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ABSTRACT

Economic circumstances like the recession andlocogt competition in recent years
have now forced companies to pay closer attentonhéir corporate policies and
strategies for dealing with economic opportuniaesl for remaining one step ahead of
competition. This is true for the highly indualized economies as it is for less
developed countries where multinational, transmaficand local companies compete
vigorously with one another for market share and dood corporate image, by
identifying and in some cases helping to shapeiplolicy for the greater good of the
communities in which they operate. This thesiuégtl onLegal and Management
Strategies: The Synergy for Survival and Growth ofCompanies in Nigeria. It is
comprised of five chapters beginning with generaloduction, objectives of the
research, justification, scope, methodology, liiet@review, and organizational layout.
The thesis explains the nexus between finance raresiment by defining finance and
investment, and, highlighting the objectives anghtgicance of finance, investment
scenario, investment fora, government policy anodvigions investors, sources of
finance, government banks and other financialtinstins, general public and company
employees. Also the thesis indicates determinahtsompany survival, for example,
the quality of resources — human resources, nahtesources, financial resources, the
guality of resource management, damage and wasteotsystems, the quality of time
and opportunity management, contingency and emeygeranagement, determinants
of company growth, internalization of technologg;hiouse development of human
resources: in-service training, incentives follsknhancement and creation of credit
worthiness. The thesis appraises survival and @ra# three successful companies,
such as Unilever Nigeria Plc, Neimeth Internatiorf@harmaceutical Plc and
GlaxoSmithKline Consumer Nigeria Plc and recommersdsvival and growth

strategies for companies in Nigeria.
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CHAPTER ONE:
GENERAL INTRODUCTION
1.1 BACKGROUND OF THE STUDY

The Nigerian economy has passed through a seripbasfes in its history from
the pre and post-colonial stages of boom, recessidrdepression at various times over
the years to present day. At each of these stagesyarious sectors of Nigerian
economy have had to contend with whatever situatiostage, the over-all national
economy might be at that given point in time.

During periods of boom, an economy experiences &uoy, and citizens have
high standard of living and an era of merrimentlelaiuring recession or depression,
the situation changes as most sectors of the ecprexperience a decline and, the
populace, a lowering of the standard of living.

What this means, both, for the private and publisiess sectors of the
economy, is adjustment and re-adjustment to mdtehsituation. Business operation
and strategies change according to the dictategeamplo of the economy. Both short
and long term objectives of business are reapmtaasel re-designed in accordance
with any given situation.

The word ‘company’ has been defined by various essit and judicial
authorities. However, all make a references tagreconomic or business interests.
Webster's Dictionary* describes a ‘company’ as:

a number of people united in an industrial or comuiaé¢ enterprise, for
example a firm of partners.

15



According toCollin’s Dictionary 2,

a company is a group of people organized to bugetror provide service
which has been legally incorporated and so is allegtity from its
individual members.

A ‘company’ according t@sborn’s Concise Law Dictionary’, means

an association of persons formed for the purpossoafe business or
undertaking carried on in the name of the assatiateach member
having the right of assigning his shares to angogerson, subject to the
regulation of the company. Companies are eitimeorporated or
unincorporated. An incorporated company is antemistinct from its
members. Companies are incorporated either: (1Cbarter; (2) by
Special Act of Parliament; or (3) by registratiomdar one of the public
general Acts relating to companies.

In the case oBmith v. Andersort, the learned Judge, Pace James L.J said that
‘company’ is the result of an arrangement by wipelties intend to form a partnership
which is constantly changing,... and with the intentthat so far as the partners can by
agreement between themselves bring about sucluly, tee new partners shall succeed
to the assets and liabilities of the old partngrshi

Davies states, that, the term is used for people genermdisociated for
economic purposes, even though not in all cases.

It is statutorily defined in section 567(1) Gbmpanies and Allied Matters Act
2004 as ‘company’ or ‘existing company’ means “a compémyned and registered
under this Act or, as the case may be, formed agitered in Nigeria before and in
existence on the commencement of this Act”A company is a legal entity formed for
the purpose of conducting business that is seghfeden its owners, the shareholders.
In Salomon v. Salomon & Co. Ltd, Lord McNaghten, held that the company is at
law a different person from the subscribers.

Aniagolu JSC, in the case dfenco (Nig) Limited v. African Real Estate

Limited®, statesinter alia, that, though a company is a legal entity and &as
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independent legal personality, it is of course adificial person or entity and as such
all the operations and activities have to be cdroie by its organs and agents.

Companies are engaged in several types of activitiech include:

0] Production Process (Extraction/Mining/Manufacturgsembly outfits/
Re-processing or Re-packaging points and so forth);

(i)  Service provision (Financial: Banks and Lending amigations, Stock
brokers; Communication: Courier services, Adventgsand Allied services;
Tele-communication: Global System for Mol{i&SM) phone services;
Protection: Security guards; Consultancy: managénam accounting
services and so forth) and

(i)  Trading (Retail, Wholesale, Domestic, lorpand Export).
Corporate bodies in Nigeria, of recent have beacing uphill tasks and

difficulties. They have been grappling with teradiproblems of survival or extinction.
Some firms have had to fold-up due to the harddimghout an idea on what strategy
to adopt to stay afloat. According thkume®, collapse of companies is mainly
attributed to the shortcomings in the developingnemy:

owing to ‘limited’, indigenous technological and naaerial talent,

Nigerian production industry is still in its infap@nd hence most prone
to a premature death, particularly, due to poor agament, obsolete
technology or equipment, arrest of capital in noodpctive and

unproductive fixed assets, lack of contingency mmiowns, insolvency or
bankruptcy, fraud, adverse government policies aagital eroding

misdemeanors.

Also the Nigerian Daily, The Guardian'® highlighted some reasons for
companies collapse in Nigeria as:

shortage or lack of raw material, deficienciesnfrastructure especially
power and water supply, acute funding problemsicpahconsistency,
import dependence, influx of sub-standard and clpgagducts, high cost
of production, corruption, government policies,eagrity, for example,
arising from religious and/or ethnic crisis and mamagement.

Indeed, some companies flourished while otheledaor reached the verge of
collapse in Nigeria, due to some of the above megsimr example, consumer goods —
Ovaltine West Africa Plc, Standard Biscuit Compaduaynited, Colgate-Palmolive,

Banks — National Bank of Nigeria Plc, Textile firmdNortex Textile Ltd, International
17



Business Machines (IBM) and Vehicle assemblies, smdorth wound up. Some
companies have succeeded despite all odds, for@&abever Brothers (now Unilever
Nigeria Plc), Pfizer Nigeria Plc (now Neimeth Imtational Pharmaceutical Plc) and
GlaxoSmithKline Nigeria Plc (now GlaxoSmithKline @sumer Nigeria Plc) have
thriving ongoing operations.

Now, what is strategy?

Longman Dictionary*! defines ‘strategy’ as:

a particular plan for winning success in a partcuctivity, as in war, a
game, a competition for personal advantage.

Glueck® defines strategy as:

the set of decisions in an integrated plan used bgmpany to reach its
goals or objectives in its environment.

Christensen, Andrews and Bower argue that:

corporate strategy is a pattern of decisions imrapany that: (i) shapes
and reveals its objectives, purposes or goalsp(mduces the principal
policies and plans for achieving these goals; @é&fines the kind of

business and the kind of economic and human orgaoiizit intends to

be.

Schellenberger and Bosemdi seestrategy as:
a hierarchical system of basic objectives, fulfdjiobjectives and policies
as well as establishing the plans and allocatiegrésources to achieve
these objectives.

Steiner and Miner®™ state that strategy is
the forging of company missions, setting of obpeti for the
organization in the light of external and interrfalces, formulating
policies and strategies to achieve objectives asulirang their proper
implementation so that the basic purpose and otgecbf the
organization will be achieved.
Corporate strategy therefore includes delineabbrthe business sectors (in

terms of product, industries, technologies, custsnaad so forth) that a firm chooses

to operate in and decides what functional meank hveilused for development and
18



growth in its business. The corporate manager riacests the goals of the firm to meet
these objectives, spelling out hopefully the way ¢cbmpany will reach these goals.
1.2  Objectives of the Research
The continued existence of any organization bdytime life span of its
individual members/owners is generally the paramalnjective of its establishment.
It is established with the inherent purpose ofitgstorever. This may not be stated
especially but its endeavours are targeted to aehias. This study is focused on the
survival and growth strategies of companies in N&ggend the evaluation of the
success of the strategies adopted by corporatesodi
The objectives of this research therefore areddwiinto general and specific:
(@) The general objectives of the research are:
i) To identify and establish the various provisions $wrvival and growth of
companies under Nigeria company law regime.
i) To evaluate the adequacy or otherwise of the aailarovisions.
(b)  Specifically the objectives are:
I) To evaluate the performance of companies.
i) To review the strategies adopted by successful aarap, and

iii) To profer remedies for companies’ failure.

1.3  Justification of the Research

Nigeria has witnessed a large number of compas@®uting and even
flowering, but, withering away in a short span whe leaving the country with no
option but to continue importing products. In viek a large number of company
failures in Nigeria, a closer look at the provisoavailable at law, for survival and
growth becomes imperative. As long as organizatimonduct business, some will be

outstanding successes, while others will be didiandires. Some companies will act
19



with purpose and direction, and others will jusiftdsome are adept at seizing new
opportunities while others watch passively or lle¢nh slip through. Some firms
perform well because of good internal managemehgrs barely survive, because of
inefficiency and misdirected operations.
The justification for this research are derivazhirits endeavour:
(@) to help Nigerian organizations in strategy folation relevant in the 21
century.
(b) to help financial institutions take a positidhat will lead to a superior
performance.
(c) to enable existing companies in any industryiéaw new entrants not as a threat
but as an opportunity to enhance the performandeeoindustry as a whole.
(d) to serve as a pointer to the regulatory autiesti how best to apply control
mechanism in the supervision of the companies.
(e) Finally, provide a guide to source of informatifor other researchers.
The thesis is justified for highlighting gaps imetNigerian company law and
also providing plausible fill-ups.
1.4  Scope of the Research
By force of historical incidence, Nigerian compaaw and practice are firmly
rooted in the various successive English Compahits. Thus references are made to
those Acts where necessary. The study coverssanodmpasses Nigerian corporate
bodies in general, since the present economictgituaffects all sectors. The thesis is
focused mainly on Nigerian companies with particukference to: Unilever Nigeria
Plc, Neimeth International Pharmaceutical Plc dldxoSmithKline Consumer
Nigeria Plc, and examines the strategies adopteth&r survival and growth. Except

for the historical evolution of companies in Nigerihe scope of this study is limited to
20



legal analysis of survival and growth strategiesahpanies in Nigeria particularly the
three successful ones namely: Unilever Nigeria PMegimeth International
Pharmaceutical Plc and GlaxoSmithKline ConsumereNag Plc because of the
significant strategies adopted. Some of the factmes apparent and thus can be
identified and acknowledged, others cannot easilfobeseen.
1.5 Methodology of Research

The method of this research is mainly doctrindlaterials are sourced from
documents constituting primary sources, namely Gongs and Allied Matter Acts
and case law. An appraisal of the current regimws and decided cases has been
critically undertaken with a view of identifying g¢hlacunae therein and making
suggestion(s) for reforms as appropriate. A seapndethod of data collection has
also been employed and information harvested uiapamy website and other relevant
sites on the internet. The works of other autlwse also been consulted such as
standard law texts, journals, articles, seminarepgpmagazines and newspapers as
secondary sources. The presentation approaclbders historical and analytical in
nature.
1.6 Literature Review

In the course of sourcing for materials towards #weomplishment of this
thesis, various published and unpublished worksveeit to the field of this research
thesis were consulted. The materials consultetlidecstandard law texts, journals,
seminar papers, magazines and newspapers.

Orojo*° states that the structural changes may take tie d6rarrangement and
compromise’, mergers and take-overs. Under thengement and compromise’, he
states that a company may be reconstructed so asetothe rights and relations not

only of the members but also of creditors. He doether to state that by a reduction
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of capital and variation of rights under the memoltam of articles, a company may be
reorganized. This takes the form of arrangemerdabe® of company’s property.

According to him, merger and takeovers make strattchanges possible with
growing phenomenon of modern company management.thBt he means that a
merger or amalgamation is a situation where theleviimdertaking of the acquired
company is merged in the acquiring company. lrakedver, the target company
remains separate and distinct but as a subsidiahe@cquiring company.

The premises of Orojo is adopted by the presesgareher. However, certain
gaps like, for example, application of technolofiadvancement, damage and waste
control systems, emergency management, materialhanthn resources, investment
fora for growth and so forth, have not been ad@sand, are therefore considered
herein.

In Nigerian Company LapEmiola®’ states that the exigencies of world business
have sometimes forced companies to seek struatheaiges in their organization to
enable them to cope with their immediate or longntgroblem. For instance, a
company may want to prune down its organizatiornaitview to achieving economy,
or to reduce its areas of operation, to go intoesoew commercial venture. There are
two broad approaches to structural adjustment @dmapany, namely, ‘reconstruction’
of the scheme of arrangement involving the peoplectly connected with the affairs
of the company, or ‘merger’ (or amalgamation) oearr more companies. In this
regard, the two or more companies are integratdtereby a consolidation of their
undertakings or by the acquisition of the contngllshares in the capital of one by the
other. He also states that ‘takeovers’ is anothede of structural changes, that,
acquisition by one company of sufficient shareanother company affords to give the

acquiring company control over the company beirguaed.
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Like Orojo’s, this researcher supports the presamior, in that, merger,
takeover and capital reduction are equally disaidserein as well. However, the
author did not consider application of technolobmdvancement, damage and waste
control systems, emergency management, materidldhaman resources, investment
fora for growth which this thesis has adequatelyrasised.

Esosa®classifies survival strategies into internal antemal strategies. For the
‘internal’ strategy, he states that the company samvive by penetrating the market
with low priced, better quality and more efficigatbducts than the competitors, backed
up by effective advertising campaigns. He furte@&tes that such survival can be
achieved through new product development. This fihe does, by continuously
developing new products and new product lines ferexisting market or the firm
penetrates new markets.

On the ‘external strategies’, he states that th&tegjies can include mergers.
According to him, companies merge in order to enjbg synergistic advantages
accruing from pooling together of resources resglin greater production efficiencies,
greater market share or higher productivity. Asdian is another external strategy
identified by him, that is, an organization caneertlly acquire another existing
company and having it as a subsidiary. Anothevigak method opined by him is
diversification of enterprise which might be hontal, lateral or vertical in order to
deal with a low internal growth, or a potentiakimighly saturated market.

Esosa has described additional strategies, topsitetrating market with low
price, quality, advertisement and new product dgwelent apart from traditional
mergers, acquisition and diversification. The presresearcher agrees with these
observations.

Ekong'® states that, for a company to be healthy, thatisurvive and grow,

government needs to (a) facilitate the conductaudd, (b) provide a favourable climate
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for survival and expansion (c) protect the servieesvhich trade depends (d) protect
national welfare and maintain national defense (@)a&nhance the effectiveness of the
company. He asserts that on putting these intmrgcthe company will flourish.
Companies should refuse all direct influence dedrital to its existence, and, should
encourage training and rewarding personnel.

The author has commented on government policieshwtinis research also
discusses but other growth strategies describedrhieave not been considered.

Davies et af® state that, any of these strategies may be apfaiethe survival
of the company as the situation demands: recornginjcthat is, capital reduction,
reorganization, schemes of arrangement and takeovEhe authors explain that the
term ‘re-construction’ is described as reductior;construction, re-organization,
schemes of arrangement, amalgamations, mergersedgers, buy-outs and so forth.
That ‘reconstruction’, ‘reorganization’, or ‘scherokarrangement’ are employed when
only one company is involved. The last of thesengebeing more commonly used
when the rights of creditors are varied as welthmse of the shareholders. Under an
‘amalgamation’ or ‘merger’, two or more companiese anerged either by the
acquisition of their undertakings and assets byairttem or by a newly incorporated
company shareholding in the others.

This work is similar to Orojo and Emiola supra an@qually supportive, though
lacking in what the present research describes.

According toMichael®, ‘strategy’ is the search for a favourable positio an
industry. It aims at establishing a profitable @oudtainable position against the forces
that determine industry competition. He therefmame up with three generic strategies
for improving performance in firms namely (a) Ouer@ost leadership, (b)
Differentiation and (c) Focus. He states that alletost leadership as a strategy

requires aggressive construction of efficient-sdalglities, vigorous pursuit of cost
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reduction techniques learnt from experience, tighst and overhead -control,
avoidance of marginal customer accounts, and costnization in areas like Research
and Development, service, sales force, advertiamdyso on. ‘Differentiation’ relates
to creating something that is perceived as beinguen for example, a design or a
brand image. ‘Focus’ relates to concentratingnéitte on a particular buyer group,
segment of the product line, or geographic market.

