. This study also proposes to
investigate the means by which industrial contribution to overall

development of the State could be improved. Specifically, we
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propose to study financial management of NNTC with a view to
delineating the importance of the management of financial
resources as a means of raising or improving the growth and

development of industries in Benue State.

RELEVANCE:

The aspiration for economic development cannot be attained
without industrial progress (Osara, 1985)9. Indeed, the
development of industries is a sine-qua-non to the overall
development of Benue State. In Benue State, the industrial
sector has been deficient in terms of rapid development as a
result of mismanagement of scarce financial resources.

To achieve the desired goal of developing the State
economically, the management of scarce financial resources has
been seen as very crucial. As a result of this, a detailed
analysis of the impact of financial management practices in the
development of industries is worth undertaking.

This study will be relevant in that it will determine
whether a relationship exists between financial management
and the development of industries., Secondly, this empirical
study will help industries in proper utilization of scarce
financial resources. Thirdly, it will provide the rationale
for initiation of programmes designed to aid firms in their
effective financial management for the sole purpose of.
improving their performances. It is in the realization of the
fact that development in the modern world is invariably tied

with industrialization that this research is geared towards
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improving the management of scarce financial rescurces with the
sole aim of ensuring that industries - particularly mamfacturing
industries grow and develop to their fullest potential. The
growth and development of industiries is a catalyst to the
general growth and development of the State,

ORJECTIVES OF THE STUDY:

The main objective of fhis regearch is to attempt te sugqest
that if there is efficient and prudent financial management by
industrial m#ﬁagers; it will go along way in improving rapid
development of industries in Benue State,

Baged on this aim, the gbjectives of this study are ta:

(i) ¢Mpirically analyze the utilizetion of financial

resources available to New Nigeria Timber Companyj

(ii) infer from the case study the consequences of

ineffective utilization of financial resources
and ita interplay on the performance of industriems
in Benue State;

{iii)} propose on the bgsis of findinga from this case
study, general guidelines which may be neceasary
for Benue State Government, as well as other
industrialists to follow while setting up, running

and maintaining industries.
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HYPOTHESIS :
Non=-efficient financial management will lead to failure of

industries.

SCOPE OF THE STUDY:

This study covers the analysis of the impact of financial
management practices in manufacturing industries in Benue State
with particular focus on NNTC. The study also covers the period
between 1985 - 1989, The study could not cover the pre-1985
period because data relevant to the study were not consistently
avajlable., Availability of data thus becomes the essential
determinant of the period covered by the study. Furthermore,
between 1980 and 1984 there were incessant strikes by workers.
For example, in 1982 and 1984 the workers were on strike for
five ' months and nine months respectively., Temporary stoppages,
shortages, market shifts affect the operating ratios which we
will use to analyze our data, As a result of this, the years
where stoppages were more than four months were discarded in
the analysis. However, in view of the fact that industries in
Benue State faced acute shortage of finances during the late
19808, we believe that a larger portion of the period of
financial hardship in the manufacturing industry has been
covered., It is expected that this period of tight money supply
and credit restrictions will require prudent and efficient
financial management. We, therefore, hope that useful and

reliable conclusions can be drawn from-the issues discussed.
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SOURCES OF DATA:

This is an empirical study (research) attempting to examine
various issues relating to the impact of financial management
practices of NNTC, Okura-lafia, Since it is intended to be a
case study, information necessary for the research work will be
gathered as follows:
(i) the Company's annual reports for 1985 - 1989;
(ii) the Company's balance sheets for 1985-1989;
(iii) the Company's profit and loss accounts for 1985-1989;
(iv) the Company's organizational chart;

(v) functions of the General Manager;

(vi) functions of other Managers.

In addition, interviews were conducted with the General
Manager, other Senior Management officials as well as the
officials of National Union of Wood Workers of the Company to
supplement the other documents listed above.

The research data were also collected from the following
sources:

(i) Penue State investment Companysj

(ii) Benue State Ministry of Commerce and Industry;

(iii) DPenue State Ministry of Finance and Economic Planning;

(iv) Federal Office of Statistics, Makurdi.

CONSTRAINTS OF THE STUDY:

Non-availability of enough data as many industries are

usually resentful to studies of their financial management.
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1e9.1

i1.9.2

1.9.]

1.9‘&

1.9.5

NNTC does not regularly publish its finencial statements as

_done by soma other orpanizations,

In addition, there is finance and time constraints.
In spite of these constraints, we will endeavour to
make use of available figures which will hopefully produce

useful results,

ORGANIZATION OF WORK:

Chapter One of the work will be on géneral introduction,
statement of the problem, relevance, objectives, hypotheses
and scope of the study.

Chapter Two will dwell on the review of related.
literature,

In chapter three, formation, ownership and operations
of NNTC will be discussed. We will also evaluate the
performance-of NNTC. Finsncial management techniques ~
capital, inventories, cash flow, profits, dividends -
will be discussed in detail,

Ratio analysis will be used to evaluate and analyze

the data collected,

Chapter five will be the findings, conclusions and

recommendations,
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CHAPTER 11

2.0 REVIEW OF LITERATURE:

2.1 MANAGEMENT : WHAT IT IS.

The central core of the management function, which has made it
of great interest to social scientists, is the decision -~ making
behavour. The decision-making behaviour governs the allocation
of scarce resources of a firm. This is why management has
become a special area of interest to economists., Management
facilitates decision-making and forward planning.

M;nagenent is a role - a set of duties, responsibilities
and relationships. This role can be put as planning, organiz-
ing, controlling, investigating, negotiating and co-ordinating
(Dunn, et al, 19?3}1. This has been the tenement under which
management function has been looked upon. Dunn et al (19?3)2
however, omitted motivation in their definition of management.
Infact, most scholars of management like Dejon (19?8)3, Light,
(1957)“, Litterer (19?8]5, failed to include motivation as an
important function of a manager. Motivation is the energising
force that causes employees to behave in certain manner,
positive or negative. If a manager motivates his employees,
he will reeceive co-operation from the workers and eventually,
the attainment of the organization's goals. An effective
manager must draw others out to participate voluntarily in a
common enterprise. Management usually involves getting the
work done through and with the people., Management success is
dependent upon its ability to build a work team and co-ordinate

all the elements of an organization. Motivation, therefore, is
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an important function of a manager.,

Management refers to the functions performed by the
management staff. These functions are:

(i) the undertaking or managing of risk and handling

economic uncertainty;
(ii) planning and innovation;
(iii) co-ordination, administration and control;

(iv) routine supervision (Singh, 1970)6.