It is submitted that application of technologiedlvancement, damage and waste
control systems, emergency management, materidlshaman resources, investment
fora are core elements of survival of companiesthede have not been discussed by
the learned author.

Glueck and Jauch? on the other hand, maintain that there are foujoma
strategies that an organization may adopt in dgalith the problems of the business.
According to them these strategies are, stabilgypansion, retrenchment and
combinationswhich may be adopted to suit the pace or levelffairts in the current
business definition, or for changing the businesfadion.

On stability strategies, they state that, orgamnashould endeavour to continue
serving in the same product, market or functionsasras stated in its business
definitions with the intention of incrementally imgving its functional performance.
Further, it is stated that expansion strategiesadopted when the organization wishes
to introduce additional products/services or semvere markets. That means the
organization’s business has been redefined. Waitenchment or cut back strategies
are pursued when the market is shrinking, the eaognis recessed, thus necessitating
reduction in the organization product lines, fuoes and/or market served. Business
redefinition is also necessary to accommodate thwest, reduction in research and
developments efforts. Finally combination stratesggdopted by an organization when

the other three are put together in various afédas product lines, markets, functions
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and departmental units depending on the problemsedby them. This strategy is
most effective in large multiple departments, mptoduct and multi-market
organizations during periods of transition in tmeduct service life cycle.

Glueck and Jauch has contributed positively tos thesearch, however
application of technological advancement, damage aaste control systems,
emergency management, materials and human respumeestment fora for growth do
not form part of their premises.

The above mentioned works are found credibly utsive as they provide lucid
explanations on the subject matter of this reseakbwever, though the various works
listed above give a good theoretical analysis, theyot provide ‘clinical’ remedies for
company failures. The present thesis carriesmlgpth research into critical areas of
gualitative application of human and material reses, time management, new
technologies and damage control system. This milkeesesearch unique in relation to
several others in that area and consequently beeiearcher’'s humble contribution to
the growth of law in this area.

1.7  Organizational layout

This thesis comprises five chapters. Chapter omiges an introductory
account of the background of the thesis, the tegles employed in this research, its
objectives, justification, extent of the work, mathapplied, literature review and the
restraints faced.

The focus of chapter two is on the nexus betweaanfie and investment,
showing the objectives and significance of finatwe&ompanies, the investment fora,
government policies and provisions, investors aadrces of financing companies
which are banks and other financial institutionsneyal public, company employees

and government contribution.
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Chapter three dwells on the survival and growtlatsgfies as adopted by
companies, which range from harvesting human, @ieaand material resources. It
explores the advantages gained from quality of ues management, general
management of the resources, the motivation, thatniservice training and other
incentives for skill enhancement, development ¢ #mergency management and
creation of credit worthiness by employing inforroattechnology.

Chapter four is dedicated to the appraisal of tingigal and growth strategies
with particular reference to Unilever Nigeria PNgimeth International Pharmaceutical
Plc and GlaxoSmithKline Consumer Nigeria Plc. Ehesmpanies have experimented
the strategies in question and thus become negdssaliscussion at this point.

In chapter five, summary, findings, recommendatiand remarks conclude the

thesis.
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CHAPTER TWO:
THE NEXUS BETWEEN FINANCE AND INVESTMENT
2.1  Introduction

This chapter essentially examines the relativaiig@nce of various sources of
finance and the investment thereof. Finance ish#lmark of any business and the
success or otherwise of business largely depends d¢iinance serves as a lubricant to
a business just like engine oil to a motor vehidRegardless of the nature and structure
of an organization, it requires funds to get stirte operate and to grow. A firm’'s
survival, success, its ability to maintain prodactat optimum level, it ability to invest
in fixed assets and working capital as well asreakeven to a considerable extent are
determined by its financial resources and policies.

Investment comes in after fund is sourced andequires careful planning
encompassing the selection of efficient policiesl ananagement of capital funds,
programmes and procedures to make sure that itseslywsed. Financial resources’
planning is concerned with providing systematicvasrs to three important questions:
How large should the enterprise be? In what foroukhthe company hold its assets?
What should be the composition of the company’biliiies? The total volume of
finance that company secures is to a large exidluenced by the kind of investment
opportunities available as well as the conditioifiscéing sources from which financing
Is sought or derived.

2.2 Finance and investment:

Finance is concerned with the magnitude of opamatiand activities of a
business system, the acquisition and allocatioth@ffinancial resources of the system
while investment is expenditure to acquire propertyther assets in order to produce

revenue, and the asset so acquired.
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2.2.1 Definition of Investment

“Investment is defined as the sacrifice of curesrisumption possibilities in the
hope of realizing increased consumption possiéditin the futuré” It is a flow
variable — the rate of addition to the stock of Meacapital, which has been
accumulated in the past with the hope of increasiigre consumption possibilities.
Investment according to Khodris “the commitment of funds with the expectatidrao
positive return commensurate with the level of redsumed”. Investment may be
measured in two ways either net or gross termsos&mvestment is the sum of the
additions to the capital stock. Net investmerthes sums of these additions minus any
reductions in the existing stock of capital. Khowent further to state that investment
is the placing of capital or laying out of moneyarway intended to secure income or
profit from its employment; to purchase securitiésa more or less permanent nature,
or to place money or property in business ventaresal estate, or otherwise lay it out,
so that it may produce revenue or gain (or botlihénfuturé.

“An investment is the current commitment of morayother resources in the
expectation of reaping future benefits. That &gricing something of value now,
expecting to benefit from that sacrifice lafer’An investment is simply a vehicle into
which funds can be placed with the expectation tiney will generate positive income
and/or that their value will be preserved or ineegh The rewards, or returns, from
investment are received in either of two basic ®rmurrent income or deferred
increased value. For example, money invested gk savings account provides
current income in the form of periodic interest mayts. Similarly, buying a piece of
raw land is an investment, because the land isate@ée¢o increase in value between the
time it is purchased and the time it is sold. Biweents are categorized into asset-

classes, such as stocks, bonds, real estate, cati@aod
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Investment is affected by some factors such dgude to saving, the rate of
interest, the level of income, the level of bussésxes and business expectations.
Attitude to saving relates to the adage: the lessceety spends, the more it is able to
save and therefore the more it is able to invesSimilarly, the rate of interest is a
measure of the reward for saving. The higher #ite of interest the more inducement
people will have to save and therefore the moreayavill be available for investment.
The level of income determines the amount an iddi@i can save which, in turn,
depends on his income. The same is true of a ppastis in respect of an individual.
The higher the level of national income of a coynthe more that country is able to
save and therefore invest. Underdeveloped cosnteimain poor because there is little
to save out of their low national income. Theelewf business taxes diminishes the
inconvertible fund, since the government usualljide taxes on the profits of firms.
These taxes are called business taxes or corpvets. If such taxes are high, they
tend to discourage firms from investing either @wrplants or for further expansion.
Business expectations fluctuate with the politexadl business atmosphere prevailing in
a country and are likely to influence the quantunmngestment. If such expectations
are good, then more investment will take place.

2.2.2 Definition of finance

“Finance is defined as the science of managenfepulgiic money or fund$”
Management is an art of decision-making. Thisslenimaking behaviour governs the
allocation of available resources of a firm. Cagte finance, then, is concerned with
the efficient and effective management of the faemnof an organization in order to
achieve the objectives of that organization. Th®lves planning and controlling the
provisions of resources (where funds are raisedh)firdhe allocation of resources

(where fund are deployed to) and finally the cdnbabresources (whether funds are
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being used effectively or not). The fundamentgéotive that faces financial mangers
is to achieve an optimal allocation of the stockesfources that are available to them -
the crucial resource being money.

Corporate financeis inherently forward looking and is based on cémlvs and
differentiates it from financial account, whichhstoric in nature and focuses on profit
rather than cash. Corporate finance is concernéd raising funds and providing a
return to investors, and this differentiates itnfirananagement account, which is
primarily concerned with the provision of inforn@ti for management to assist it in
making decision within the company.

2.2.3 Objectives and significance of finance:

The main objective of corporate finafiée to make decisions that maximize the
value of the company for its owners. As the ownefsthe company are its
shareholders, the primary financial objective afpopate finance is usually stated to be
the maximization of shareholders’ wealth. Since shareholders receive their wealth
through dividends bonuses and capital gains, shitefs’ wealth will be maximized
by maximizing the value of dividends bonuses amitahgains that shareholders are
likely to receive over time. Due to the rather wagand complicated nature of the
concept of shareholder wealth maximization, othgedives are commonly thought of
as possible substitutes or surrogates. Alternatigectives for a company to
shareholder wealth maximization exist, due to tkestence of a number of other
interest groups with stakes in the company, suclemployees, the local community
and creditors who may have differing views on wthatcompany should achieve. Itis
important to point out that while companies do h&aveonsider all stakeholders and
may adopt one or several surrogate objectives sherter periods, from a corporate

finance perspective such objectives should onlpursued in support of the overriding
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long term objective of maximizing their sharehoklewealth. Some of the viable
strategies that can be adopted towards achievirtberprocess of finance allocation
objectives for a company are illustrated below:

I.  Maximization of profits: The classical economic view of a firm, as put fardvby
HayeK. is that it should be operated in a manner thatimiaes profits. There are
three fundamental factors affecting the profit maixation as an overall corporate goal
in practice, firstly is the timescale (road-mapkowhich profit should be maximized.
The road-map comes from the answer to the questiwther profit be maximized in
the short term or the long term? Short-term pnofitsued at the expense of necessary
investment may, at times, put long-term survival@opardy. The second factor for
consideration is that there are many quantitatiffecdlties associated with profit. The
use of maximization of profit as a financial objeetrequires that profit be defined and
measured accurately and there is no doubt thatrdgsirement can be met on a
consistent basis. The third factor takes acco@inbromakes an allowance for risk.
Profitability targets useful purpose in helping dohieve short term or operational
objective within the overall strategic plan of arqmany.

Ii. Maximization of sales: If a company were solely to pursue sales maxinunads its
overriding long term objective, it would probabbsult in the company overtrading and
it might lead eventually to liquidation. Sales magt necessarily be at a profit, and
sales targets could be disastrous if products argmced correctly. Maximization of
sales can be useful as a short-term objectiveexxample, a company entering a new
market and trying to establish a market share ctalldw a policy of sustainable sales
maximization.

lii. Survival: Survival cannot be accepted, as a satisfactony term objective. Will

investors want to invest in a company whose majeative is merely to survive? No.
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In the long term, a company must attract capitakatment by holding out the prospect
of gains which are at least as great as those edffdrty comparable alternative
investment opportunities. Survival is a key oljectthough, especially in times of
economic recession, focus on growth ought not tlmse If a company were to go into
liquidation, by the time assets have been distedbub preferential shareholders higher
up in the creditor hierarchy, there may be litfl@my money to distribute to ordinary
shareholders. If liquidation were a possibilitfhhod term survival as an objective
would be consistent with shareholder wealth maxatnan.

iv. Social responsibility: Some organizations adopt an altruistic sociappse as a
corporate strategy. They may be concerned withrampg work conditions for their
employees, providing a wholesome product for tbestomers, or avoiding anti-social
actions such as environmental pollution or undbteraromotional practices. While it
IS important not to upset other interest groupshsas employees and the local
community, social responsibility should not be anpany’s overriding goal but rather
it should play a supporting role within its overalijectives. On the other hand, while a
company is not merely in existence to please itpleyees alone; the consequences of
having a workforce that is demotivated and unhapplybe detrimental to the long-
term prosperity of the company.

The foregoing gives the impression that no compaxigts for the purpose of
just existing but set to achieve something moratipes whether in the short-term or
long-term basis.

2.2.4 Investment scenario

Investors make two types of decisions in consimgdheir portfolios. The asset

allocation decision is the choice of specific assghong broad asset classes, while the

security selection decision is the choice regargiagicular securities to hold within
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each asset claSs The material wealth of a company is ultimatestedmined by the
productive capacity of its operations that is, gwods and services it creates. This
capacity is a function of the real assets of themany, the land, buildings machines
and knowledge that can be used to produce goodsamites. In contrast to such real
assets, are financial assets such as stocks am$.bdrhese are the means by which
individuals and corporations hold their claims aalrassets. Financial assets are
claims to the income generated by real assetsanmslon income from the factors
outside the organization, including but not limited Government. Investors find
many different opportunities for investing theintis.

Financial assets such as stocks and bonds caeld&hinvestors in both direct
and indirect forms. Indirect investment in stoeksl shares or in property means the
purchase of an interest in a managed fund. InsiEawhking direct purchases of stocks
and shares on the market, or through new issuebuying land and buildings, the
indirect investor will entrust his money to profiesgl investment managers, who will
themselves place the total amount entrusted to timedirect investments. Indirect
investment differs from the employment of an ingitin to manage one’s investments
in one important respect: the indirect investor hasrights of ownership over the
individual investment made by the investment marggehereas a managed private
portfolio belongs to its owners at all tintés

Investment can be undertaken by individuals, firamel also by Government. It
may take many forms. Five classes of investmemtsdentified herein, (i) investment
in human potential, (i) investment in intangiblesats, (iii) investment in financial
assets, (iv) investment in work in progress andirfviestment in fixed assets. Both
individuals and the community as a whole investanious forms of human potential,

which although they are not always tangible andeasily quantifiable and measurable,
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are nevertheless of significant importance in asessment of an individual's or
community’s current and expected future materidfave. A nation may invest in its
human capital, both current and future. Theséogrne provisions of educational and
medical services in its capacity as patron for ecan growth facilitating development
of technical knowledge. The investment also presithealthy, strong workforce as
well as in its ‘national heritage’ by the fosterio§ a cultural, economic, social and
legal environment conducive to human happinessaaifdre.

The acquisition of intangible assets such as p&teopyrights and commercial
‘goodwill’ are considered as investments by thevimials or firms which obtain them,
and their value is often estimated long term assdtsvever, national-income accounts
do not attempt to measure, neither, the valuesséta, nor the value of changes in the
value of these assets. In so far as these asg@tssent the intangible advantages of
particular firms in respect of their competitorstiim an economy, an investment in
them by one firm may correspond to a loss of acagamby other firms, and hence their
total net value for the economy as a whole mayeksively small.

The acquisition of financial assets, such as comypshares or government
bonds, is an act of investment by the purchaseowdder, an important feature of
financial assets is that which are always exacéiaficed by corresponding liabilities
elsewhere, but within the entirety of the economystem of a country. Thus a
company’s share is an asset to its holder, bwthality to the company which issued it;
similarly a government bond is an asset to its éoldut also constitutes part of a
national debt.

A firm undertakes investment when it purchasesetbimg which is expected to
yield a productive service for some length of timethe future. As all goods have

some finite expected life span the classificatibexpenditures into current and capital
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Is essentially arbitrary. The broad categorieg@dds which are classified as fixed
capital assets are buildings, civil engineeringkspmachinery and vehicles (other than
for private use). In the case of existing fixededs, each purchase must be exactly
matched by a corresponding sale. Investment iadfiassets is undertaken by both
individuals and government as well as by firms. eTpurchase of a dwelling is
considered to be an act of investment, and so tmstaction of new dwellings
constitute a part of national investment in fixes$ets. However, although consumer
durables, such as private motor cars, televisi@amg] refrigerators, may have an
expected lifetime of several years, they are redtad as fixed assets for the purposes
of national income accounting. Government investt in fixed assets may take the
form of the building of schools, roads and hospjtahe provision of new public
housing, and the construction of new governmenicedf Public corporations
(nationalized industries) also undertake investmantixed assets, for example in

electric power plant, reservoirs and airports.

2.4.1 Investment fora

A company is formed for the purposes of trademdty or may not be with a
view to making profit as provided by Companies &ticed Matters Act, 2004 that “a
company limited by guarantee shall not be incorfgatavith the object of carrying on
business for the purpose of making profit for distion to its members®. Almost
invariably it is discovered that the profit motivie very strong in business or
commercial undertakings. It is an axiom that idesrto start trading enterprises, funds
have to be procured without which the company caenen take off. This does not

mean that it does not intend to make profit, buthsprofit is not to be distributed to
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members immediately. There are various investmerd Such as banks for fixed
deposit and savings, government treasury bondserprece shares, ordinary shares,
debentures, building societies, superannuationpamndion funds, insurance companies
and the discount houses.

a) Banks: Fixed Deposit and Savings

Banks are business enterprises set up to do lafkisiness. They deal in a
special kind of business — the business of mofAdyey accept deposits from the public
and make profit by lending money to the public.

Fixed deposits are deposits made for specificopgeriUsually they are deposits
made by individuals, firms, governments and ingtns. It has fixed rate of interest.
The customers may make withdrawals from the ertlefgreed period.