When a manager is plamning, he is setting goals, organiz-
ing people, allocating resources and systematising procedures,
When he is co-ordinating, he is turning the various acts and
means to reach the common goal. Furthermore, when the manager
is controlling, he is said to be monitoring utilization of
resources, monitoring progress of work, comparing actual
performances with plan. The result of this comparison should
lead to signalling of errors and deviations. Signalling deviations
may activate the manager to correct the problem (Goodman, 1968)7.

The word "Management" sugqgests the existence of a leader,
Someone whose duty it is to make arrangements for other people
to carry out. Management involves six main activities, namely,
forecasting, planning, organizing, commanding, co-ordinating
and controlling (Light, 195?)8. The need for and the emergence
of management occured when people became inter-dependent and at
the same time could not spontaneously provide the co-ordination
they needed. The major purpose of management is to achieve the
most efficient means of accomplishing the task involved. It

combines the efforts of individuals who are members of an
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organization in a co-ordinated drive to achieve the goals of the
organization (Dejon, 1973]9.

It is important to note, however, that the manager has no
complete control while performing his functions. A manager may
be able to influence a particular subordinate, but have very
little influence over a group of themj he may be trapped that
is he may have not enough authority, and yet too much
responsibility. The materials that he must process in his
section may not be under his control and yet, his boss holds
him responsible for the work and productivity of these
materials. In addition, a manager may have control over the
work methods of people, but little control over the efforts
that people put into these work methods (Massie, et al, 19?3)10.
This shows that the manager's functions consist of controllable

and uncontrollable elements,

TYPES OF MANAGEMENT :

Management is a process by which human and non-human
resources are co-ordinated to achieve a given set of objectives
(Connor, 19?&)11. The principles of management are the same,
irrespective of types of organization or types of management
(Eziengbeaya, 1980}12. Take for example, the president, the
general manager, the foreman and the vice chancellor, are all
managers of their respective organizations. There are four
main types of management in an industrial set-up. These are:

personnel, production, marketing and financial managements.
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PERSONNEL MANAG EMENT 3

The management of an industry or any organization
organizes people and their efforts. The aim of any
organization is to generate effective cooperation among
a group of people towards achieving whatever goals the
organization has. Capital and Machinery are very
important for any industrial set-up, but the human
resources who co-ordinates the other resources and decide
what to produce, when to produce and how to produce, are
the most critical variables in the industrial growth and
development process (Eziengbeaya, 1980)13.

The basic organizational features that help achieve
higher productivity are:

I (i) lines of authority must be clear at all levels.,
The relationship of people in the organizational
ranks must avoid confussion of responsibility
and over=lapping of authority, All authority
is delegated progressively downward from the
highest to the lowest managerial level.
Sufficient authority must remain at the top to
permit effective over all control of the
organizationg

Y(ii) delegation of responsibility must be accompanied
by delegation of commensurate authority;

(iii) the unity of command principle should be

observed, This means that no worker should
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have more than one boss. If an employee is
responsible to more than one manager, he cannot
know where the ultimate authority lies in a given
situation and, hence, satisfactory performance
is virtually impossible to achievej

(iv) reasonable balance should be maintained in the
distribution of activities among various
departments or sections;

(v) the number of persons reporting to a single
executive or supervisor should be related to
the nature of the operations to be managed;

(vi) provisions should be made for organizat{onal
flexibility to permit adjustment to change with
a minimum of disruption (Hart, 1970)1A.

The personnel policy of an organization will, to a large
extent, reflect the over all corporate strategy, since
company policy determines the frame work within which the
whole organization operates (Hunter, 1983)15. Take for
example, if management adopts an autocratic style of
leadership with minimal workers participation, this can
lead to a conflict, militancyand poor overall performance.
On the other hand, a totally democratic style of
leadership in which it is difficult to identify a
management structure may result in lack of discipline, a
feeling of insecurity and doubts about the management's

ability to manage the affairs of the organization,
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An‘effectiva personnel management lies somewhere
between these two extremes and should provide an environ-
ment within which the work force are motivated towards
producing effective effort and co-operation with management.
The Company, on the other hand, should adopt a management
style which to a considerable extent; meets the needs of
the work force. To achieve this, management must be aware
of the legal obligations and social responsibilities in
relation to their effect on safety, health, working
conditions and employee motivation (Hunter, 1933)16-

A successful personnel management requires top
management to control, supervise, delegate and allocate -
responsibilities and to co-ordinate the work of

individuals and groups within the organization (Hart, -

1970) 17,

2.2.2. PRODUCTION MANAGEMENT :

Frﬁduction management is the management of factors
of production, costs of such factors, as well as management
of the best combinations of inputs (factors) to produce
outputs, Production management takes as its starting
point, the study of the entire group of possible factor
combinations that could be used to produce a certain output
within a given state of technology (Koutsoyannis, 1977]18-

The major objective of any industry or firm is to

maximize the difference between revenue and costs., For
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the producer to maximize profits, he has to vary (increase)
the quantity produced since profit, revenue and costs, are
all functions of quantity of goods or services produced.
The aim of the firm - profit maximization - can be achieved
by looking for the cheapest factor or combine the factors
in such away of getting the best result (output).

The production manager can do three things to maximize
profit: the first is to maximize revenue subject to costs;
secondly, profit can be maximized if cost is minimized
subject to revenuej thirdly, by expansion of scale of
production. To be effective, production management must
manipulate available resources in such away that the

productivity of the enterprise is maximized (Hunter, 1983]19-

242.3 MARKETING MANAGEMIENT :

The purpose of marketing management is to ensure
continuous growth and profitability of the industry.
Marketing management is mainly concerned with the develop-
ment, financing, promoting and distributing goods and
services to groups of consumers or clients so as to earn
more profits (Esemuede, 1986)20.