Savings deposits are of individuals who want teessmall amounts on a regular
basis. The savings deposit account is operatel thi# use of passbooks. Banks
usually set a limit to the number of times withdehwan be made from the savings
deposit accounts within a specified period of tireay, a month. Saving deposits
attract interests but such interests are paid effiltistuating balance in the account.

b) Government Treasury Bond or Bills:

Treasury Bills are promissory notes issued by a&egument treasury and
payable in 90 days time. It is one of the mainhods of short-term government
finance. The need for this short-term finance earibecause a gap always exists
between government periodic and regular paymertgshabugh the year and its
revenue, which are received at less frequent iaterv

The minimum tender in a Treasury Bill is for N10@ad multiples thereof.
Since the bills themselves do not carry a ratentd@rest, the bidder in order to earn a

rate of return, will tender for the bills at a dismit, at say N980 for N1000 nominal
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value. The interest income is the difference betwthe purchase price and the face
value of the bill at maturity.

Treasury Bills have very low interest rates. Tikilowever compensated for by
low default rates. They are predominantly taketypanks because they count as part
of the required liquidity asset and are eligiblerediscountable security at the Central
Bank of Nigeria. Besides being employed as a me&maising temporary finance,
they are used as instruments of monetary policthbyCentral Bank of Nigeria to mop-
up liquidity in the economy.

C) Equity finance: Ordinary share capital:

Capital markets are markets for trading in longrtdinancial instruments and
securities. The most important ones for compaaiesordinary shares (also called
ordinary equity), preference shares and debt dexsuigsuch as debentures, unsecured
loan stock and convertible loan stock. Capital ket also exist for public sectors
securities.

For companies, the capital markets have two mamgtions. First, they act as a
means whereby long-term funds can be raised by anmp from those with funds to
invest, such as financial institutions and privateestors. In fulfilling this function,
they act as arimary market for new issues of equity or debt. Secondly, epitarket
provide a ready means for investors to sell thesteg holdings of shares and bonds
or to increase their portfolios by buying additibnaes. Here, they act asecondary
market for dealing in existing securities. The secondagrket plays an important role
in corporate financial management, by facilitatiigg ready buying and selling of
securities, increasing their liquidity and henceitivalue. Investors would pay less for

a security that was difficult to dispose of. Thex@ndary market is also a source of
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pricing information for the primary market, increas the efficiency with which new
funds are allocated.

Ordinary share capital is the foundation of anypany’s financial structure.
Business requires that capital that is placeds&tand that the ultimate bearers of that
risk are the ordinary shareholders. By law, shanest have a nominal value, for
example, they are described as 50 kobo sharess ndminal value is often but not
necessarily the price at which the shares werd fasued but it may bear no
relationship whatsoever to their current markeugal Occasionally, a company will
issue ‘stock’ rather than ‘shares’. This is puralgifference in packaging. The capital
is offered in bulk so that one subscribes for angjtya of it measured in terms of
nominal value. A stockholder in a company wouldnosay, N1000 of stock while a
shareholder would own two thousand 50k shares.

d) Preference share capital:

Preference shares are distinguished from ordirsrgres by being given
preferential rights over profits and in the evehtaowinding up, over surplus assets.
Technically they are part of the equity since like ordinary shares, they are risk
bearing. In practice, however it is necessary &ixartheir preferential rights attractive
in order to sell the shares and this is achievedkésping the number issued low
relative to that of ordinary shares. In conseqaehey become virtually risk free and
for analysis purposes they are usually classifigl lvan capital. Preference shares are
not nowadays a very popular source of finances gvitn certain tax disadvantages
which they have as compared with debt. As to iregothe preference shareholder is
entitled to a dividend of up to a stated maximunoam before any dividend is paid to
the ordinary shareholders, for example, 8% preferesmares may receive a dividend of

8% of nominal value, but not more, and must recehe full 8% if any ordinary
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dividend is to be paid. In the event of a windung, any surplus assets after prior
claims, for example, creditors and lenders have lbeet, must first be used to repay up
to the full nominal value of the preference shar&@mnly after this may the ordinary
shareholders be entitled. The rights of preferestw@eholders will not normally be
varied after the shares have been issued. Thussae of bonus preference shares
would not be made to preference shareholders utlik@rdinary shareholders.
e) Debentures

Banking and financial institutions naturally ins@t collateral securities before
they grant loans to their customers. In the cdsa company, any part or all of its
assets, including its uncalled capital, may seadoan granted to it.

A debenture is statutorily defined by Companies Aflied Matters Act 2004
as “a written acknowledgement of conditions of inigelness”. It includes debenture
stock, bonds and any other securities of a companys different from shares or stock.
Davies” state that debenture is “one loan fund....divisibirong a class of lenders
each of whom is given a debenture stock certifieaidencing the aliquot parts of the
whole loan to which he is entitled”. Similarlyalmet® states that a debenture denotes:

an instrument issued by the company, normally,noitnecessary, called

on the face of it a debenture and providing for pgeyment of, or

acknowledging the indebtedness in, a specified suah.a fixed date,

with interest thereon. It usually — but not neeei$g — gives a charge by

way of security, and is often — though not invayab expressed to be

one of a series of like debentures.

Thus, debentures are instruments issued to letdesBow that they have lent
money to the company, and each debenture evidendedinct debt. It also includes

debenture stock which is “borrowed money consaéidahto one mass for the sake of

convenience®
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There are various types of debentures namelyistegd debentures”, that is,
payable to the registered holder. “Bearer debehtigehat which is payable to bearer.
They are negotiable instruments. By S.171 Compgaara Allied Matter Act 2004,
“Perpetual debenture” as meaning “irredeemableedee€mable only on the happening
of a contingency, however remote or on the exmiratf a period, however long”.
According to S.172 of the Act, “Convertible deberti are issued “upon the terms
that in lieu of redemption or repayment, they matythe option of the holder or the
company, be converted into shares in the compaog spch terms as are stated in the
debenture. Under S.173 “Secured and Naked” detentueans one which is secured
by a charge over the company’s property and it beago secured by a fixed charge on
certain of the company’s property or by a floatolgarge over the whole or a specified
part of the company’s undertaking and assets, obdty fixed charge on certain
property and a floating charge.

f) Building Societies:

These are also referred to as Mortgage banksy dbenot sell shares, but they
accept deposits on which interest is paid. They ® acceptable borrowers to build
houses of their own. The greater their deposd,rttore they can lend, therefore they
encourage saving by providing attractive methodemaouraging house ownership. In
Nigeria, government provides funds for the Fedévairtgage Bank of Nigeria to
enable it to give loans to would-be house own@itsere are housing corporations in the
states, which not only provide loans, but alsodhbtuse for people to buy.

s)] Superannuation and Pension Funds:

They collect contributions made by employers angleyees so as to provide

pension for the workers when they retire. Sucld$uare invested in safe securities, so

adding to the country’ supplies of capital. In &lig, the National Pension Scheme is
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active, whereby deductions are made on workersrigsl and remitted to the pension
administrators who invest for the beneficiarieshisTsystem gives workers security if
they are unemployed or become sick and provide snéoregovernment for long term
investment.
h) Insurance companies

Insurance companies have large sums of moneynth leAs is known, they
collect premiums on different types of insurancégpes. But the money they collect
on life insurance premiums are not paid out asydaintil some time, therefore they
can invest their money and earn income on it. Tidseases the supply of capital in
the country. They invest on both short-term amgjlterm basis, and therefore they are
part of both money and capital markets.
)] The Discount Houses

The discount houses specialize in the provisiorstairt term borrowing and
lending. They specialize in discounting Treasuhg lwhich belong to the government,
bills of exchange and other securities. For examipla firm wants funds (money) it
can sell a bill it has, to a discount house, whicluld charge an appropriate discount
rate. When the bill matures, the discount houdeget the money. Their functions
involve gathering funds that are temporarily suspia the need of the large financial
institutions. Therefore, they act as middlememken those who want to borrow and
those who want to lend out their surplus funds.weler, most of the discount house
funds come from the commercial banks; other sourcetude industrial and
commercial firms.
2.4.2 Government policy and provisions

Under Nigerian company law, a non-public limitemhmpanies requires express

authority in its Memorandum of Association to emalil to borrow money, while a
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trading company has an implied power to borrow mnydioe the purposes of its objects
unless prohibited by its Memorandum or ArticlesAssociation or by statute. There are
various restrictions imposed on the borrowing peadrcompanies namely:

S.166 Companies and Allied Matters Act, 2004 piesithat “a company may
borrow money for the purpose of its business oedisjand may mortgage or charge its
undertaking, property and uncalled capital, or pay thereof, and issue debentures,
debenture stock and other securities for any diebility of obligation of the company
or of any third party”. A company can borrow monegy any of the following
securities: (i) a legal mortgage of some specifidcgpof the company’s property such as
land; (ii) an equitable mortgage, for example, lepakit of title deed to land or even
shares in another company (iii) a mortgage of elat{iv) a bond; (v) promissory notes
and bills of exchange made or accepted on behalhefcompany by an authorized
person; (vi) debentures (vii) debenture stock X\wiharge on uncalled capital, the
Memorandum or Articles may expressly or impliedipa the uncalled capital to b e
charge.

The power to borrow may be regulated by the Aeiadf Association and where
the directors’ borrowing powers are limited, theusnkeep within those powers and
also within the objects and powers of the comparfihe effect of unlawful borrowing
depends on whether it uidtra vires the company or merelyltra vires the directors but
intra vires the company. If the directors borrow money onetidbires in excess of the
power given in the Articles of Association, the detures are void and the directors
may be personally liable in damages for a warrahiguthority to issue the debentures.
In Firbanks Executors v. Humphreys’, the respondent who was the contractor for the
construction of the Charnwood Railways concludedgmeement with the Charnwood

Railway Company by which he agreed to take debenstock of the company in
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discharge of a balance due to him for work alreddye under the contract for
construction. In pursuance of the agreement twtficates for debenture stock were
issued to him. The agreement was duly executadwateting of all the directors of the
company. The certificates were signed by two dirsconly, who had been previously
appointed to sign debenture stock by a resolutibrthe Board. It subsequently
appeared that before the issue to the respondentaitowing powers of the company
had been exhausted. In an action against the wtfotbe directors for breach of
warranty and the authority of the directors thems&ko issue, it was held affirming the
judgment of Matthew J. that all the defendants wetele, the measure of damages
being nominal value of the plaintiff's stock.
2.5 Investors: Sources of finance

A trading company or commercial enterprise is tamty in need of funds either
to expand its business activities, meet its ovetleests or replenish its stock in trade.
The problem of financial needs of a company dodsend with the floatation of the
company but flotation is the beginning of its fical requirements. Apart from the
issuing of shares and the debentures, there aer afternative sources of raising
money also open to companies.

The first alternative is the internally generatwmlirces among members who
take the shares and stock of the company. Thalitask of finding the money to set a
new company afloat is of course, that of the pr@mt The bulk of the capital, quite
naturally, must come from the proprietors or mermslyeno provide at least one quarter
of the capital. This provision is found in S.27@dmpanies and Allied Matter Act,
2004 which states that the investors generally ideo25 percent of the authorized or
nominal capital. This is the minimum amount of r@ror money’s worth with which

the promoters are authorized to float the companyhis position was also upheld in
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the case oStarcola (Nigeria) Limited & Anor v. Adeniji *® where it was held that a
promoter of a company must at least hold a specifirober of shares allotted to him.

Secondly, an appeal may be made to external sbfiocdoans, be it long-term
or short-term, for example banks loans, overdiait$ so on.

2.5.1 Bank loans

The first method of raising funds to either flaatompany or keep it going is by
approaching a bank for a loan. In fact, the baksthe primary source of the equity of
the company. Once the company is incorporated vainelre necessary, is granted
certificate to commence its business activitieg, mlormal practice is to apply to its
bank for loan or an overdraft. An overdraft doed necessarily involve a formal
agreement, but the power implicit in all tradingdacommercial undertaking is the
power to enter into contracts Section 71(1) of @wnpanies and Allied Matters Act,
2004 provides for their benefits or for the furtmece of their objects. In the case of
Deucher v. Gas Light & Coke Co'°, the House of Lords held that a trading company
need not reserve the power to borrow money, in@llary to its power. This was the
position in the Nigeria case dbtandard Bank of Nigeria Limited v. Bolokor
Enterprises Limited & Ors®® S.166 of Companies and Allied Matters Act, 2004
expressly provides that “a company may borrow mdoeyhe purpose of its business
or objects and may mortgage or charge its undegakiroperty and uncalled capital or
any part thereof”.

Overdraft is often granted on a year-to-year basdais a revolving kind of loan
facility, though the facility cannot be maintaings longer than seven years. Where
there is enough equity, there may be no need twtrés financial houses for aid. In
S.13(1) of Banking and Other Financial Institutiohst 1991, the limits of lending by

the banks are determined by Central Bank of Nigefiais however does not affect the
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capacity of the borrowing company. The same seabibthe Act provides that no
company carrying on banking business can lend antgadvances, loans or credit
facilities in excess of the cumulative total of otterd of its paid-up capital and
statutory reserves without the approval of the @¢ftank. The prohibition extends to
advances, loans and credit facilities to the comisatiirectors, firms or partnership or
a company in which the lending bank itself hasriral interest and the amount of loan
involved exceeds N1000. Funds can also be obtéimedgh loan syndicate, which are
generally constituted by banks. Investors maylassdied as either retail investors or
institutional investors. Retail investors are induals. Institutional investors include
insurance companies, depository institutions (th@t banks, savings and loan
associations) pension funds, investment compaaiesendowment funé’s Investors
can buy or sell stocks and bonds directly througharicial markets, or indirectly by
pooling their funds with other investors. Mutuahtls are investment vehicles that
pool the money of many small investors and inviest shares of companies, bonds or
other asset$

External finance is also classified according teether the finance is short-term
or long term, and according to whether it has begsed via financial markets or via
financial institutions. As for long-term source$ finance, ordinary shares and
preference shares, and corporate bonds find vogue.

If finance is not raised efficiently, the abilibf a company to explore desirable
projects will be affected and the profitability i existing operations to may suffer.
The aims of an efficient financing policy oughtlie to raise the appropriate level of
funds, at the time they are required, at the loyessible cost. It is not difficult, then,
to see a link between the financing decisions nfada company’s managers and the

wealth of the company’s shareholders.
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2.5.2 Equipment Leasing

“Equipment Leasing” is a means of financing theeragpions of a company
through the lending of machinery and equipmentifmlustrial operations. It is a
system which is very common in developed and idlstconomy but which is just
beginning to grow in Nigeria. An equipment leasedescribed as the lease of an
industrial, commercial or business equipment inclvhihe leasee is put in possession
whilst the lessor retains the ownership and tialéhie equipment, a system akin to hire
purchase but which is fundamentally different frasmbecause of the absence of the
option to purchase. Where this system of busifiessicing is in common use, the
need to raise or invest large sums of money inpilrehase of machinery and other
equipment no longer poses serious problem. Inwatieth century, the concept of
equipment leasing is an important means of longrtese of capital equipment for
financing companies. The case Mfgeria Merchant Bank Ltd v. Lee Fakino
Nigeria Ltd*® illustrates vividly the nature of equipment leasins a means of
financing companies. The facts disclosed by tranpffs were that both parties in
1982 executed a 36-month agreement whereby thendkmfes leased various
caterpillars from the plaintiffs for constructiorovk. The equipment were worth over
N2 million. The total rent payable was put at abN67,000 per month. The claims
were for arrears of rent of more than N2,400,008 an injunction restraining the
defendants from disposing of, or otherwise dealwith all the twenty caterpillars
under the plant and machinery lease agreement. plEi&iffs also sought an order of
repossession of all the equipment. Ademola JohnSah ordered the defendants to
assign to the plaintiffs the N1 million due to thefendants from one of their debtors
and pay the remaining N1 million within six weekserh the date of judgment. The

plaintiffs were also to rank in priority to any ethclaimants against the defendants.
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Another source is the right of companies to $irtassets in order to be able to
obtain the money needed. Also, companies may stgireir customers to pay
specified deposits in anticipation of future suppiygoods to them.

2.5.3 Government

Public finance is that aspect of economics whiealsl with the determination of
government activities and expenditures, with thegsMay which the funds to carry on
these activities are raised (revenue) and withetfexts of the expenditure and revenue
measures on the economy. In western-type econpmexssions about what a to
produce, for whom to produce and how to producensade mainly by market forces
(that is, by the forces of supply and demand). sTaintrasts very sharply with Soviet
Union type economies (central planned economiegr&Buch decisions are made by
the government. The contribution of governmenthar economy is vital on the
following grounds: there are some activities whoest to the producers (firms) are
greater than the cost to the society as a wholas i§ the example of decreasing cost
industry in which expansion of output by a firmdsao lower costs for all firms. In a
situation like this output will be too small ovdret production of such goods. This
scenario is often referred to as external econqrthes is, the activities that give rise to
a cost to the society which exceed the costs t@iivate sector. If production is left in
private hands, the production can be excessivee gdvernment can take over the
provision in order to regulate not only the supplyt the cost. The government
provides money also in order to eliminate intemers with perfect competition
because for attainment of maximum welfare, indastrimust be doing well.
Government activities are also undertaken witheavio ensuring that the economy is
stable. The economy if left on its own, cannotrgngee stable prices, full employment

and so on. The benefits of some economic actvaiecrue to the society as a whole
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rather than to particular individuals, so that adividual or a group of individuals
cannot be excluded from enjoying the benefits. niplas of such activities are in
respect of national defence, prevention of crinmel elean air. In such situations, the
government takes over and provides such servicesmany instances, Government had
undertaken various activities in order to ensueséhobjectives.