Products, like human beinqs, also have their life
span. They pass through several stages and they eventually
die. Beginning with their birth (introduction stage), they
grow, mature and then fall out of the scene. By the time
a product gets to maturity stage, the firm, though still

enjoying increased volume of sales, it incurs a lot of costs,
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This is so because the firm has to "step up" its
advertising campaign, expands its distribution netruorks,
recruit more experienced sales people, offer better
customer services, and spend more on quality control in
order to survive various threats posed by its competitors,
At this stage, the profit level will reach the peak and then
drop, because of high expenditure on promotional efforts

to sustain the products position against the competitors

21 & 22

-

(Olaniyi, 1986; Segun, 1986)

Setting and maintaining a price structure is another
important aspect of marketing managment. The marketing
manager has to develop and implement a pricing strategy
‘that meets the needs of his industry at certain points in
time., The basic pricing mix are costs, profits - demand
and competition. The optimum mix of these ingredients
varies according to the nature of product, service, markets

2
and corporate objectives (Olanivi, 1986) 3.

PRODUCT LIFE CYCLE:

Sales Figure 2:1
N
Introduction Growth| Maturity| Decline
Stage %
4] Time

Source: Business Times, Monday, Nov. 24, 1986, Pr. 8.
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Figure 2:1 shows the expected demand over the life cycle
of a product., Right from introduction stages,
the demand rises up to growth stage and maturity.
At the age of maturity, the demand becomes

slugaoish and finally declines.

FINANCIAL MANAGEMENT :

Policy is the foundation of management (Maitin, 1982]2ﬁ.
Financial management, therefore, is the task of formulating
and execution of suitable financial policies in the interest
of the industry. The major objective of such policies is
to plan, co-ordinate and control those activities of the
industry, which are responsible for efficient administration
of resources.,

Finance is the heart and the engine of any businecss
(Onoh, 1983)25- The most important aspect of business
management is financial management. This is not to say
that other managers are irrelevant, but it is true to say
that most decisions in modern management of industries are
financial decisions, hence the importance of financial
management in an industry., The success of an industry
largely depends on the effective financial management
(onoh, 1983)%°.

Financial management involves the procurement and
handling of funds in such away as to maximize the value of
the firm to its share holders. BRasically, the financial

manager strives to find an optimal combination of three
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interrelated decisions: first is the investment decisionj
second, is the financing decision and third, is the dividend
decision (Ebong, 1983, Horne, 1977)27 - 28.

Financial managers should manage invested capital.
In its broadest sense, the management of invested capital
will be seen as the management of profit, since profit
itself must be defined as an adequate return on capital
employed., Furthermore, the financial manager must under-
stand the legal environment in which his business functions.
Otherwise, management decisions may be ineffective, if not
entirely self-defeating. The understanding of the legal
forms of business and tax legistation are crucial to the

financial manager as they affect firm's financial

decisionu.

THE ROLE OF FINANCIAL MANAGEMENT :

It is obvious that technology has no value unless it can
produce; production is worthless unless it can be sold, sales
are of little importance unless they are profitable (Symonds,
1978)29. The role of financial management, therefore, is to
unify these objectives and to give a common ground and a common
purpose to each of these separate functions.

The management of capital fulfils the basic role of
financial management. The management of capital will involve
the management of profit, and profit management in turn,

requires an evaluation of the amount of.profit needed to pay for



2.4

20

the cost of capital, It leads, in short, to the management of
the rate of return on invested capital (Symonds, 1978)30.

In the past, financial management was mainly concerned
with the keeping of accurate financial records, preparing of

business reports, management of firm's cash position and

providing funds for the settlement of bills. In the event of

insufficient liquidity, the financial manager procured additional

funds on either short, medium, or long-term loan basis (Martin,
et al, 19?9)31.

As from the mid - 19508, the role of financial management
underwent drastic changes. During this period, capital
budgeting became the major topic in finance. 1In effect, the
field of financial management changed from the descriptive
discipline dealing primarily with raising of capital, regula-
tions, keeping of accurate financial records to a more
encompassing one dealing with all aspects of acquiring ;nd
efficiently utilising these funds, As of today, increased
inflationary worries, the measurement of return on capital,

are constantly reshaping financial thought and management.

OBJECTIVES OF FINANCIAL MANAGEMENT:

There are many interests represented in a company and
each interest depends on the political system, the attitudes
of the society at a particular time, and the bargaining power
of these interests at the time. A company is both part of a
system and a system in itself. The larger system, the society

in which it operates, will both affect its objectives and
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influence its results. Within the Company itself, there will be
individuals and groups whose own objectives deviate to a greater
or lesser extent from those of the Company.

There are, however, two principal ways in which the financial
objectives of the firm have been viewed (Franks and Broyles,
1979)32. First, the traditional view is that the objective of
management is to maximize profits. This is usually practiced
in terms of accounting profits. At rates of return below
opportunity cost of capital, a business enterprise cannot
attract external capital neither can it justify the retention
of internally generated fund, to finance investments, A
business enterprise must, therefore, earn enough profit to
cover its costs of capital or it will face the risk of
extinction. The desirability of any investment depends on
its profitability (internal rate of return). No business
enterprise can survive and stay alive if it cannot attain a
level of profitability that at least can cover its cost of
capital (Iyiegbuniwe, 1986)33. This is what classical economic
theory suggest by its notion of '"nmormal profit" defined as the
excess of revenue over and above all costs of doing busiress,
including the opportinity cost of capital,

Secondly, increased inflation and new theoretical
developments have contributed to reshape financial thought.

The goal of the firm was re-examined and the commonly accepted

qgoal of profit maximization was rejected because it does not
[

deal adequately with uncertainty and time, The goal of
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maximization of share holder's wealth was then suggested and
accepted as the proper goal for the firm, because it adequately
deals with all complexities of reality (Martin, et al, 1979)34.
The wealth maximization goal encourages the assessment of all
future benefits that are expected to arise from an investment
and provides a means of giving appropriate weights to futures
benefits depending upon when they are expected to occur (Franks
and Broyles, 19?9)35-

There are many constraints on these objectives =~ profit
maximization or wealth maximization. These include the
employees' interest, that of the manager, as well as the
interest of the society and the government. One way to look
at the objectives of Companies would be to say, therefore, that
it should seek to maximize the shareholder's wealth, subject
to a growing number of constraints (Symonds, 19?3)36. All
these constraints notwithstanding, the maximization of share-
holders wealth is very important, because investors can move
their funds from Company to Company, influenced by the returns
jthey expect. Naturally, investors move their funds to where
ithev expect the highest returns.

Finally, in recent years, Government have become important
providers of finance to industries. The main interest of
Government in establishing such industries is to achieve
certain objectives in the national interest. Such obje:tives
are high level of employment and a sound balance of payment
position or to reduce import dependence among others (Samuels

and Wilkes, 1930337.
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THE IMPACT OF FINANCIAL MANAGEMENT:

Profit maximization is the traditional objective of
financial management of any industry. A much more acceptable
objective of financial management presently is the maximization
of shareholder's wealth. An efficient financial management
will enhance profit maximization or the maximization of the
shareholder's wealth, while inefficient financial management
will lead to unrealization of any of these objectives, The
impact of financial management, therefore, is to enable the
industry to grow and develop continuously.

The successful financial management of any business
enterprise will depend on the ability to recognize the
interdependence of the operating and capital elements of the
business structure and to achieve a balanced financial control
of operations. Capital invested into any business requires
profit. From the inception of the business, the acceptance
of capital funds from the investor places upon management a
requirement to earn a profit that will justify the risk to

which the capital has been put., Since the need for capital

| will continue throughout the life of the business enterprise

t'+ profit demand will be a continuing requirement which must
become the primary goal of operating management.

The achievement of the first goal - earning of profit
sufficient to justify the use of capital employed will then
generate additional funds, part of which may be returned to

the investor in the form of dividends., The bulk of the net
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earnings are usually retained in the business to finance
further growth and development. These retained earnings are
infact, additional capital, and successive increments of new
capital will continue to be generated as long as the
operations continue to be profitable,

The initial capital has now been increased by the amount
of the earnings retained in the business, and a corresponding
increase in the level of profits will now be needed just to
maintain an adequate rate of return on total capital employed.

The success of the business enterprise in earning enough
profits to support the initial capital investment, will, in
itself, result in continual increase in the total amount of
capital emploved., As capital increases, the profit requirement
will also increase with the result that profits themselves will
ultimately call for even greater profits as the business
continues to grow (Symonds, 19?8)38-

In summary, the main impact of financial management are:
first, capital require profit. That is, investment will bring
about the need for profits; secondly, profit increases capital,
That is as profit increases, the wealth or the capital or the
assets of the Company increases; thirdly, higher capital
requires higher profits; fourthly, profits require more
profits., This shows that an efficient financial management
will enable the company to grow and develop continuously.

The impact of financial management, therefore, is to ensure

growth and profitability of the industry.
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2.6 THEORETICAL FRAME WORK :

The efficiency of financial management in private sector
projects or ventures are measured by a number of ratios (Onoh,
1983)" " A ratio is the measurement of the relationship
between two identifiable guantities, with the relationship
usually expressed by a fraction. In order to compute a
meaningful ratio, there must be a significant relationship
between the twoe figures, Ratio analvsis has long been a
favourite technique of financial analyst (Adikwu, 1983)40.

The magnitude of these ratios indicate the degree of
efficiency with which the financial manager had directed the
venture towards the profit maximization goal of the firm.
Ratios are more illuminating than mere comparisons of naira
costs or naira profits from period to period.

Financial analysis involves the assessment of a firm's
past, present and anticipated future financial condition.

The objective is to identify any weaknesses in the firm's
financial health that could lead ot future problems and to
determine any strengths that the firm might capitalize upon,
Knowledge of strengths or weaknesses that can be detected
through analysis of the figures is vital to the firms managers,
its owners,creditors and prespective new investors. It is
obvious that weaknesses would be discovered ultimately without
the use of such tools as financial ratios. However, careful
ratio analysis uncovers danger signals early enough to prevent

financial embarrassment to the firm.
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Financial ratios represent an attempt to standardize

financial information, so as to facilitate meaningful comparisons

(Hart, 1970)&1. Ratio analysis help us in comparing the

performance of an enterprise against its own historical

performance record, against the performance of the competitors

or against that of the industry in general or against projected

standards designed to improve the results of operational efforts.

Ratio analysis is intended to bring into clearer focus the

problem(s) that may be faced by a firm at any given time.

Such problems are liquidity, inability to pay debts or inability

to make profits.

Specifically, financial ratios provide the basis for

av syering some very important questions concerning the financial

well-being of the firm. Examples include the following:

(i)

(ii)

How liquid is the firm? Liquidity here refers to
the firm's ability to meet maturing obligations and
to convert assets into cash. This factor is
particularly important to the firm's creditors.

Is management generating sufficient profits from the
firm's assets? Since the primary purpose for
purchasing an asset is to produce profits, the
analyst often seeks an indication of the adequacy

of the profits being realized, 1f the level of profits
appears insufficient in relation to the investment,
an investigation into the reasons for the inferior

returns is imperative;
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how does the firm's management finance its invest-
ment? These decisions have direct impact upon the
returns provided for the common stock holders;

Are the common stock holders receiving sufficient
returns on their investment? The object of the
financial manager is to maximize the value of the
firm's common stock and the level of returns being
received by the investors relative to their
investment is a key factor in determining the value.
The financial ratios used in answering these and
several other questions can be categorized into three,
These three basic financial ratios consist of

ligquidity, leverage and profitability ratios,
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CHAPTER 111

NNTC AND FINANCIAL MANAGEMENT TECHNIQUES.

INTRODUCTION:

In this Chapter we will examine the formation, ownership and
past operations of NNTC, Okura-lafia, Specifically, we will
examine the financial management techniques which in turn will
emphasize the management of capital, inventories, cash-flow,
accounts receivable, profit and pricing. In addition, the

techniques for management of dividends will also be discussed,

FORMATION AND OWNERSHTIP OF NNTC:

New Nigeria Timber Company (formerly known as
Northern Nigeria Timber Company Limited) was incorporated
on September 19, 1958, as a limited liability Company.