Government in olden days imposed taxes to raisegnrevenue only to cover
the cost of administration and defence. It wasumnisual for some powerful kings and
emperors to raise money from the public for thewngersonal use. Later on it was
realised that some services like the maintenandawofand order, and defence against
external attack could be adequately provided fothieystate rather than by individual
kings and emperors. Governments therefore begemis® money for these purposes.
2.5.4 Banks and other financial institutions:

Banks are business enterprises set up to do lafkisiness. They deal in a
special kind of business — the business of mofAdyey accept deposits from the public
and make profit by lending money to the applicaetmbers of public. Banks provide
important financial services to industry and comreeto enable it carry out its
operation. The banks provide short or medium tarmnad$ either in the form of loans or
as bank overdrafts to companies.

A bank (otherwise called Investment Bank) is a lMbale banker whose
deposits are usually in large amounts. Such depase fixed for a particular period.
With such large deposits, its loans are equallgdar The banks give advice on
mergers, acquisitions and capital structure of comgs. They provide professional
advice to companies wishing to raise new capifethey also help to place the shares
before the public and underwrite unsold shares. eyThre also involved with

government finance by floating government loan lstodBanks provide short and long-
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term finance to companies and also arrange for eomep wishing to hire equipment.
Banks obtain funds, apart from share capital, father banks and corporations unlike
banks which accepts deposits from individuals astitutions.

Banks are institutions established for the purposeproviding finance for
development. Banks provide medium and long tenarfce for the development of the
economy. The need for this kind of finance hasobex necessary because banks
provide only short-term finance and this is notcadade for development. They also
conduct detailed study of the economy in ordedemtify projects that can be financed
and to be able to identify obstacles to developmémereby providing healthy
companies’ survival and growth. Other financiatitutions usually consist of money
and capital markets. These markets are closedyviimiven with a slim difference. The
Money market provides short-term finance. Thesd@ans of up to two years.

Capital market provides long-term loan, these laes which are given for
more than two years. The main difference therefsrthat money market provides
short-term loans while the capital market provites-term loans.

2.5.5 Insurance companies

These are institutions established to spread igles rand losses of business.
They cover all kinds of risk ranging from life teehicle insurance. They assume
responsibility for all kinds of risks which any gie individual cannot afford. This way
they minimize the impact of loss on individual andmpanies. They also spool
financial resources from individuals and institasothroughout the country and make
them available for development.

2.5.6 General public
Public companies may source their finance from gkeeeral public through

share capital or equity finance. Ordinary shareitabh or equity finance is the
52



foundation of the financial structure of a compamg should be the source of most of
its longer term finance. Equity finance is prowddey the sale of ordinary shares to
investors. This may be a sale of shares to nevwemyiperhaps the stock market on the
part of company seeking a quotation, or it may bsa&e of shares to existing
shareholders, for example by means of a right igthue issuing of new shares to
existing shareholders). In addition, ordinary skaare bought and sold on a regular
basis on Stock Exchanges all over the wirlihe new issues market the regulations
governing a new issue of equity onto the capitalkeiz are laid down by government
or by the Stock Exchange and are usually complexsabject to frequent revision and
change. A company may raise finance through aeuvpity issue but need to hire the
services of an issuing house. The issuing, haumgglly a merchant bank, will try to
make the new issue a successful one by advisiritbeosteps to be taken as part of the
Issuing process, by determining an appropriateeigsice for the new shares, and by
marketing the issue to institution and other inest The issuing house will arrange
for advertisements, often taking the form of a pewtus, to appear in the national
press, and if a Stock Exchange listing is beingliagpfor, will arrange for the
appointment of a sponsor.
2.5.7 Company employees

The savings of individuals are the most basic s@af funds for investment in
corporate securities. If individual spends all imsome for current consumption, few
corporate securities could be sold. Indeed, inyndeveloping and undeveloped
countries, the inability or unwillingness of theopée to forego current consumption
makes it extremely difficult for private industry accumulate the capital necessary for
large scale and expensive industrial developmdnt.other countries like India, the

problem of raising funds for private industrial éepment is further accentuated by a
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long-standing preference on the part of many o$¢hwho have been able to save and
accumulate capital for investment in gold, precipyegels, real estate, or other material
wealth rather than in intangible such as stockskamtis of companies.

However where employees of companies turn overhmafctheir savings to
financial institutions, which in turn invest thenitl entrusted to them, then companies
capital increases. This is as a result of thenfirad institutions buying more of the new
securities issued by companies. Since financiak®ather than commercial banks do
not create funds, they must be thought of ratheccesluits or intermediaries in the
flow of savings from the people into effective istrment.

Financial savings of the people (employees) reate capital markets through
the financial institutions. But by no means shoalltl of the savings flow into
institutions for investment by them.  Companyiwiitbal employees who buy shares

and stock naturally contribute positively to thegress of the firm.
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CHAPTER THREE:
SURVIVAL AND GROWTH OF COMPANIES

3.1 Introduction

The present economic trend of globalization, tetbgical advancement and
deregulation, is fast turning the world into ongg&a global village in which only the
strongest will survive, especially, in the corperaector. Strategic practices by which
companies strive to stay alive and strong are eoosm The main aim is to improve
competitiveness in the changing global market andutate corporate survival and
growth. By pooling together expertise and capigd well as re-organizing
infrastructure, companies are able to win greatarket share, reduce the cost of
developing new products and services and therelmriably, increase their strength
and viability.

There are various grand strategies that an orgamizcan adopt in its desire to
survive and grow, such as human, material, anchéilsh resources control, research
and development, time and opportunities managenietet;nalization of technology,
creation of credit worthiness and so forth, whick the focus of this chapter. An
organization might decide to pursue slow and stegywth, or, rapid growth. Its
growth might be geared towards internal or extestedngths and boundaries. If it
decides to grow rapidly it may experience growtimpa- liquidity problems hamper
finance for rapid growth in sales and/or assetsv-profitability in an attempt to gain a
greater share of the market and resource-straitisegtsget painfully stretched to their
limits.

Rapid growth as a competitive strategy requirest tfhe organization has
resources at hand, and that, it chooses its inwsgtopportunities carefully to yield a

high return. Growth needs retention of a subsahportion of annual profits to finance
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internal growth. The company must also identifgthyielding investments to convince
its shareholders to retain profits rather than ivecelividends and suffer stagnation.
External growth as a strategy involves searchimgftber organizations, to acquire, or,
to merge with, in order to diversify and stabilthe ‘fluctuating’ income, or, to obtain a
bigger share of the market.

3.2  Definitions of Survival and Growth

“Survival™

, means “staying alive, the fact of remaining almein existence
especially after facing life threatening dangerpbcontinuing in a present position.” It
is something from the past, a custom, an idea, belef that remains when other
similar things have been lost or forgotten. lpatseans “a living or continuing longer
than or beyond the existence of, another persang tr event.?,

Growth’ means “the process of becoming larger and moraummathrough
natural development; the increase in size, powgensity or expansion in value of
securities or of a business”. It is an investnsiylie that looks for stocks with strong
earnings and/or revenues. A ‘growth’ focused camypis a company whose earnings
have increased and that company usually directghagroportion of income back into
the business
3.3  Determinants of company survival

In the field of business management, peoplenadj suffer from the temptation
of deploying resources on a large scale without@esgr notion of what their strategy
is. And yet a company’s strategy is a vital ingeetlin determining the future. A valid
strategy will yield growth, profit or whatever othebjectives the managers have

established. An inappropriate strategy not only fail to yield benefits but also may

result in disaster.
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The essential strategic attribute of resourcegh& they represent action
potential. Taken together, a company’s resourepgesent its capacity to respond to
threats and opportunities that may be perceivethenenvironment. In other words,
resources are the bundle of chips that the compasyo play with in the serious game
of business.

From an action-potential point of view, a resourey be critical in two sensks
as the factor limiting the achievement of corporgtels, and as that which the
company will exploit as the basis for its strategyus, critical resources are both what
the company has most of and what it has leasiTok three resources most frequently
identified as critical are money, competence, dngbeal facilities.

Money is particularly valuable resource becausepribvides the greatest
flexibility of response to events as they arise. mlay be considered the “safest”
resource, in that safety may be equated with tediom to choose from among the
widest variety of future alternatives. Compantes wish to reduce their short-run risk
will therefore attempt to accumulate the greateservoir of funds they can. However,
it is important to remember that although the aadation of funds may offer short-run
security, it may place the company at a seriouspatitive disadvantage with respect to
other companies which are following a higher-riskirse.

Organizations survive because they are good atgdthiose things which are
necessary to keep them alive. However, the degfeeompetence of a given
organization is by no means uniform across the n@ange of skills necessary to
strategy in business. Some companies are parlicuimod at marketing, others
especially good at engineering, still others depgmanarily on their financial
sophistication which refers to that which a compasyparticularly good at as its

“distinctive competencé”
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In determining a strategy for survival, managenmnst carefully appraise its
own skill profile in order to determine where itsesigths and weaknesses lie. It must
then adopt a strategy which makes the greatesbiuge strengths. An author has
summed up the concept of distinctive competeneedolourful as follows:

we are a career company dedicated to coal, andave some very

definite ideas about growth and expansion withm itidustry. We're

not thinking of buying a cotton mill and startirgrnake shirts.
That is to say, that for company to survive, thenagement must be focused,
determined and abreast for the development.

Physical facilities are the resource whose stratefjuence is, in all probability,
most frequently misunderstood. Managers seem tdiladed among those, usually
technical men, who see physical facilities as émgible symbol of the corporate entity,
and those, usually financial men, who view physieallities as an undesirable but
necessary freezing part of the company’s fundse [Bitter group is dominant. For
many companies, return on investment has emergetttaally the sole criterion for
deciding whether or not a particular facility shibdde acquired. Physical facilities
have significance primarily in relationship to oakicorporate strategy. It is, therefore,
only in relationship to other aspects of corporateategy that the acquisition or
disposition of physical facilities can be deterntineThe total investment required and
the projected return on it have a place in thigeination — but only as an indication
of the financial implications of a particular se&gic decision and not as an exclusive
criterion for its own sake.

Philip emphasizes the necessity for relating anluew@n of facilities to
environmental changes, thus:
Following the end of World War Il, all domestic picers of
typewriters in the United States invested heawlypiant facilities in
this country. They hypothesized a rapid incredssates throughout
the world. This indeed took place, but it was shiged. The rise of
vigorous overseas competitors, especially Olivatidl Olympia, went
hand-in-hand with a booming overseas market. AmndioIBM’s
electric typewriters took more and more of the dsime market.
Squeezed between these two pressures, the relse dfirtited States
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typewriter industry found itself with a great de#l excess capacity
following the Korean conflié

Excess capacity is today still a major problerthis field. The steady decline in
the number of agricultural farms in the United 8sadnd the emergence of vigorous
overseas competition have forced most domesticlihdl manufacturers of farm
equipment to sharply curtail total plant area. Esample, in less than 4 years,
International Harvester eliminated more than adthof its capacity (as measured in
square feet of plant space) for the productioraahfmachinery.

3.3.1 The Quality of Resources

Resources are those things that a company habehait achieve its corporate
objectives. Once the goals and objectives of @mgs are established and the
environment scanned, the organization now procéedss/aluate the resources at its
disposal for exploiting the opportunities and fanmtaining the threat. Goals and
objectives are a function of corporate resourceadiies. It is no use planning to
achieve a particular objective without the necesgaality resources for pursuing it. If
a company wishes to establish a N20 million subsydand all it can raise from its
various sources of funds is N5 million, then itgeahive is not feasible. It must also
have the skilled personnel and the time to pursiebjectives apart from the money
and the physical assets.

Resources are used for capitalizing on the sthesngt an organization and for
minimizing its weaknesses. Many indigenous ciaji@eering construction companies
in Nigeria abandon projects and contracts becausg lack the resources to execute
them. Even with the mobilization fee paid in adseby the client, they are still unable
to perform because they lack the technical known-femd the asset capacity for

executing such technically complex project, fraudwithstanding. An organization
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needs to build up resources commensurate witholisypobjectives to be successful.
In the alternative, it should tailor its goals aoldjectives in line with its resource
capacity and ability.

It is important to note here that time is an intaot resource that organizations
often taken for granted and neglected. Many omgdimns get involved in several
different projects at the same time and consequemd unable to complete anyone
satisfactorily and on time, hence the frequent restt;n of project completion
schedules. This is where a PERT (Programmes &tvatuReview Technique) or a
Critical Path Chart becomes very important in plagn These charts or schedules give
the earliest start and finish times for projectatest start and finish times for
assignments are the slack times management. [Bvgayization has its strengths and
weaknesses. A company, in the hands of a goodgeament team uses its resources to
strengthen its strengths and further deepen itkmess. To that extent, it must
appraise what resources it has in order to opstateessfully. It is the resources of the
organization that to a large extent determine pisrational plans and progarmmes.

Glueck identifies major strategic advantage factors i fimctional areas of business
that an organization must strengthen to succeadthd area of production, the organization
should ensure lower total cost of operations in gamnson with the competition, capacity to
satisfy market demand, efficient and effective Ifaes, adequate availability of raw materials
and other inputs, machinery, strategic locatioracflities and offices, efficient and effective
inventory control system, efficient and effectivaatity control and maintenance policies,
effective vertical integration. In the area of pmrate resources and personnel, it should have
good corporate image and prestige, effective omgdion structure and climate, strategic
management system, some influence with regulatggnees and government, effective

management information system, high quality andleskiemployees, balanced functional

experience, track record of top management, efieciind cordial relations with unions,
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efficient and effective personnel relations withodopolicies-low turnover and low rate of
absenteeisnin the functional area of marketing, the strateglvantage/strength factors
include establishing a strong market presenceartdtal market or key sub-market, an
efficient and effective market research system|ityuproduct/services mix, complete
product-service line, a strong new product/new isenleadership, patent protection,
positive consumer attitude to the organization’®dpicts and after sales service,
efficient and effective product packaging, effeetipricing strategy, efficient and
effective sales force, effective advertising andnpotion and efficient and effective
channels of distribution

He'® emphasizes the following strategic advantage fadtothe area of finance
and accounting: total financial resources and gtirenow cost of capital within the
industry and among competitors, efficient and afedoptimal capital structure, good
relations with shareholders and creditors, advatag tax status, efficient and
effective financial planning, working capital anddgeting procedures. The efficient
and effective accounting system, costs, budgets @mofit planning brings about
effective inventory valuation policies.

These strengths or strategic advantages, whernatapd upon, increase the
flexibility of the organization and the number &$ strategic options. On the other
hand, weaknesses in areas identified above redhbee otganization's strategic
alternative and should therefore be improved upamiaimized.

3.3.2 Human Resources
According toWeatherly'!, a company’s human capital (resource) asset is the
collective sum of the attributes, life experienkepwledge, inventiveness, energy, and

enthusiasm that its people choose to invest im theik.
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Nwagbo states that “those human beings who do things hegeb accomplish
objectives constitute the human resource of tharirgtion®”.  According to him,
they include the foundation owners, the entreprenend the leaders of the enterprise,
the directors, the managers, and supervisors whke nig the management team
employed by the foundation owners; and the rank fdadvorkers employed by the
management. All these categories of human rescwaee their individual goals and
objectives to achieve in the organization. Crepsystems and situations in which
human beings in an organization can make their bestributions to achieve their
individual goals and to develop the enterprise isawis today known as human
resource management.

According to Walton human resource management stresses mutuality betwee
employers and employe&s:

...mutual goals, mutual influence, mutual respectiuaurewards, and

mutual responsibility. The theory is that policies mutuality will

elicit commitment which in turn will yield both ket economic
performance and greater human development

Every organization exists on consumption and/dization of resources. The
resourcefulness of any thing depends upon its usadaisefulness to an entity. There
are two types of resources which are of utmost mapce to enterprises. These are
human and material resources. Human resourcabai@iman beings that work in a
particular organization. In the past, the impoctaonf workers in the life of enterprises
was not given much attention because the few erspdoyhat existed were rather
exploitative and took undue advantage of their ilgged positions as the only
employers. However with the growth in size and plaxity of organizations, coupled
with changes in science and technology, the infleerof these changes on
organizations has caused increased emphasis medgeto recognize the importance of
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workers in the place. Workers play a major rolethe successes of an enterprise.
Their productivity is important in attaining setjettives of the organization. Increased
productivity of workers derives from the developrmehworkers who must have been
acquired for maximum effectiveness and efficiency.