It was jointly owned by coast Timber Company of Britain
and the then Igrla Native Authority. Coast Timber Company
of Britain held 60% shares, while Igala Native Authority
and some individuals held 35% and 5% shares respectively.
In compliance with Fnterprises Promotion Decree of 1972,
the 60% shares held by Coast Timber Company were taken
over by the Kwara State Investment Corporation in 1973,
These shares were later transferred to Benue 5State
Government in 1976, when Benue State was created., Out of
the remaining 40% shares, 315% were divided among the three
Local Government Authorities, Ankpa, 13.9%; Dekina 11,9%;
and Idah 9.2%; while the balance of 5% shares were taken
over by two private individuals, Messrs P.5. Achimugu and

D.A. Ogbadu.
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The initial share capital investment of NNTC was

£23,000,00 (N46,000,00), which was raised to N150,000.00 in

1972, while the paid up capital now stands at N144,700.00,

TABLE 3:1

FORMATION AND OWNERSHIP OF NNTC:

SPONSOR VALUE OF EQUITY SHARE % SHARE HOLDING
COAST TIMBER £13,800.00
COMPANY OF BRITAIN (N27,600.00) 60%
IGALA NATIVE £ 8,050.00
AUTHORITY (N16,100.00) 35%
iP.s. ACHIMUGU £575.00 (N1150.00) 2.5%
'D.A. OGBADU £575.00 (N1150.00) 2.5%
10TAL £23,000.00(N46,000.00) 100%
Source! The Company's annual reports,
qa HIMN fn™
s K mp
4
A
TABLE 3:2

CURRENT OWNERSHIP OF NNTC:

k AL
- al

SPONSOR VALUE OF EQUITY SHARE % SHARE HOLDING

BENUE STATE

GOVERNMENT NB6,820.00 60%

ANKPA LOCAL

GOVERNMENT N20,113.30 13.9%

DEKINA 1LOCAL

GOVERNMENT N16,351. 10 11.9%

IDAH LOCAL

GOVERNMENT N14,180.60 9.2%

P.S. ACHIMUGU N 3,617.50 2.5%

DeAe OGBADU N 3,617.50 2.5%
TOTAL N1kk , 700,00 100%

Source: The Company's annual reports,
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Tables 3:1 and 3:2 show both the original owners of the

Company as well as the current owners. At present,
Benue State Government owns the largest share in the
Company - 60%; while Ankpa, Dekina and Idah Local
Governments have 35% shares. The remaining 5% shares
were taken by Messrs D.A. Ogbadu and P.S. Achimugu

at the rate of 2,5% each.

3.2.2 ORGANIZATIONAL STRUCTURE:

(i)

(ii)

BOARD OF DIRECTORS:

The Board is at the helm of affairs in the
Company. The major role of the Board are:
formulation of corporate policiess articulation of
formulated policies and supervision of management
for the implementation of the Company's goals,
objectives and programmes. The Board, also, has the
responsibility to equip the organization with the
right calibre of management staff,

THE GENERAL MANAGER:

The General Manager is responsible for the day-
to-day administration of the Company. Ille is also
responsible for implementing the corporate policies
with the sole aim of attaining the organizational
goals and objectives. The General Manager is the
Chief Executive and is directly responsible to the

Board of Directors.
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(iv)

(v)

(vi)
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THE COMPANY SECRETARY:

The Company Secretary is the Chief Administr-
ative Officer of the Company, He takes minutes of
Roard Meetings and assist the General Manager in
implementing Board decisions, He is responsible
to the General Manager,

THE FINANCTAL MANAGER:

The Financial Manager is mainly concerned with
the keeping of accurate financial records, preparing
of business financial reports, management of the
firm's cash position and providing funds for the
settlement of bills., In the event of insufficient
liquidity, the financial Manager in conjunction with
the General Manager procured additional funds on
either short or long-term-loan basis for the Company.
Indeed, the duty of the financial Manager includes
the acquisition and efficient utilization of avail-
able financial resources.

PRODUCTION MANAGER:

The Production Manager is in-charge of forestry,
joinery and sawmill units of the Company. His major
function is to manipulate available resources in
such away that the productivity of the enterprise is
maximized. He is responsible to the General Manageres

COMMERCTIAL MANAGUER:

The main function of the Commercial Manager is to

ensure continuous growth and profitability of the



(vii)

36

Company. He is mainly concerned with the develop;
ment, pricing, promoting and distributing goods and
services of the Company to groups of consumers so
as to earn more profits, The Commercial Manager,
like the financial and production Managers, is
responsible to the General Manager.

THE TECHNICAL MANAGER:

The Technical Manager controls two divisions -
mechanical and electrical Engineering. He is
responsible for the maintensnce of the Company's
Plants, vehicles and other Machinery used in the
production of goods and services., While all the
technical staff of the Company are responsible to

him, he is responsible to the General Manager.

ORGANIZATIONAL CHART OF NNTC

FIGURE 3:1

BOARD OF DIRECTORS

GENERAL MANAGER

COMPANY SECRETARY

FIN. PRODUCTION COMM. TECHNICAL
MANAGER MANAGER MANAGER MANAGER
Source: Commerilization Committee's Report.
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Figure 3:1 shows the organizational chart of NNTC. The
Board of Directors is at the apex of the organigram,
The financial, production, commercial and technical
managers as well as the Company Secretary are
responsible to the General Manager, who in turn, is

responsible to the Board of Directors.

REVIEW OF PAST OPERATIONS OF NNTC:

New Nigeria Timber Company used to lay emphasis on logging
and saw-milling, and until the ban on exportation of timber in
1976, about 80% of the Company's revenue was derived through
exportation of both logs and sawn-timber. The Company was
producing at full capacity until 1976, when the Federal
+Government banned the exportation of timber, sp as to
conserve timber for building and construction industries.
fumediately the exportation of timber was banned, NNTC
reverted to internal market., In 1978, the operations of the
Company was expanded by the erection of a modern joinery
factory at a cost of N500,000.00. This was established for
the manufacture of semi-finished wood products like house-
hold and office furniture, doors and window shutterings and
panels for prefabricated houses. The aim was to recover the
lost revenue which the ban on exportation of logs and sawn
timber.would bring about,

It is regrettable that in the past eight years, the
NNTC, which should be profit-yielding venture, has not turned

out any appreciahble dividends, The Company's financial
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resources deteriorated so much that in 1982, the entire
operation of the Company collapsed forcing it to close down
in June, 1982, as the workers were not paid their salaries
for a period of six months., Benue State Government injected
the sum of N305,000,00 into the Company for the reactivation
of the operations of the Company between 1987 and the end of
1986. Regrettably, however, the Company has not justified
this huge investment by Benue State Government. This was

' lsrgely as a result of mismanagement of fundys., From May, 1983,
«uoen the Company was reactivated, to December, 1987, there
were proven cases of mismanagement of the Company's scarce
financial resources (AKO, 198?)1.