Therefore, human resources management is the grotegfective acquisition,
development, and utilization of an organizationsrkvforce for maximum efficiency.
This is the broad perspective. Its sub-processekide employee planning and
recruitment process, selection process, training davelopment, evaluation and
compensation, promotions, discipline, transfers| separation. = The management of
human resources hangs on two extremes with theemor&t one extreme rendering
their best services for the organization, and thgamization at the other extreme
satisfying the aspirations of the workers. Humeasource management attempts to
reconcile these two extreme ends into an amicabl&atble compromise acceptable to
both the organization and the workers.

One of the greatest challenges posed to contempananagement is how to
manage people effectively, given the ever increpsdemand for productivity
improvement. Declining productivity in organizai® has been largely ascribed to
prevalence of workers with non-marketable job skileduced spending on research
and development, excessive government regulataisspnesty and crime, and so on.
A growing number of paper entrepreneurs and eng&'grinability to plan for the
long-run are additional factors.

Increased productivity is often found to reflece tquality of work life of the
workers. Treating the impact of improved produtyiand quality of work life of the
workers, the vast majority of firms expressed &atigon with their productivity

sharing plans and believed that the current beneéitthe firm from their plans
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warranted their continuation — benefits originadigticipated were realized. For the
most part, firms believed that their productivityjap gave them a competitive
advantage in marketing their products or servicéBus increased productivity which
results from effective management ensures conimuat a firm’'s existence as well as
the satisfaction of the employees at work. Withefiective management, increased
productivity and improved quality of work life, allery vital for continued existence,
attainment of organizational goals and individuabrkers goals, will elude an
enterprise. Though instituting a productivity immpement or quality of work life
programs may be encompassed with many pitfalls,ptitential financial gains may
well justify the effort*

Human resources management is centered on fouwratiilicy issues areas of
organizations. These are:
a) Employee influence: Employers formulate policies to guide on the legé
workers participation in management — the level defegation of authority and
responsibility which in effect defines the scopeal dmeadth of workers influence in
managing the organization. These policy issuesercothe critical areas of
organizational goals, compensation, worker conaijocareer advancement and job
design.
b) Personnel flow policies these cover the enterprise’s long-term manpower
requirement: the number and quality. Critical areelude selection, promotion, job
security, career development and advancementyéatment, and termination.
c) Reward systems:The objective of reward systems is to attracttivate, and retain
all classes of employees. Ciritical areas hereudwlpay incentive rewards, profit
sharing and bonuses, the most effective motivgpackage, workers involvement in

design and administration of pay systems and so on.
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d) Work systems: The design of work systems, that is, definitiod @arrangement of
tasks and technologies, and so forth is consideezd. Policy issues affecting work
systems include the types of manufacturing anaeffiechnologies to be implemented,
and the way in which labour is to be divided.

These four critical areas are the focus of modemmdn resources management
as they collectively describe the network of thdeirelated human resource
management activitiés

Top management views the human resource managémmetions as a veritable
tool to enhance competitiveness. To accomplisk tfujective the human resource
management function must be used strategically.rdsponsibility is the maximization
of productivity, profits, and quality of work lifthrough better management of people.
To fulfill this responsibility the senior human oesce executive reports directly to the
chief executive of the organization. The humamuese management function should
focus on productivity related activities, and thertan resources people should above
all be business people, accountable, just as drwer diinction, in terms of their overall
contributions to enhancing productivity and corigdlcosts.

Contributions to improved productivity, quality ofork life, and workers
development and need satisfaction can come frone reffective management of a
number of areas. These include, but certainly reok limited to; improved work
environment, goal setting and feedback, job redesigwards based suggestion
systems, compensation policies and proceduresfiteeadministration, personnel tax
management, recruiting, training and managementldpment, affirmative action
control, turnover, and outplacement.

1) Employee influence Due to changing environmental influence on oizgtions the

profession and job of personnel is rapidly changinghe internal environmental
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influences include organization’s size and compiexinterdependence, synergies
between subunits or functional areas — such asuptioah, marketing, finance, and
research and development. External environmentiaieince on modern organizations
includes labour legislation, rising workers exp#otss, government legislations,
unionization and foreign competition. Employee feced with three general
expectations which are: to help the organizatioode with environmental dynamism,
given externally developed constraints and oppdrasn streaming from the
government and labour unions; to cooperate witlerolime and staff functional areas
adequately enough to create the desired synergffisct capable of achieving the
organizational goals. This it must do by secutimg respect, trust, and confidence of
the members of these various units in order toffeetéve in implementing its own job
or programs and to respond to certain serious humsource management problems
the organization may face, for example, union-manant disputes. Due to
complexities in human behaviours, laws, technolgand interrelationships between
groups, success in personnel administration regjguéstantial knowledge and skill in
these areas and general administration and sueryibiuman motivation and
performance. Due to the increasing importancedamands of personnel work, those
in the field are accorded increased prestige, msped compensation, as well as a
powerful central position in most organizatiths

Human resource management functions — people wbkoeagaged in the
management of human resources develop and worughr an integrated human
resource management system. Corporate human cesognagement consists of
staffing in general, human resource developmennpemsation and benefits, safety
and health, and employee and labour relations. s@Hanctional areas mirror the

human resource certification examination formaticlwlare discussed herein below.
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i) Staffing: It is the process through which an organizatinsuees that it always has
the proper number of employees with the appropskilés in the right jobs, at the right
time, to achieve the organization’s objectivesaff8tg involves job analysis, human
resource planning, recruitment, and selection. al@ysis is the systematic process of
determining the skills, duties and knowledge respiifor performing particular jobs in
an organization. It impacts virtually every aspetthuman resource management
including planning, recruitment, and selection. ntéun resource planning is the process
of comparing human resource requirements with theailability and determining
whether the firm has a shortage or excess of peesorRecruitment is the process of
attracting qualified individuals and encouragingerth to apply for work with the
organization. Selection is the process througlchlvithe organization chooses, from a
group of applicants, those individuals best sulteth for open position and for the
company. Successful accomplishment of these thsdes is vital if the organization is
to effectively accomplish its mission.

lil) Human resource development It consists not only of training and development
but also of individual career planning and develepm activities, organization
development and performance appraisal, an actithit emphasizes training and
development needs. Training is designed to proledeners with the knowledge and
skills needed for their present jobs. Developmewblves learning that goes beyond
today’s job; it has a more long term focus. Orgational development is the planned
process of improving an organization by developitgy structures, systems, and
processes to improve effectiveness and achievisgedkgoals. Career planning is an
ongoing process whereby an individual is helpedim efforts set career goals and
identify the means to achieve them. Performangaraagal is a formal system of

review and evaluation of individual or team taskfpenance. It affords employees the
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opportunity to capitalize on their strength androeene identified deficiencies, thereby
helping them to become more satisfied and satistagroductive employees.

Iv) Compensation and benefits A well-thought-out compensation system provides
employees with adequate and equitable rewards Heir tcontributions. Here the
‘compensation’ comprises the total of all rewardsvided to employees in return for
their services, that is, financial as well as noraficial motivational rewards.

v) Safety and Health: This involves protecting éogpes from injuries, caused or
likely to be caused, by work-related accidents altterefers to the employees’ freedom
from physical or emotional illness. These constlens are important because
employees who work in a safe environment and eggmd health are likely to be more
productive and yield greater long-term benefitth®organization.

vi) Employee and labour relations A business firm is required by law to recognize
Employee Union or trade union or labour union amudghin with it in good faith
whenever the firm’s employees consent the unioreppesent them. When a labour
union represents a firm’s employees, the humaruresaactivity is often referred to as
Industrial Relations Management, which handlest#sk of collective bargaining as
well.

vii) Human resource research Although human resource research is not a distin
human resource management function, it pervadesfualttional areas, and the
researcher’s laboratory is the entire work envirentn For instance, a study related to
recruitment may suggest the type of worker mostlyikio succeed in a particular
workman. Research on job safety can identify theses of work-related accidents.
The reasons for problematic situations such asnéésism or grumbling may not be

readily apparent. However, when problems occumdruresource research can often
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bring to light, their causes and possible solutiorkiman resource research is clearly
an important key to developing the most producting loyal workforce possible.

Many factors that affect the identified human ese managemettprocess are
interrelated. Factors outside its boundaries #ffi@ct a firm’s human resources make
up the external environment. The firm often h#eliif any, control over hazards of
the external environment. External factors inelude labour force of neighbouring
firms, legal considerations, society, unions, shalgers, competition, customers,
technology, political climate and the over-all natl economy.

3.3.3 Material Resources

Materials resource management is one of the lhasations of every business.
Economic success of any manufacturing company hdseat relationship with the
efficiency of the ‘material’ management. Matesimhanagement can be defined as a
function, which aims for integrated approach towatite management of materials in
an industrial undertakirly Its main object is cost reduction and efficibandling of
material at all stages and in all sections of theéeuntaking. Material management can
also be defined as an organizational concept irchvhi single manager has authority
and responsibility for all activities principallypocerned with the flow of materials into
an organization, which include purchasing, produgtiplanning and scheduling,

incoming traffic, inventory control, receiving astbres®.

Materials management according3wasubramanianf® is:

that aspect of management concerned with the politsection,
control, procedure, planning and administrationrespect of every
thing used in or about an establishment, includiagy materials,
components, new plants, tools, spares and services.

Materials management has also been defiresi
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a total concept involving an organizational stroetunifying into a

single responsibility the systematic flow and cohwtf material from

identification of the need through customer delwer

Materials management is a concept that integi@tabe activities of planning,
scheduling and controlling materials from the ‘desistage through production and
including delivery to the customer. Thus it esttids full responsibility over the
material flow system with full accountability foruglity, delivery and cost. Its
functions include purchasing, storage, inventoryntd, material handling, and
standardization. It deals with material costs, anat supply, utilization and its
handling. It is concerned with the planning andgobamming of market research for
purchase, procurement of materials (capital good®, materials, components and
semi-finished items) storage and inventory conttodnsportation and handling of
materials, salvage, and disposal of scrap as safplu

For a balanced growth and efficient running ofeaterprise it is necessary that
materials cost, materials supply and utilizationastrolled in such a way so as to result
in maximization of production, reduction of cost mfoduction and maximization of
profit. In many industries — fabrication, petraleuefinery, construction projects,
sugar, wool, cotton yarn, jute, automobile, earthimg and machinery input —
materials, including fuel, constitute over 60 pentcof the cost of the final product.
Materials management affects the entire economiwitye and, it is commonly
observed that a reduction of material cost by fper cent will lead to profit,
approximately equivalent to that generated by iasireg the sales by 30 to 40 percent.
Since increasing the sales involves additional edjpere on production, decreasing the

cost of material is preferred for increasing thefipr
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Materials management aims at reducing materias ttoough efficient control
of inventories, which helps in conserving the wogkicapital for productive purposes,
ensure uniform flow of materials for production,sare right quality at right price,
establish and maintain good relations with supplextercise prudence in using the
imported items and to find their local substitdtes
Efficient control of inventories:

Inventory control is a systematic location, steraand recording of goods in
such a way that desired degree of service can loe @ the operating shops at
minimum ultimate cost. Inventory control functiom®mprise running the stores
effectively in order to ensure timely availabiloy material and avoid undue build up of
stock, to maintain specified raw materials, to @cbtthe inventories and to strive for
supplies at competitive prices.

Uniform flow of materials for production :

The reliability of the source of materials is @al because, if the source is not
reliable, it will not meet up with it promises. h& amount of these materials available
to a business organization is an indication ofdize of the business. Each category of
material resource has its function in the procdsgroduction. Raw materials are
needed to start the production process while péardt machinery are required to
convert the raw materials to finished goods. Gairtpart, the stock of finished goods
constitutes a buffer from which the demand of conglis is met.

The success of large projects and programmes agedsfor the growth of the
revenues depends largely on the capability of nasemanagers to rightly assess the
guantities of materials, equipment and suppliesiired and to organize the purchase
of the right quality and quantities of materialsheir receipt, storage and preservation

until they are delivered to where they are needed.
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Materials management has four basic activitiesticigating materials
requirements, sourcing and obtaining materialsyothicing materials into the
organization and monitoring the status of matedals current as$ét

Materials are important determinants of the totadt of production and absorb
as high a percentage as 70 to 80 in some casesgeraral the material figure
something like 20 to 60 percent of the total cdsts obvious therefore, that materials
require serious attention. Materials do not meanffsin their crude state alone, but
they include as well partly finished items manufiaett by other enterprises.
Manufacturing of radio sets, television sets, armdamcar or typewriters often involve
use of alterable parts made by other enterprisesmfaking a complete product.
Materials may be either direct or indirect onesireEt materials enter into and form
part of the end product, while indirect materiate atilized in manufacturing and
marketing process for reaffirming, fuelling and kaging purposes. Production
management calls for managing attention on thispomite group of materials.

The wealth of a country is measured by its gr@®nal product — the output of
goods and services produced by the nation in angivee. Goods are physical objects,
something we can touch, feel, or see. Serviceshmegerformance of some useful
function such as banking, medical care, restauratdghing stores, or social services.
The source of wealth is measured by the amountootlg and services produced by
firms from the natural resources. Although we rhaye rich natural resources in our
economy such as mineral deposits, farm land, anest®, these are only potential
sources of wealth. A production function is neetiedransform our resources into
useful goods. Production takes place in all forofistransformation — extracting
minerals from the earth, farming, lumbering, fighiand using these resources to

manufacture value-added products.
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There are many stages between the extractiorsotirees material and the final
consumer product. At each stage, value is adtied, dreating more wealth. If ore is
extracted from the earth and sold as such, wesltained from our efforts, but those
who continue to transform it into metal and metdfacts will gain more and usually
far greater wealth. Japan is a prime exampleisf th has very few natural resources
and buys most of the raw materials from other coemt However, the Japanese have
developed one of the wealth economies in the waylttansforming the raw materials
they purchase and adding value to them throughegsnag.

Manufacturing companies participate in the busir@dsconverting raw materials
to a form that is of far more value and use to ¢baesumer than the original raw
materials. Logs converted into tables, chairsa@thér furniture, iron ore into steel, and
steel into cars and refrigerators and so forthadirexamples of value-adding exercises.
This conversion process, called manufacturing odpction, makes a society wealthier
and creates a better standard of living.

To sum up, in order to get the most value outhef iesources, we must design
production processes that make products most eitigi. Once the processes exist, we
need to manage their operation so they producesgousst economically. Managing
the operation means planning for and controlling thsources used in the process,
labour, capital and materials. The flow of matksricontrols the performance of the
process. If the right materials in the right quize® are not available at the right time,
the process cannot produce what is should havéouraand machinery will be poorly
utilized. The profitability and even the existeradghe company will be threatened.
3.3.4 Financial Resources

In Nigeria, as in other parts of the world, finanseone of the most important

issues in business management. In Nigeria, howdesrause of the generally low
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level of income, savings are low and consequehtyavailable money witnesses a tug
of war among its ‘suitors’.

Every business needs funds. For each sourcendkfthere is a cost involved.
To determine the sources from which funds should pbecured, a number of
considerations are important. It is importanfina out which of the sources of funds
are available to the business, the risks entadad, whether the money is likely to be
recalled at short notice. Also the respective ambsborrowing from each source,
government restrictions and institutional constsaare vital consideration. Sources of
funds for short-term financing include overdraftsans, trade credits, hire purchase,
factoring of debt, and leasing. Long term finagcoan be met through issue of equity
shares, debentures and government aid. Undistdbptofits can be used for both
short-term and long-term financing. Details of Hmrces of company financing have
earlier been provided in chapter Il (supra).

Each type of business has peculiar avenue(s)igihgafunds for its operations.
Money is required not only to acquire and mainfaysical assets, but also to pay the
human resources for their contribution to the pobidm or services process. Apart
from contributions from owners of the business bahs from external sources funds
are also generated from the operations of the basjnfor instance, when goods or
services are sold, money accrues to the busindsefauhich materials are acquired
and both workers and creditors are paid.

Financial managemeitis concerned with the determination, anticipatiand
planning of procurement of funds needed, allocatibfunds to the best possible mix
of uses, procurement of funds from the best possibk of sources, and utilization of

funds in a manner that maximizes the objectivabefiirm.
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In general one can classify numerous needs, faantie, under two heads:
finance for fixed capital investments and finanoe Wworking capital requirements.

Finance for capital investments can be soughtafeariety of reasons — fixed
assets such as a plant, machinery, factory prenaiedsfacilities for expansion or
diversification of existing business. A firm’s exgsion or diversification project may
not, however, require the installation of new equaépt or an increase in any of its
fixed asset resources if there exists unused dgpaltimay, however, require finance
to increase its working capital resources.

Thus a firm embarking on an expansion programnegsievorking capital to
increase its stocks of raw materials and finisheddg to meet the proposed levels of
sales. Similarly, if the ambition is to improvestbompetitive position of the firm in the
area of credit facilities to customers, more wogkaapital will be required to sustain an
increase in debtors particularly so, if the lengththe volume of credit is to be
stretched. Working capital finance may also beuireg to bridge temporary gaps
between the payments and receipts of money byra fiFirms’ experience, generally,
an uneven flow of money into and out of their actaand often temporary finance will
be required for the period — hours, days or week#en their cash outflows exceed
their cash inflows. Long term capital is requiried fixed capital investments and
medium and short-term finance for working capitdlhe acquisition of fixed assets
such as plants, machinery and factory premiseshiegohuge sums of money. The
benefits of these resources, however, are spread ogually, a number of years.
Consequently, recovery of such expenditures ispfactical reasons, spread over a
number of years as well. It is because of thiat, tong term finance, that is, borrowed
moneys repayable after 5-20 years, will be soughihteet the requirements of fixed

asset purchases.
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On the other hand, working capital finance isaitbhort-term or medium-term
in nature. For example, money required for paynwntaxation or wages may be
needed only for a short period pending the readiptoneys from the sale of the firm’s
products or services. In a situation in which ksoor debtors are increased either as a
result of deliberate expansion of business or essalt of economic difficulties, short
term funds are required to bridge the gap betwhenperiod of production and sales
and the ultimate receipt of payments from debtors.

At any moment in time, a business firm can be e@\ws a pool of funds fed by
a variety of sources: investors in the company’sitggstock, creditors who lend it
money, accounts receivable by customers, and gasimarketable securities used for
transactions and liquidity purposes and past egsnietained in the business. Funds
provided from these sources are committed to a eurob uses: fixed assets used in
production of a good or service, inventories usefdtilitate production and sales. At a
given moment, the pool of funds of the firm maydbatic, but over time, it changes,
and these changes are known as funds flows. Ilongoing business, funds flow
continually throughout the enterprise.
3.3.4.1 Investment decisiontnvestment decision is one of the decisions thaea in
financial management and refers to the choice anmaftegnative projects or assets into
which the firm should invest its funds. For eadferaative, risk and cash flow are
determined. A number of methods are employed ialyaing and comparing
investment proposals namely: average rate of repagback period method, internal
rate of return and present value method. The geerate of returns method simply
averages the annual profit after taxes and diviethe average investment. Although
this method is simple and uses figures which candihg be obtained from accounting

records, it fails to take into account the timeueabf money and is based on accounting
78



income rather than cash flows. The payback pemethod measures the period of
time that will elapse before an investment is dblpay its cost. This method ignores
the revenues that accrue after the payback peribite internal rate of return of an
investment proposal is that discount rate for whith algebraic sum of the present
value of the expected cash inflow and the presahievof the expected outflow of the
proposal is zero.

In varying degrees, all business firms operat@iwithe financial system. When
a product or service is sold, the seller receivdsge cash or a financial asset in the
form of an account receivable. In addition, theenfinvests idle funds in marketable
securities, and here it has direct contact withfilm@ncial markets. More importantly,
most firms use financial markets to finance theweistment in assets. In final analysis,
the market prices of a company’s securities argdleof whether it is a success or a
failure. While business firms compete with eacheotin the product markets, they
must continually interface with the financial maike The financial system consists of
a number of institutions and markets serving bussndirms, individual and
governments.

Financial assets exist in an economy becauseathiegs of various individuals,
corporations, and governments during a periodroé tdiffer from their investment in
real assets. Real assets mean things such asshbugdings, equipment, inventories,
and durable goods. If savings equaled investmrergal assets for all economic units
in an economy over all periods of time, there wohkl no external financing, no
financial assets, and no money and capital markeéeh economic unit would be self-
sufficient, current expenditures and investmenteial assets would be paid for out of

current income. A financial asset is created avityen the investment of an economic
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unit in real assets exceeds its saving and it @earthis excess by borrowing by issuing
equity securities.

Financial management involves making accuratectst of funds required in
order to efficiently execute selected investments poojects; determining the
appropriate time the funds should be made availabtborough review of the types of
finances available in the capital and money marlaetalyzing the financial institutions
through which the type of funds required can beaioled; ascertaining the type of
finance suitable for the firm with reference to tleisting capital structure or the
financing mix of the firm; and appraising the sé&dekinvestments or projects with
more emphasis on their riskiness (the modern appréa investment management)
rather than retuff,

The whole process of a prudent financial managémequires three main
decisions which can be classified as follows: Timeestment decision, the financial
decision and the dividend decisfdn Hence for a firm to be able to achieve prudent
financial management, its management must strivbtain an optimal combination of
the three main decisions. That is, a decisionrndetake a project will require an
analysis of the risk and return so as to determihether or not the return is within the
pre-determined required rate of return and itsimesss, the best way of financing the
project which is influenced by the dividend polifythe firm.

Financing decision is primarily concerned withesaining the type of finance
suitable to the firm with reference to its finangimix or capital structure and the
timing.

Dividend decision is concerned with the percentafyghe company’s profit to
be paid out as dividend to shareholders and thauatrad external finance required, if

allowed, to finance profitable investment opportiesi.
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3.35 The Quality of Resource Management

At its simplest, an organization comes into exiseewhen the efforts of two or
more people are pooled to achieve an objectivedhatwould be unable to complete
alone. The achievement of this objective callstii@r completion of a number of tasks.
Depending upon their complexity, the availabilitly appropriate technology and the
skills of the people involved, these tasks mayul®sided into a number of sub-tasks
and other people employed to carry them out. d@hsion of labour constitutes the
lateral dimension of the structure of the orgamnirat

Working on behalf of the organization’s ownersshiareholders and with the
authority derived from them, managers draw uporumber of resources to enable
them to complete their tasks: raw materials, figariechnology, appropriately skilled
people, legitimacy, support and goodwill from thrgamization’s environment. They
manage the organization by ensuring that they worthe same ends and timetable,
that they have the authority, information and oftesmources needed to complete their
tasks, that their tasks dovetail and are perfortoean acceptable standard and at the
required pace.

After the product line has been determined throaghmarket analysis, other
guality resources management is required for pribluor service.

a) Raw material requirement:

Determination of the raw material requirementgudduct especially now that
foreign exchange is very scarce and small induistisacannot afford to import raw
materials has to be done carefully. To help idemissible sources of raw materials at
the right quality, a survey of all relevant natusalurces available in the immediate

environment of production need be carried out. irAilar survey of the surrounding
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environment will also provide alternative sourcesciase of failure by immediate
sources.
b) Machinery and equipment:

The next step is to investigate the technicalfetigical requirements of the
product. It can be scanned in the environmentptfan arrangement be made for its
importation.  Qualitative machinery and equipmeiain cbe sourced from Trade
Missions and Embassies, Magazines and Trade Jsurfedde Fairs and Inventor
Exhibition and so on.

c) Financial resource:

Fund for financing the industries can be obtaifrech personal savings, family
sources, commercial banks, merchant banks, investheises. All these are reliable
points for finance.

d) Organizational and personnel requirements

The personnel requirements of an organizationtarbe determined by the
functions of the organization — the type of prodocservice involved. When the level
of skilled, semi-skilled and unskilled labour reaai for the manufacture of the product
Is ascertained the environment can be scanneclecteng the appropriate combination
of skills required.

3.3.6 Damage and Waste Control Systems

Manufacturing companies are in the business of/edimg raw materials to a
form that is of far more value and use to the coreuthan the original raw materials.
In the process of utilizing raw materials for maattiring “damage” and “waste” are
unavoidable but their extent can be controlled.r &mample, in the manufacture of

tyres or tubes some may not conform to specifioaticAlso the manufacturing process
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yields some — clippings and droppings of rubberhe Tprofitability and even the
existence of the company will be threatened duettue damage and wastage.
3.3.6.1 Damage

Damage is the result of defectiveness in a progtiath qualifies it to be “below
standard”. Goods and materials need to be movednelly as well as externally to
consumers. In the process, damage may resultgloading or off-loading or other
outright accidents. To cope with the enormouseigrof materials an extensive range
of storage equipment has been developed such ks, rtaacks, tractors, conveyors,
lifts, heavy-duty lift truck, and cranes. These aecessary for ease of movement of
materials and goods, in absence of which a sitmatan develop, capable of causing
‘excessive’ damage. The manufacturing companiest rtherefore take necessary
precautions in respect of the tools, equipmentm@ndessing plants against ‘damaging’
characteristic3.

Mechanical damage can arise through overloading, injury damage from
neighbouring materials with sharp projections. cdin also arise through faulty or
inadequate protective packaging. Protection is akeded against excessive heat and
cold. Too high or too low a level of humidity aleeed to be avoided. Tarnished
surfaces due to moisture or damaged contact agesed by impact in the store are
likely to prevent equipment functioning correctly.

Stores cannot be tidy where goods and materidigréah bins. More serious
cost may arise through goods and materials becomirgd with others, and incorrect
iIssues resulting. Stock audit becomes more diffiamd normal stock checking
virtually impossible. There also remains the pafisy that the goods which leave their
bin or other containers will damage or contamirthtese they mix with. The sides of

the bin or other container may be such as to restte goods or materials from
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escaping but may still be of such a shape andteetegoods can be stored in a tidy
manner. Apart from modular dimensions, it can bl shat too large a volume in
relation to the individual sizes of items is theeflcause of damage. The solution to
the problem is to compartmentalize the storagesatean into convenient smaller unit.

A design of bin or container to suit the materisisred and also the proper
method of handling is essential. Attention to thad only saves costs in handling but
also reduces damage to goods and stock. For egani@ use of retractable bin
shelves for heavy goods such as castings and neachiimimize damage.

To get the best service from any machine, and taimize damage to
equipment, buildings and materials, the operatatstheir helpers concerned with the
operation handling facilities must be both efficieand careful. Many industrial
accidents occur due to goods falling. There shooéd adequate training and
instructions to staff in their duties and in théesaprecautions at all times.
3.3.6.2 Waste

“Waste” connotes anything other than the minimunoamt of equipment, parts,
space, material, and workers’ time absolutely reamgsto add value to the prodiict
Waste results from off-cuts, turnings, residuespdpction rejects and unusable
materials.  The long-term result of eliminating stea is a cost-efficient, quality-
oriented, fast-response organization. Such annagion has a huge competitive
advantage in the marketplace.

Anything in the product cycle that does not addugaio the product is waste.
“Waste” is caused in various ways such as, poodyrbspecification and design, poor
component standardization and by ‘bad’ manufactuprocess. Waste making starts
with the policies set by management in respondmghe needs of the marketplace.

Management is responsible for establishing polid@s the market segments the
84



company wishes to serve and for deciding how baraspecialized the product line is
to be. These policies affect the costs of manufawy. For example, if the range and
variety of product are large, production runs Wwal short, and machines would need to
be switched over frequently, leaving little oppaiity for exercise of caution in the use
of specialized machinery and fixtures. On the othend, a company with a limited
product range can produce goods on an assemblyblises and take advantage of
special-purpose machinery with due care. The grehe diversity of products, the
more complex the manufacturing process becomedhendore difficult it is to plan
and control.

Companies can specialize in the products they naake still offer customers
wide range of options by standardizing the comporgarts used in the different
models they make, and, supplying the customer wittariety of models and options
possible from standard components. Component-psteedardization has many
advantages. It creates larger quantities of smpea@@mponents that allow longer
production runs. This, in turn, makes it more exuital to use more specialized
machinery, fixtures, and assembly methods. Stalmion reduces the planning and
control effort needed, the number of items requilatd the inventory that has to be
carried.

An “ideal” product is one that meets, rather exsgamistomer expectations,
makes the best use of material, and can be manvéacivith a minimum of waste (that
is, at least cost). The product should be so desighat it can be made by the most
productive process with the smallest number of ag@ns, motions, and parts and yet,
includes all of the features that are importartheocustomer.

Waste occurs in ‘manufacturing’ in various ways account of ‘process’,

‘methods’, ‘movement’, ‘product defects’, ‘waitingime’, ‘overproduction’ and
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‘excessive inventory’. Waste is a cost that ideatito the process if the wrong type or
sizes of machines are used, if the process is awigboperated correctly, or if the
wrong tools and fixtures are used.

Activities that do not add value to the productidddoe eliminated. Spending
time searching tools, walking, or unnecessary mgtare all examples of waste.

Goods received are generally stored and then issmegroduction’. This
requires labour to put away, find, and deliver toduction. Records must be kept, and
a storage system maintained. Poorly planned layoudke it necessary to move
products over long distances, thus increasing tbeement cost and possibly storage
and record-keeping costs.

‘Defects’ interrupt the smooth flow of work. If éhdefect is not timely
identified, the next workstation receiving it willaste time trying to use the defective
parts or waiting for good material. Sorting out feworking defects is also ‘waste’.
Schedules must be adjusted.

With respect to ‘time management’ there are twalkiof waiting time - that of
the operator and that of material. If the oper&tas no productive work to do due to
delay in getting material or instructions, therdl e a waste of time. ldeally, material
should pass from one work center to the next apdasessed without waiting in queue.

Overproduction that is, producing products beydmk¢ needed for immediate
use results in locking raw materials and labourecd&ise of the extra inventory and
work-in-process, overproduction adds confusionds$eto bury problems in inventory,
and often leads to producing components that are@eded instead of those that are.
‘Full utilization’ of machines and operators shouldt be used as an argument to

defend ‘overproduction’.
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Just-in-time manufacturing approach is used famieiation of all waste and
continuous improvement of productivity. Just-imdi is a philosophy that relates to the
way a manufacturing company organizes and opeitategpply lines.

Careful economic and engineering studies must beenta determine the
system, facility, and equipments to use, considette relevant restraints. A properly
designed and implemented handling system reducss,asaste and damage, increase
productive capability, capacity, working conditiprad, distribution. Cost servicing
are realized through lower inventory and productioontrol cost, better space
utilization, minimum handling, and shorter prodaoaticycle time. Waste is reduced by
limiting damage.

3.3.7 The Quality of Time and Opportunity managemen

A significant part of every company strategy ie time horizon on which it is
based. A viable strategy not only reveals whailggaee to be accomplished but also
says something about when the aims are to be athieGoals, like resources, have
time-based utility. A new product developed, anplaut on stream, a degree of market
penetration, become significant strategic objestigaly if accomplished by a certain
timeframe. Delay is likely to deprive them of stifategic significance.

In choosing an appropriate time horizon, the fimast pay careful attention to
the goals being pursued and to the peculiarityrgéoization involved. Goals must be
established far enough in advance to allow the fwock to adjust to them.
Organizations, like ships, cannot be “run on a dim€onsequently, the larger the
organization/project, the further its strategic dinhorizon must extend, since its
adjustment time is longer. It is a tested fact andmere managerial whim, that, the
major contributions to long-range planning have yee from the larger organizations

— especially those large organizations like Neimetérnational Pharmaceutical Plc.
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The uninitiated frequently argue that large cogtions plan far ahead whereas
small ones can get away without doing so. Asmapany gets bigger, it must not only
evolve the way it operates but it must also stggalish ahead its time horizon — and
this is a difficult thing to do. The manager whashuilt a successful enterprise by his
skill at “putting out fires” or the wheeler-dealahose firm has grown by a quick
succession of financial coups is seldom able toerthle transition to the long look
ahead.

In many cases, even if the executive directorseweduced to take a longer
range view of events, the formal reward systenossly militates against doing so. In
most companies the system of management rewardissly related to currently
reported profits. Executives may understandablysdereoccupied with reporting a
profit year-by-year that they fail to spend as mtiofe as they should in managing the
company’s long-term future. It is submitted thairrently reported profits’ are hardly
a reasonable basis on which to compensate top ixexu

The importance of an extended time horizon derasonly from the fact that
an organization evolves gradually and needs timedik through basic modifications
in its strategy but also from the fact that thexye iconsiderable advantage in a certain
continuity of strategy maintained over long periaefstime. The great danger to
companies which do not carefully formulate stragegiell in advance is that they are
prone to fling themselves toward chaos by drasticupt changes in policy — and in
personnel, at frequent intervals.