The buying and selling of timber in the history of man
has been as important as the buying and selling of food stuffs
and clothing. Houses (shelter) like food ®nil clothing, is one
of the three basic necessities of human exisience, Timber is
used in building which satisfies one of the tundamental needs
of man, just as cotton or wool and foodstuffs form the means
of satisfying the other two, Timbers are used as products for
general building requirements such as poline and other sizes
of timber used in roofing houses. Timbers are also used in
making furniture, such as chairs, tables, ward-robes, etc,

It is equally used in building bridges, motur bodies and other
construction works. Furthermore, timbers ar¢ used as means of
producing other materials for man's everyday needs. They are
crushed into saw dust, which are then mashed together. Such
products could be used in making ceiling boards, toilet papers,

plywoods and hard papers such as cement paper and other refined
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papers like the ones used in producing textbooks, exercise
books, news prints etc.

With these many uses to which timbers can be put, there
are large opportunities for NNTC. This is to say that the
present demand for timber will continue to be on the increase,
except a melodramatic change occurs that will be able to
change the situation by providing better and cheaper
substitutes for timbers. This type of change is, however, not
foreseable now or even in the distant future (Adevoju, 1971).
From the foregoing, we can conclude that NNTC is not only a
viable industry, but it ought to be making sufficient profits
inview of its commercial potentialities in the State. People
from all over the State, including Anambra and Imo States,
compete for the Company's products, The raw materials -
Obeche, Iroke, Mahogany, Boaba, African Walnut, Sapele wood,
etc, - are available in large quantities, If the financial
resources of the Company is properly managed, it can yield
profits which could be reinvested for further growth and

development of the Company.

FINANCIAL MANAGEMENT TECHNIQUES:

Three operational functions are basic to any business
undertaking. These are the financing, production and distribu-
tion of output. FEvery business enterprise needs capital with
which to operate., The word capital has a number of meanings,
two of which pertain to the discussion here: money available
for investment or for lending; and the assets of an enterprise

which represent the financial resources provided by owners and
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creditors. Among the principal assets used in business
operation will be found the fixed assets made up of land,
buildings and machinery; and the current assets or working
capital elements made up of cash, inventory and accounts receiv-
able, Each of these has its own basic requirement or minimum
investment which will place certain limitations or restrictions

on the probable turnover of capital.

WORKING CAPITAL MANAGEMENT :

The survival and success of business firms depend
on the efficient and effective management and control of
working capital. Working caital also serve as the life
blood of an enterprise. Indeed, in recent years, many of
the business failures are attributed to the poor working
capital management (Loffel, 19?2]2.

Capital is used to provide asgets, and it is the assets
themselves which support the operations and the level of
volume to be produced and sold, so that the management of
capital must for operating purposes, be translated into
the management of assets.

Among the principal assets used in a typical business
operation will be "fixed assets' group of land, buildings
and machineryj and the “current assets" or working capital
elements of cash, inventory and accounts receivable,

Each of these has its own basic requirement or minimum
investment which will place certain limitations or

restrictions on the probable return on capital invested.,
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Basically the ratio of working capital to fixed
capital differ from Company to Company, The minimum
requirement for financing working capital depends largely
upon the nature and regularity of the Company's gross
income, the sale operations, the nature of the business
function, terms of purchase and sale, and harzards of the
business among others., Most manufacturing firms, however,
require large sum of working capital in order to make them
fully operational and efficient. Genernally, the sales
volume of a business organization will affect the size
and components of working capital. The business system
is full of uncertainties and risks, therefore, the receipt
of income may vary from time to time, and so, enough working
capital must be arranged for such circumstances,

The cost of capital emploved in a business venture
is perhaps the most important aspect of financial manage-
ment, The cost of capital will determine the amount of
capital used which will also determine all subsequent
actions and operating decisions aimed at the generation of
profits. Capital, like any other factors of production,
has a cost. The cost of capital must be recovered in the
same sense that the cost of materials, or the cost of
labour and over-head costs must be recovered before any
final profit can be said to exist. The cost of capital to
the Company is the composite rate of return demanded by the
investors. Good operating management will, therefore,

evaluate the cost of capital and establish a set of
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objectives and profit goals which will dictate a
specified rate of return on capital ag the basic purpose
of being in business, Profits cannot be properly measured
without determining the cost of capital employed.

The money that is put into the business to commence
operations is considered as the equity capital. With
equity capital, the Company will not be loaded down with
fixed interest charges and a strict loan repayment
schedule. Such requirements, which are characteristics
of a loan, may impose an intolerable burden on the business
during times of business down-turn and a slacking of
trade in the store. Furthermore the presence of
substantial equity capital in the financial structure of
an enterprise enhances the credit standing, making it
possible for the Company to borrow money and at better
terms. Shortage of finsncial resources is one of the
main problems of most enterprises, To sort out this
problem, they resort to borrowing.

Insufficient money and the wrong kind of money rank
with poor management and inability to collect accounts
receivable as the leading causes of business calll;ne and
bankruptcy (Loffel, 19?7]3. Proper working capital manage-
ment, therefore, involves determining the optimum of

capital level to be held.