Time horizon is also important because of its iohfman the selection of policies.
The greater the time horizon, the greater the rangshoice of tactics. If, the goals
desired must be achieved in a relatively short tisteps like acquisition and merger

may become virtually mandatory.
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3.3.8 Contingency and Emergency management

Contingency is something that may happen justiamytan event that might
occur in the future, especially a bottleneck, aregancy, or an expense that might
arise unexpectedly and therefore must be prepared It is something set aside for
unforeseen emergency: provision made against wsgereevents. ‘Contingency than’
is a plan for backup procedures, emergency resppasé-disaster recovery, that is, it
is a plan for a specific alternative scenario. @mency plans are plans devised by all,
government and businesses for a specific situattten things could go wrofiy

Emergency is a sudden crisis requiring actionyaexpected and sudden event
that must be dealt with urgently - an unplanne@&néwvthat can cause death or
significant injures to employees or the facilitiglsthe business. Natural disaster and
attendant emergencies may happen any time. Ewddesly a burst pipe can spell
disaster. Planning for disasters in advance andikgahose plans updated help ensure
the survival of business. Emergencies take tien fof accidents, such as oil spills,
fires, floods, tornadoes, hurricanes, terrorisnnthegake, and virtually any other event
that may injure people, the environment, or prgpe@@ompanies should be prepared to
apply resources even beyond the premises of thepa@oynto save the larger
environment, community, facilities or property frahestruction. Behaving corporate
responsibility boosts market image.

Managing emergencies on behalf of company fadiitplves interaction with a
multitude of government agencies. Some are therdeetp the company with a vast
array of equipment, expertise, and funds. Othees there to enforce law and
regulations. Regardless of their function and waditbn companies must be prepared
to work with them, local government, state and fatlagencies.

3.4 Determinants of Company growth
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A company can grow by penetratitfte market with low priced, better quality
and more elegant products than the competitorkeoaap by effective advertising
campaigns. Companies also grow through new pratkietlopment.

Growth can also be achieved through new markeg¢ldpment, in which case,
the company through its research and developménttefand advertising campaigns
re-positions its existing products to new usesusets or introduces new products to its
existing customers in order to expand sales. Text¥ely pursue the growth objective,
an organization must be able to categorize itsymts] services and strategic business
units into those that have high growth potentiagse with low growth potential but
high cash generating capacity, those with low ghowotential and low cash flow
capability as well as those whose growth are dikcit the most profitable and
efficient areas and to prevent the dissipation fbres and scarce funds among
products, services and units without any objecbasis which will eventually create
inefficiencies and lead to ineffectiveness. Thdegarization of a company’s
products/services/strategic business units bagitalls into the growth share matrix
designed by the Boston Consulting Grodepending on the attraction of the
products/services/units’ competitive position orrked share and its growth rate in the
business environmetit
34.1 Internalization of Technology

The world has never before seen technologicalgdsoccur as rapidly as they
are presently happening. Technological advancedeireg encountered in almost all
sectors of economies at an ever-increasing pace.

‘Technology’ is refered to as the knowledge, sceeand art of producing and

maintaining factors of production to achieve theigl goals and aspirations.
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One way of subdividing technology in businessaiscategorize it by its use.
Although the technology used in different partsocjanizational life may be similar,
we can nevertheless consider technologies as edseseparate according to where it
is employed within the organization.

Information technology (IT) encompasses many ngwes of technology and
pervades an even wider range of applications imbas. It is defined as “technology
that is dedicated to the generation, transmisstorage, organization or management

of information’?

. We might use a calculator, for example, to gateemformation and
then use a computer to manage it. Also telecomeations network can be employed
for transmitting the information. All of these tewlogical vehicles are part of IT. IT
is used for increasing speed of processing andrmesion, accuracy and more ‘user-
friendly’ forms of information, and miniaturizatipthat is, the components used in IT
become smaller.

Information technology has a lot of applications husiness and general
administration which includes: office uses suchvasd-processing and graphic design,
numerical analysis by the use of spreadsheetspatamcy uses such as computerized
report generation and electronic ledger compilatimenking uses such as electronic
funds transfers, salary and personnel administrati@ommunications are facilitated
through television and radio communications, teteghand fax systems, electronic
mail, satellite system and internet. IT is alsedu$or information gathering such as
library information systems, databases (computdriggstems which contain alot of
information in a readily accessible form), electoopoint of sale systems which enable
a business to rapidly accumulate information osaies.

The mobile telephone came to the fore in the 198Bstially the domain of

senior executives and traveling sales represeattmobile telephones have become
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increasingly commonly used by members of the pulbhic social and domestic
purposes as well.

Electronic mail or e-mail, is telecommunicatioriiaeen computers or between
local area networks. Network users have their amique identifier (‘address’) whilst
home users must usually subscribe to a serviceageowho allocates an identifier to
each user. Email enables messages to be comnathiatta fraction of the cost of
speech-based telephony.

Internet is a world-wide network of computer usandividuals, universities and
other organizations, including businesses. Uatdtively recently, internet was mainly
of interest to academics who used it to keep ichowith a view to keeping up to date
with each other’s research work. Internet usersnmaw access sites all over the world
to gain information from well over two million ddtases and many more news groups
and general information sites. It also acts ashacle for the transmission of Email.

In the 1990s, the use of computer technology ierajons came to be so
widespread that Computer Aided Design (CAD) and paer Aided Manufacturing
(CAM) have become the norm rather than the exceptih is only a few businesses
that may not have, even in a small way, automagets$ pf their operations. Operations
department employs technology based on innovatianslectrical, electronic and
mechanical engineering which have combined to aatermany of the tasks that were
previously performed manually. For example, Ahm&s#hlio University manages its
student marks and awards on a database systenmnA@ation that means that at the
touch of a button, all the information about stu@@ncan be accessed immediately and
displayed on a computer monitor anywhere in thdavor

Just-in-time (JIT) manufacturers use computerdgds with their suppliers to

order directly the appropriate amount of requiragd material. Systems also exist for
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scheduling jobs or batches through a productionitiacn the most optimum way.
Production mangers usually have a computer ternmonatheir desks which enables
them to find out up to the minute information, sadh the batch schedule, the levels of
raw materials and finished goods stocks or whatuisently happening on the ‘shop
floor’.

Manufacturing processes based on ‘assembly’, f@mple, cars, electrical
goods, employ a system called manufacturing resgolanning (MRP II).

The engineering innovations such as the use dfammes for example, washing
machines, televisions, microwave ovens and disherashre testimony of easy and
comfortable lives. In business, the automation ar@thanization of procedures has
engendered beneficial results. The complexity amftdry automation varies widely.
Some machines are designed to perform relativalpls, repetitive tasks, such as paint
jets continually spraying paint at products passinga single conveyor line with the
helps of microprocessor technology in the form eobgpammable and embedded
processors. Among the more complex automationstteree used in industries like
motor manufacture and the production of silicorpskand printed circuits.

Technology is not defined in terms of electroniosl dophisticated machinery
alone, but the term also relates to business amyewide range of chemical
technologies and those associated with the unaelisig of the world and its materials.
Those who work in research, development and desigeh) as scientists and specialist
engineers, are confronted with an even more comgde)of technologies with which
they must often ‘juggle’ to benefit the productsigmrocesses of the organizations for

which they work.
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Chemical technology refers to the technology usgdhemists in developing
large scale production of new compounds, chemiceddycts and chemical
intermediates.

Materials technology includes such things as rhetgl (the study of metals),
ceramics and how these can be used in manufactaripgoduct motors, brushes,
shipping, aircraft, rocketry, surgery, clothes aodorth.

Biochemical, biomolecular and pharmaceutical tetbgy relates to chemistry
as it applies to life forms. Gene and genetic nettgy is one of those areas of
research that is presently the leading edge ohseie By understanding the genetic
‘code’ of animal and plant life, knowledge is gainm areas, such as, the causes of
disease, deformity and the ways in which thesebeatorrected.

Process technology concerns the technology indolmandustrial (particularly
manufacturing) processes. It borrows heavily frather areas of technology,
depending upon the industry and type of procesggi@stion.

Aerodynamic technology is important to organizasi@ngaged in the design and
manufacture of such products as motor cars, aircnaiksiles and bikes of various
types. It concerns the flow of air through, past aver product shapes, with the
objective of reducing fuel consumption and incregsefficiency. Even makers of
comfortable foot-wear make use of aerodynamics.

The growth and expansion of technology has beenobthe key characteristics
of the twentieth century. Although the scientifieritage goes back many hundreds of
years, the development and application of technolagd its effects on social and
business life have been enormous since the eaalg yé# this century. In the year

1900 the world was very different than it is today.was a had not yet conceived of
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air-flight televisions, antibiotics, anestheticsammputers the telephone and the motor
car were in their infancy.

Technology can help a business to reduce costiaceepnanual tasks with
automation. Technology offers the business an ppiby to increase quality through
the removal of human error, hazards, and, the dotbon of more consistent
procedures greater customer confidence and lowest taorough reduced error
corrections.

The employment of technology renders the busimesse efficient- machines
can work longer hours with no fallacies sufferedhwmans they never, pretentiously
‘ring in sick’ or go to the bathroom. In short, reavork output can be better than if the
work was performed by humans manually. Technofagilitates the making of better
and more accurate decisions. In business, thelita@nd accuracy of information
transmission has enabled managers to have at handformation they need to make
informed decisions.

3.4.2 In-house Development of Human Resources

Training (as with motivationlj is a way of improving performance. The
objective of training is to provide and upgraddiski It is important for organizations
to identify their present and future training praxgymes in order to resolve present, or
avoid future performance criticisms. Training addvelopment are necessary
considering the dynamic nature of environment inciwlorganizations exist, as well as
changes occurring in its human resources. Botlotganization and its members must
develop new skills over time to remain viable.

The importance of training of resource personshétraditional class rooms on
the job, job orientation or training school, revedvaround its basic objective to teach

and transmit information, to build skills and atms, and to mould behaviour. One
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reason for the growing importance of training igamizations is rapid technological
advancement which has rendered more jobs highyn@ated and specialized usage of
sophisticated machines demanding specific knowleaige skills to operate them.
Also, the growing complexity of organizations malas more ‘technical’ at all levels
of organizations. Training and development of homesources are vital due to the
harmful consequences of age and obsolescence.

Even though employees account for as much as B@gre of the worth of a
corporation, it is difficult to measure with preois, and understand how they
contribute to the bottom lifé A company’s human capital asset is the collectiva s
of the attributes, life experience, knowledge, imueeness, energy, and enthusiasm that
its people ‘choose’ to invest in their work. Humeampital management is the task of
measuring the cause and effect relationship obuarHuman Resource Programs and
policies on the bottom line of the firm.

Five functional areas are associated with effedtivuman resource management:
staffing, human resource development, compensatnuhbenefits, safety and health,
and employee and labour relations. These fundtiargas mirror the human resource
certification examination format.

Human resource development is a major human resauanagement function
that consists not only of training and developmemtards specific tasks, but also of
overall career planning and development activitiesyanization development and
performance appraisal.

Career planning is an ongoing process wherebydividual sets career goals
and identifies the means to achieve them. Thasdsntinuous, up-hill task because the
average people graduating from college today faaeseer changes (career, not

employer) in his or her working life. Career dey@hent is a formal approach used by
96



the organization to ensure that people with the@@rgualifications and experiences are
available when needed. Individual careers andmizgtdonal needs are not to be
treated as separate and distinct. Organizationsildhassist employees in career
planning so the needs of both can be satisfied.

Organizational development is the planned prooégsproving an organization
by developing its structures, systems, and prosess@rganizational development
applies to an entire system, such as a companylana

Performance appraisal is a formal system of rexaad evaluation of individual
or team task performance with a view to identifystgprt falls and to organize follow
up remedial. It affords employees the opportutdtycapitalize on their strength and
overcome identified deficiencies.

3.4.3 In-Service Training

Under favourable circumstances, manpower traiaimgy development produces
the dual reward of effective personnel utilizatiand motivation. By improving
employees’ ability to perform the tasks requiredtssy company, training allows better
use to be made of human resources through jobfesdisr and also a feeling of
security of employment afforded by recognition freamanagement. But these results
may not be obtained when the employees sees n@smiip his training, when it is
regarded as a punishment or a sign of displeasusghen the training seems irrelevant
to the trainee’s needs. Every organization isefuege expected to put in place, well
coordinated and sustained, ‘friendly’ manpowemireg and development programme.

Human beings, per se, do not constitute effecthanpower for productive
purposes unless to they possess knowledge and. sKilherefore, manpower policies
and programmes should always be aimed at equipfiiegpeople with requisite

knowledge and skills formal and non-formal edugatidEducation, in the context of
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manpower policies and programmes, has two aspdiesésconsumption aspect and the
capital aspect. The consumption aspect of educaie@education for its own sake. It
sees education as a means of enriching individutd thowledge with a view to
sharpening his personality. The capital aspectsaan preparing and equipping
individuals for specific tasks and employment fumas. ‘Education’ is an investment
for generating a unique capital - “human capitalligeria’s educational and manpower
policies and programmes endeavour to encompassiimtspect of education through
policy-makers, inadvertently, appear to be the itedip aspect more than the
‘consumption’ aspect.

Education, improves people’s receptiveness to mmas and skills. Since it
involves some cost, it is regarded as an investmdiitere are direct costs, whether
borne by the state or private sponsors of the iddal or both. There is also an
opportunity cost element which is borne by the vidlial himself. In a developing
country like Nigeria, the direct costs, in relativerms are usually high, but the
opportunity cost in a situation of high state oémployment is not that high.

Accumulation of capital in the form of knowledgepductive arts and attributes
embodied in individuals improves the quality of ramabour. Organizations should
work towards introducing reforms in the area offdtaining and development.

3.4.4 Incentives for skill enhancement

According to Richard,

...people will be more productive on their preseriisji@and be ready for

advancement; because the success of the enterpgaees that every

one performs at his optimum level which calls imtgar determining and

meeting the specific growth needs of each and wéiduld be translated

into training; because all good people, regardééssrganizational level,

can do a good job, and will do a good job if theg given a chance and

this chance comes in part through the provisiontliyy company of

opportunities for a person to improve his knowledsiall or attitude, and
in doing this, the company increases productivid @ghe individual
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advances in his career; and because time, monegftortican be wasted
through training that is not based on valid presem@merging needs.

It can be observed that some of the reasons giydRidhard not only motivate
the employee but also create opportunities for eased productivity for
management.

The training and development of personnel is tdokeing considered as key to
the development of nations and societies. In tastext therefore, training and
development can be conceived as an integral aspacty organizational set up which
encompasses the infusion of managerial skills ahdraypes of purposeful learning
aimed and designed, to enlarge personnel resoumoes productivity’.  Both
government and private organizations are todaylwedbin training and development
and the degree of involvement is determined by mangogenous and exogenous
factors. Furthermore, with the establishment ofes@ formal organizations, an
established institutional framework for trainingvarious levels in direct reference to
strategies like in-service training, on the jobrtirag, off the job training, and so on can
be said to have been sufficiently developed.

Training and development is “an investment” thuskimg an inference to the
beneficial nature of training and development ofspanel within all organizations.
Within the paradigm of commerce, training and depeient offers to modern
businesses many benefits.

It also referred to training and development asagomcomponent of
human resources development...and one of the straitggrventions
to achieve synerdy

Salary levels and career prospects are vital tracing new employees to an
organization, but the issue of a sound training dadelopment programme is also

attractive to new employees. A sound and coraialrh for exchange of views among
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fellow employees within and outside the organizattould be attainable through the
interactive opportunities provided by training inogps. In a single organizational
setting, this “exchange force” helps to promoteoanmon identity in an organization
and social interaction and can generate new sokitio problems.

Companies can provide incentives such as freenlamd free entertainment for
her employees which provide strength and joy atetheé of the day. Music, theatre
games, sports and so forth are some of the in@nthat attract and provide relieve for
the workers for relaxation.

3.4.5 Creation of Credit worthiness

Credit arises when a person or a business orgamzemakes a purchase of
goods or services and is allowed to pay in futuret that is, days, weeks, months or
years after the delive’y A company that sells on credit enjoys a numiidsemefits
such as: increased sales volume, improvement opebtive position, use of excess
(that is, unused capacity of production faciliteesd lower unit cost from large volume
of sales and therefore more profits. Companiasghant credit incure costs for it such
as clerical expenses on reminders, expenses oncad#éttion trips, cost of tied-in-
capital, bad debt (that is, uncollectible debtstss factoring and pledging expenses.

In all circumstances, credit limits have to beabbshed after analysis of the
capacities of the credit applicants and capalslioé own firm. Length of credit is
usually 30 days, and discount is normally offered darlier payment. This is often
expressed as for example 1/20, net 30. Thatasbtiyer is offered 1% discount if he
pays within 20 days. If he does not pay within 2@sihe must pay the full amount on
the invoice within 30 days.

The proposal to grant or extend credit raisetel for an assessment of credit-

worthiness of a debtor by a creditor. The vasisources of information for the
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assessment are: managerial skills, technical skmMailability of plants and equipment,
viability of the project, past credit performangegst history of the success of the
project, comparative success of other companiésarsimilar project for which loan is
been asked for, labour relations and an analysikeofinancial statement of the client.
Of all these, however, the most commonly used és ahalysis and criticism of the
financial statements of a client. This analysiieda‘financial or accounting ratios’
takes the form of the relation of balance sheetmofit and loss account items one to
another.