MANAGEMENT OF TNVENTORIES:

Inventory management involves the control of assets

being produced to be sold in the normal cause of the firm's
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operation. The general categories of inventory include
raw material inventory, work-in-progress inventory and
finished goods inventory {Martin, et al, 19?9)“. The
importance of inventory managment to the firm depends
upon the extent of the inventory investment. The percentage
varies from industry to industry, and thus the importance
of inventory management and control varies from industry to
industry also. In manufacturing industry, however, about
20% - 25% of the total assets are in the form of stock
(Hart, 1970). This indicates that improvements in stock
control policy will brino major benefits for the Company,
The purpose of carrying inventories is to uncouple
the operations of the firm. That is, to make each function
of the business independent of each other functon, so
that delays or short-downs in one area no longer affect
the production and sale of the final product. Since
production shut downs result in increased costs, and since
delays in delivery can loose customers, the management and
control of inventory is an important duty of the financial
manager.
Investment in inventory involves a basic trade-off
between risk and return. The risk is that if the level
of inventory is too low, the various functions of business
are not effectively uncoupled and delays in production and
consumer delivery can result., On the other hand reduced
inventory investment saves money. As the size of inventory

increases, the storage and handling costs in addition to
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the required return on capital invested in the inventory
will rise, As the inventory a firm holds is increased,
the risk of running out of inventory is lessoned, but the
inventory expenses are increased,

Furthermore, increases in the value of inventories are
included in the firms operating profits., These changes can
be measured on either a LIFO (Last-in-first-out) or a FIFO
(First-in-first-out) basis. Lifo gives smaller profits in
periods of rising prices and smaller losses when ;rices
fall. 1t does makes for a more stable tax base over the
business cycle than does FIFO., LIFO also makes for a
continuously smaller tax base under conditions of sustained
inflation, automatically excluding inflation gains from
the tax. Moreover, the treatment of inventory profits and
losses is an application of taxing unrealized capital gains,
just as depreciation is a case of allowing for unrealized
capital losses (Musgrave and Musgravem 1976) «

When properly managed, inventory allows each stage of
the production and distribution system to operate
economically by insulating it from different or varying
rates of activity at other stages, Take for example,
finished goods inventory acts as a cushion between
production and sales, Lven if the rate of sales is
predictable and steady it may be uneconomical to produce
continually at just that rate, and, if demand is eratic,

it would be nonsense to keep changing the rate of
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production. The entire production process usually needs
insulating from irregularities in the arrival of supplies.
This is the main function of pre-production or raw-
materials inventory. 1In times of inflation, there may be
speculative role of inventory as well.

The importance of effective inventory management is
directly related to the size of the investment in inventory.
Since on the average, approximately 25% of manufacturing
firms assets are tied up in inventory, effective management
of these assets is essential to the goal of shareholder

wealth maximization (Martin et al, 19?9]7.

MANAGEMENT OF CASH=-FLOW:

The demand for cash by any economic unit can be
segmented into three categories: the transation motive,
the precautionary motive and the speculative motive,

Cash is the initial point of all business operations,
The funds are employed to pﬁy wages and salaries, to
purchase raw materials and power, to pay for advertising,
to meet rentala, and to pay generally for all things
required in the operation of the business. We.can, therefore
conclude that the major reason for holding cash in any
manufacturing industry is for transactionary purposes,

Apart from the take-off stage of mnnurnctur{ng
industries when cash is needed for the initial take-off of
the business, cash balance will also be needed for the

8
following reasons (Martin et al, 1979) .
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stockshares;

a steady flow of finished goodsy

to pay tax bills

to meet interest requirements on debts;

to pay cash dividends on preferred and common

to pay principal borrowed from the creditors;

acquire fixed assets at various intervals;

purchase inventories on regular basis to ensure

(vii) buy the firm's own shares in the financial markets

as an alternative to paving cash dividends.

Cash-flow is the life blood of a firmg; without proper

management of cash-flow, the firm will die (Adikwu, 1983)9¢

One important way of introducing the concept of cash-Tlow

is a set of diagram which virtually portrarys what is

taking place in the manufacturing enterprise,

CASH=FLOW FOR A MANUFACTURING FIRM
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receivables
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Figure 3:2 shows cash flow for a manufacturing firm.
Each of the hoxes in the diagram is a resenvior with
optimal level of each resefivior being, say half full.
The competing pipes in the diagram carry the appropriate
flows from one resefivior to another and, of-course,
represent the cash flow cycle of a firm,.

Tracing through the figure above, one can see
the cash being used to purchase raw uaterills.
inventory. Raw materials inventory flows to work-in-
progress inventory, which in turn flows to the
finished goods inventory. The resefivior of finished
goods is depleted by cash sales or credit sales: in
the later case, a flow results to the accounts
receivable resefivior. Cash sales and collection of
accounts receivable result in an inflow of funds to
the cash pod, thus freeing funds for the purchase of
additional raw materials inventory, and the cycle
begins again,

The cash flow cycle just illustrated is a
continual process. FEach of the resefiviors depicted
will always be at the optimal level, all things being
equal. If, however, one of the resefiviors in the
operating cycle begins to fill up over the optimal
level, the ultimate effect is the lowering of cash
balances for the firm. Take for example, if by trying
to boost sales a firm's marketing Department libralises

the terms of sale, this will cause an increase in the
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level of accounts receivable reservior which in turn will
result in a slow down of cash flow. Eventually, the slow
down of cash flow can affect the production process’
because a reduced level of cash is available for raw
materials purchases. On the other hand, if credit terms
are tightened, this will cause a decrease in the level of
accounts receivable reservior which in turn will result
in an increase in cash-flow. This increase in cash-flow
can affect the production process because an increased
level of cash is now available for raw materials
purchases. However, the policy of tightening credit may
also cause sales to decline as customers seek goods from
firms with more libral credit policies. This means cash
balances could rise above the optimal level reflecting
business opportunities foregone as a result of production
curtailment stemming from the more stringent credit policy
and the resultant drop in sales, Cash flow process,
therefore, has to be properly planned mo as to put cash
to effective use within the business., This will lead to

maximization of the share holder's wealth.

CASH BUDGET:
The cash budget is one of the chief tools available
to management for determining likely financial requirements
in the short to intermediate term (Franks and Hroyles, 19?9)10-
It is a summary statement of the firm's expected cash

inflows &nd outflows over a projected time period. It gives
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the necessary information on the timing and magnitude of
expected cash flows and cash balance over the projected
period. 1In its fundamentals, the cash budget is simply an
out line of expected cash receipts and cash expenditures
over a given length of time., The short period is defined
as being one year or less, while the long period is
greater than one year.

If well prepared, a cash budget will place at the
managements finger tips the cash needs and cash resources
well a head of time, This fore knowledge will put manage-
ment in good position to:

(i) take care of seasonal financial needs;

(ii) take advantage of money-conserving situations
such as cash-discounts, volume buying, and the
likeg

(iii) Pin point funds generated by the business, or
that will be generated, that could possibly be
used for expansion purposes and, in general,
enable management to make most efficient use of
cash flow;

(iv) help develop a workable borrowing programme, as
well as program a sound repayment schedule of
outstanding loans, based on the estimated cash
flow (Loffel, 1977)1.

Cash budgets are generally used for the purposes of
short~term financing and cash plunnipg. There are, however,
a lot of uncertainties in cash budgets. The sales forecast

is usually the least reliable set of data in the budget.



A part from the forecast being inaccurate, it may also
incorporate a systematic bias,

A second source of uncertainty is the promptness
with which debtors pay their bills. Wwhen business
condition are unfavourable for the Company, they are
likely to be adverse for customers as well. Thus,
customers (debtors) may be delaving payments at the very
time that the cash is most needed by the firm., Other cash
receipts may also have critical effects; for example, the
projécted sales of assets may not happen when expected.

All these will affect the realization of the ultimate aims

of cash budget. Undoubtedly, it is difficult to predict

cash flows accurately and further that there is no perfect
matching between the inflows and the outflows of cash. All
these notwithstanding, projection of cash flows, revenues and
expenses assist the corporate financial manager in main-
taining corporate liquidity which is crucial for the growth
and development of any manufacturing firm.

It is important that the right amount of cash be
provided for operating the business, If there is not enough
cash, then it may be necessary to curtail operations or
the firm might be forced to go on borrowing at very expensive
rate. On the other hand if there is too much cash then the
firm is paying for money that it is not using. For this
reason, financial managers usually prepare cash budgets to
ensure that the right amount of cn{h is available at all
times. The financial manager must plan his cash and

credit sources so that the normal operations of the firm
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are not disrupted by a shortage of cash and that :

opportunities for capital expenditures are not lost

because of invailability of cash to finance them.

b MANAGEMENT OF ACCOUNTS RECEIVABLE:

All firms - particularly manufacturing firms - by their
very nature are involved in selling goods and services
(Martin et al, 1979)12. While some of these sales will be
for cash, others will involve the use of credit, With
the current economic recession, firms have resorted to
encouraging credit extention so as to increase their sales
volume., Whenever a sale is made on credit, it increases
the firm's accounts receivable, The importance of accounts
receivable management, however, depends upon the degree
to which the firm sells on credit.

The turnover of capital funds tied up in accounts
receivable will also be found to contain certain basic
limitations. Naturally, very little business is
transacted on the basis of immediate cash payment and a
planned volume of sales will in most instances, depend
entirely on the use of credit as part of the normal terms
and conditions of sale, However, since cash flows from credit
sales cannot be invested, control of accounts receivables
take an added importance. Efficient collection determines

both profitahility and liquidity of the firm,
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3.4.5 MANAGEMENT OF PROFIT:

Traditionally, a manufacturing industry is an
economic unit, and consequently its objectives have been
thought of as being economic, In a competitive and
dynamic society, the main measure of business efficiency
is the profit made by the firm. The inability of some
firms to make sufficient profit often leads to their
gradual elimination. Profit is the residual share of
income accruing to the entrepreneur after all payments

for capital_land, labour including management,

?

There is need for corporate profit because business
enterprises incures substantial costs and must earn income
at least sufficient to meet these costs and make adequate
returns on their investments. A part from meeting the
aspirations of share holders, profit also constitute a
buffer to absorb the shock of unexpected losses such as
fire,nccidnuts, theft, seizure, confiscation, bad debts
and uncollectables, Sufficient profits, however, cannot
be made without proper management of profits.

The management of profits involves the simultaneous
management of the three interrelated factors of volume,
cost and price. The management of volume is essentially
the management of the rate of production. Although many
factors will dictate frequent and unexpected changes in
the short-term volumes and mix of preoduction the long-term
management of profitable production will depend almost
entirely on the proper management of assets (Symonds,

19?8)13. Profitable production management will rest
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largely on the use of capital invested in machines and
equipment, The use of capital provides certain level of
operating capacity, and the cost of maintaining such capacity
is reflected in the cost of capital employed and in the

supporting costs of supervision maintenance, insurance, taxes

»
etc, If this capacity is not used effectively, such costs
will not be fully recovered and production will be less than
profitable, In short, the profit management of physical volume
can be translated into the management of capacity.

Operations at 50% capacity would likely provide
only a sufficient volume of production and sales to
recover the total of the fixed and variable costs,
resulting in zero profit or break-even performance,
It will also be seen however, that operations above the
break~even level provide an immediate profit and that the
profit leverage increases rapidly as the utilization of
rated capacity approaches 100%. The rate of incremental
profit or marginal contribution is a function of the rate
of variable costs. The management of volume will also
depend on the second factor of profit management - the

analysis and management of costs.

COST MANAGEMENT :

Cost management is generally regarded as the control
of costs or the ability of management to hold cosis within
the limits established by the operating budget. The
attitudes of management toward cost control is the basis for
profit planning and profit management., Fixed costs like

rent, salaries “»and wages, insurance, taxes etc. tend to
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Continue at predictably constant levels until changed

by further management decimions. These costs are distinct
from the variable costs of production. Variable costs
consist of cost elements which vary in direct proporilon
to the volume of goods produced or the volume of goods
sold. In a manufacturing industry, these costs would
typically include direct materials, direct labour etc.

In marketing area, direct costs are normally confined

to such items as sales commission costs which vary
directly with the naira volume of goods sold, Direct
costs are set in motion by the external forces of the
market which determines the volume of goods to be produced
and the volume of goods to bhe scld for a given period of
time. Such costs are not budgeted and controlled at a
pre=determined spending level; but are properly planned
and measured on the basis of units of production or as

a function of the naira volume of sales.

Any action taken by management in controlling
variable costs have an effect on the break-even point.
Contrel must be exercised to ensure that the cummulative
effect of such decisions does not affect the desired profit
uargin;

Pricing decisions are, however, quite frequently based
on competitive action, analysis, or prediction on internal
costs. Reference to cost information will be essentjal in
guaging the profitability of following such competitive
prices or in evaluating the consequences of pricing above or

below the market.