The criteria for granting credits are normally te#ad around four C’s of credit,
namely character, capacity, collateral, and coomfiii

Character refers to the reputation of the crepiliaant. It includes the quality
and attitude of the management team of the apjlican

Capacity refers to ability and capability to ruasmess profitably and service
trade credit capacity evaluation includes an amalg$ the financial ratios, ‘age’ of
payables ratio that help to indicate how earlyabmpany can pay its credit purchases.

Collateral is anything provided as a pledge omusgc for collecting a credit
facility. Banks normally ask for collateral befoileey grant credit. But collateral is
irrelevant and meaningless if the credit applidacks character or capacity.

Condition refers to prevailing circumstances, @it conditions, and policies
of credit granting firm, applicant firm, and govarant. Governmental policy might
demand credit priority in the particular line ofdiness, or, might merely be a custom to
offer credit in that line of business. The poladythe applicant firm might be such that
the granting of trade credit to the firm will be afutual benefit to both firms.
Economic exigencies might ‘warrant’ the grantingcoédit.

3.5. Financial ratios: A credit-worthiness measurg
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Financial ratios are useful for credit-worthineggpraisals, comparisons of
companies’ activities from year to year and contpeiness of company among others
of similar size in the industry. These ratios daabhanagement to know whether their
business is improving in performance or deteriarati

The financial ratios are classified into threeugrsr Balance Sheet Ratios, Profit
and Loss Account Ratios and Combined Balance $treeProfit Ratio®.

Under Balance Sheet Ratios, there are: liquiditior current ratio, asset ratio,
liability ratio, debtors/creditors ratio and dehtio (gearing ratio).

Profit and Loss Account ratios comprise - Gros®fi?Sales ratio, Net
profit/sales ratios and expenditure/sales ratio.

Combined Balance Sheet and Profit and Loss Accoatids consist of Net
Profit/Equity Ratio, Net profit/Assets ratio, Ded(Sales ratio, Creditors/Purchases
ratio, Stock/sales ratio, cost of sales/stock ratid earnings per share ratio.

a) Liquidity ratio: The liquidity ratio, also called quick asset ordatest ratio is a
measure of the liquidity of business. The ratidicates current assets minus stock
items versus current liabilities. Liquidity rati® obtained by dividing liquid assets by
current liabilities. For a company to be considdrguid enough, the ratio should be at
least 1, that is, liquid, assets should be enoadtlly cover its current liabilities.

b) Current ratio: Like liquidity ratio, is a measure of the abiliby a firm to meet its
current obligations as represented by current llis. The quick asset ratio by
excluding stock assumes that in the event of time ¢easing trading, stocks will not be
able, quickly, to yield funds to meet liabilitie€urrent ratio assumes that a company
does not normally halt trading suddenly and theeefthat stock should be taken into
account in assessing the ability of a firm to meeturrent liabilities’ obligations. Itis

calculated thus: Current Assets divided by Curtéabilities.

102



c) Liability Ratio: The purpose of this ratio is to find out to whateat the different
groups of liability holders are financing the opemas of the firm. Before extending
credit to a firm, this ratio ought to be considetedee how much outsiders’ interests in
the business exist already. Where outsiders’ camemts have continued to increase
from year to year, for instance, caution shoulcekercised in additional credit as this
will further worsen the already unsatisfactory aitan.

d) Debt Ratio: This ratio also known as ‘Gearing Ratio’ relatescapital fund, to
long-term debts. It is used to determine the iwiahip between commitments of the
owners of the business and outsiders. The lomg-teditors invariably have first
claim over the fixed and sometimes the floatingetssf a debtor-firm. With a high
debt equity ratio, therefore, the position of newditors is invariably shaky, moreso,
that the long-term creditors are usually given powader the long-term loan
agreement to cause the firm to wind up if, foramsie, interest on their loans is unpaid.
e) Gross Profit/Sales Ratio: This ratio compares gross profit to sales between
year and another for a firm. If firm A makes agg@rofit of N5,000 from sales worth
50,000 and firm B makes a gross profit of N3,0004ame then it can tentatively be
concluded that company A’'s management is moreieffidhan that of B. However,
there must be a common basis for relating one cagipaatio to another.

f) Net profit/Sales ratio highlights changes in the expenditure patternheffirm. If
expenditures are increasing or decreasing, thegesaare better appreciated when
related to sales.

g) Equity ratio: This is the ratio that is of utmost importanoettie owners of the
business. Net profit of the business shows theuatndue as returns to the owners of
the business from the financial year’s operati&quity does not always describe fully
the amount of resources available to a companyknbev how profitable a company

is, therefore, it is useful to relate the net grofia period to the assets. This ratio is
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used to form year to year internal comparison obfifability or inter-company
comparisons between firms in the same industry.

Many factors are taken into consideration in crediministration and control.
This forms the basis for grant or refuse of cradiincrease or reduce credit.

Firstly, a potential creditor should consider thedit practices of the community
in which the business is operating. For exampleatws the average length of credit
granted in the economy and/or in the particulaugtdy of the firm?

Comparisons of the amount of credit received (hahe total of creditors) with
the credit granted (that is, the total of debtors).

Credit term, which includes: the size or limit aflividual credits, the repayment
period, initial payment and the interest thereof.

A credit sanction for profitable preposition is wWorconsidering. The margin of
profit on each credit granted is, therefore, anartgnt factor in credit decision-making.

Cost of credit administration is an important factoo, namely, the cost of
capital invested in debtors, personnel costs, si@xyicosts, space and equipment costs,
cost of defaulted credit chase, and cost of batsdeb

Goodwill and good intentions are vital considenatmf credit worthiness. It

goes a long way in determining the capacity ofdent, prior to extension of credit.
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CHAPTER FOUR:

APPRAISAL OF SURVIVAL AND GROWTH OF SOME
SUCCESSFUL COMPANIES

4.1  Introduction:

The indigenous, traditional occupations of Nigesiaare agriculture, hunting,
cattle rearing, weaving, carving, blacksmith, fighidyeing and trading which started
from exchange of goods for goods (barter systemyse of manillas, cowry shells,
brass, copper rods and wires which were legal remdsouthern Nigeria and other
parts of British West Africa Before the colonization, business was resttictainly
to internal trade in a rural, peasant economy. rAftee abolition of slave trade,
European traders shifted their gaze to raw masefial their home countries. The
patterns of ‘trade development’ in Nigeria durihg tolonial era were similar to those
in other West African countries, Ghana, Liberiagr& Leone and so forth. The
promoters of the new trade, of raw materials, wie various European firms that
established trading posts at different times atouar locations in southern Nigeria
especially along the coastal areas.

In the southern parts of Nigeria, the earliesthefse trading companies were
L.G. Gaiser, Lago Stores, and, Mclver and Compafife primary interest of these
companies was more the exploitation of the forestlpcts than commerce per se. L.G.
Gaiser, however, owned a general mercantile Store

In the northern districts, the trading body wasitifin Cotton Growing
Association which concentrated on both the prodactind purchase of cotton. Many
more companies came in 1920s and 1930s which e#éctinked Lagos to other parts
of the country by road and railway. Some of theem@dnited African Company (UAC)

which owned a store for the purchase of cocoa ahth produce and mercantile shop
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for the sale of imported materials. This was faka by John Holt which also started
operating a shop in llaro and Aiyetoro in 1929. wRotree Fry Cadbury (RFC)
Limited, the largest buyer of cocoa in llaro follesk Patterson Zochonis (PZ), Phoenix
and United Trading Company (UTC) too, joined busge

The companies under study namely, Unilever Nigeta Neimeth International
Pharmaceutical Plc and GlaxoSmithKline ConsumereNggPIc are all multinational
corporations, that is, business registered andatipgrin more than one country usually
with its headquarters in their mother country. Séheorporations originated early in the
20" century and proliferated world wide after World Wa Typically, a multinational
corporation develops new products in its nativentiguand manufactures them abroad,
often in third world nations, gaining trade advaes and economies of labour and
materials. Almost all the large multinational fgnare American, English, French,
German, Japanese, or of other West European origBuch corporations have
worldwide influence — over other business entiéied even over governments, many of
which endure imposed controls on themlt should be noted that all companies
operating in Nigeria are incorporated as NigerimmPanie§ Thus companies under
study are Nigerian companies.
4.2 Case study of Unilever Nigeria Plc

‘Lever Brothers’ was originally founded by Williatrever and his brother Daray
Lever in 1885 when they started soap productiokVerrington. In their search for
markets and raw materials they explored the whbRritish West Africa. The present
day Unilever Nigeria Plc, was incorporated as Le&eathers (West Africa) Limited on
11" April, 1923 by Lord Leverhulme, but the compangistecedents trace back to his
earlier existing trading interests in Nigeria an@3tAfrica generally, and to the fact

that he had since the "1 @entury, been greatly involved in the soap busiriesritain.
109



Unilever Nigeria Plc started as a soap manufagucompany, and is today one of the
oldest surviving manufacturing organizations in &fig. Its name was changed to
“West African Soap Company Limited” on™3April, 1924. The name was later
changed to Lever Brothers (Nigeria) Limited aftee tmerger of West African Soap
Company Limited and Van Lear Perg Limited ori"I3ecember, 1955 After series
of mergers/acquisitions, the company diversifiei imanufacturing and marketing of
foods, non-soapy detergents and personal care @sodurhese mergers/acquisitions
brought in Lipton Nigeria Limited in 1985, Cheesalogh Ponds Industries Limited in
1988. The company changed its name to UnileveelidPIc in 2001.

Initially the share capital of the company was N0 wholly owned and
managed by Unilever (Commonwealth Holdings) LimitedIn compliance with
Nigerian Enterprises Promotion Decree of 1972, doenpany became a public
company on 12 September, 1973 and its shares were listed orNiherian Stock
Exchange, following an offer for sale to the puldfcd0 percent of its equity capital by
Unilever (Commonwealth Holdings) Limitéd

The mission statement of the compaisy

our corporate mission, which is to add vitalitylife, is the very heart of

Unilever. We seek to ensure that when people &oos brands, they

are choosing vitality. The journey to achieve thégan back in the 19

century.

Unilever Nigeria Plc, one of the largest manufaotyand marketing companies
has become a household name in Nigeria and is btleeanost diversified industrial
groups in the country. The company’s product ideldetergents, edible oils and fats,
toiletries, fruits squashes, personal care prodaot]s and drinks. These are marketed

under well known brand names such as, Blue Bamoke2Up, Key-Soap, Knorr, Lux,

Omo, Pears, Royco, Vasline and Lipton.
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In order to ensure that the products of UnilevegeNa Plc are available
‘whenever and wherever’ they are needed, an effialéstribution network consisting
of several depots spread, nationally, as well a&tridutors appointed to assist in
marketing the company product are maintained. acttvely advertises its products
nationally to create awareness and reinforce blayalty. The company believes that
a business exists not only for the benefit of thibs¢ are connected with it, but also for
the benefit of the community in which it operateBeriving from this philosophy,
Unilever Nigeria Plc engage in a lot of social m@sqbility such as scholarship award
for children, academic seminars and so forth.

The company was initially established to servéhassole distributor of Unilever
soap in the West African subregion. While perfargnihis role, the management soon
identified a large, untapped market with a highwgho potential that could support a
local plant of economic size. Other attractionkjolr made the company’s entry into
direct manufacturing worth while for the compangre/the availability of cheap inputs
such as labour and local oil.

In the chemical by-product industry, Unilever Nige Plc has consistently
performed as a “blue chip” on the Nigerian Stoclcliange. The company’s popular
brands such as detergent — Omo and Surf, laundrgsse Key and Sunlight, toilet
soaps - Lux, Rexona, Astral, Asepso, scoureram, \foilet preparations - Pepsodent,
Close-Up, Astral Cream, edible oil and fats Bluen@&anargarine, Planta, Cooken and
Covo oil, drinks - Tree Top have won the loyaltyaosignificant proportion of urban
markets, on the shop floor in the supermarketsdamhrtmental stores, the shelves of
smaller stores, and even on the trays of hawkethestreets.

The company also produced industrial products saschlobla liquid detergent,

Penetrax title detergent, Solo and Biskin StokiP@lmin vegetable fat, Holsum bakery
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fat. The company’s product find a ‘pride of plam the shop floor in the supermarkets
and departmental stores, the shelves of smallezsstand even on the trays of hawkers
on the streets. For quite long, the urban segmktite chemical by-products market
has provided great opportunities for growth. Otviene the income distribution
between the urban and rural dwellers has been skewavour of the urbanites. It is
to this segment of the market that Unilever Nigétia now concentrates almost all its
marketing efforts. However, the post civil war ipdrcoupled with the oil boom has
led to gradual rise in the purchasing power ofrtival dwellers too. By 1980, Unilever
Nigeria Plc research showed that the Northern rumatket offers greater growth
potential for the industry’s market than the urlpzerket.

There were some potential threats to Unilever NagBIc such as the increased
competitive tempo posed particularly by such giaagsPatterson Zochonis (P.Z) and
A.J. Seward. P.Z's elephant brand of detergerst diected at the volume-conscious
illiterate rural consumers and it clearly dominatied rural market. Its Premier soap is
fast becoming the most acceptable toiletry in thralrareas.

Another danger posed to Unilever Nigeria Plc potslucame from the
mushroom of home grown manufacturers, particulanlythe eastern area of the
country, adopting brand names which are similath® former’'s brand names. The
most common of such was “surlight” which also @sridesigns package-similar to
Sunlight soap. There was also the potential thpeaed by smugglers and the entry of
a United States of America’s giant, Procter and Blam

The options to the company under the existinguanstances are to re-stage its
products to meet the psychology of the largelyeitite rural consumers which offer

greater growth potential for the future; to aimaahighly improved quality of their
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products making use of local inputs, but adoptiageign names to win the hearts of
both the consumers and the government well.
4.3  Survival and Growth Strategies adopted by Unikeer Nigeria Plc
4.3.1 Diversification

Internal survival and growth strategies adoptedJhyfever Nigeria Plc rested on
diversification — By the early fifties, it had bene apparent that the opportunities for
growth in the soap market had started to diminishaddition there were identifiable
yawning, opportunities awaiting exploitation in ethsectors and a rapidly rising per
capita income with a more than proportionate ineeega disposable income. All these
spurred the company into diversifying its productsThus in 1954, margarine
production started following the rapid growth ofedd market in Nigeria. In 1963,
toothpaste and toilet preparations were added & rtulti brands product line.
Production of non-soapy detergent powders stareti964 and by 1971 successful
production of squash drinks had stafted

The long-term successes of this business stemstfre strong relationship with
the consumers based on the deep roots in the tdalres and markets, creating
products that help them to ‘feel good, look good get more out of life’ and the total
commitment to exceptional standards of performaameg productivity. In order to
sustain this success, the company endeavours totaimithe highest standards of
corporate behaviour towards employees, consumaerstomers, communities and
operating environment.

Over the years, the company has been a socialyonsible and responsive
organization that takes strategic actions for thprovement of the communities and
environments in which it operates. It has madevipron for assistance in fields of

health, education/children welfare and potable wilaygiene as part of it social
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responsibility programme in the Nigeria communitiednilever Nigeria Plc training
and retraining of their staff especially for bettgb efficiency in Nigeria is a
contribution to educational development. Othemepde is the company’s assistance in
area of health, by fortifying blue band margaringhwitamins, niacin and folic acid,
thereby playing a key role in contributing to disegrevention, encouraging healthy
eating habits and enabling good health for children
4.3.2 Restructuring

Unilever Nigeria Plc as a company has embarked aoprogramme of
restructuring in a bid to re-energize itself. Codened the ‘journey to Greatness’, the
vision is ‘re-inventing’ for better services to tkensumers, customers and investors.
In addition, the company has sharpened its imagmtogducing the vitality mission,
which stands to ensure that in all they do, vigaktadded to life for everyoffe
4.3.3 Mergers between Unilever Nigeria Plc and Ligin Nigeria Limited

The merger between Unilever Nigeria Plc and Lipkigeria Limited was the
most celebrated case in Nigeria. Unilever Nig@&g a public (quoted) company was
the stronger company while Lipton Nigeria Limitedprivate company (not quoted) on
the Nigeria Stock Exchange was the target compaipton was a product company in
nature producing tea and coffee in the food andkdndustry. Unilever Nigeria Plc
on the other hand, a multi-product company, haseslame of products in the Food and
Drink Industry such as Tree Top fruit drink, maigarand so on. Both companies had
certain predominant shareholders in common.

Lipton Nigeria Limited had developed a strong lrdayalty for its tea and
coffee selling under the name Lipton. However, 1880, it became clear to the
company that its available production warehouseahedr facilities at its disposal were

inadequate to meet the expected future growthettdmpany’s single product base. A
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proposal for an investment for the establishmerda akw factory at Agbara Industrial
Estate was floated but, the company was not intipasio accommodate this proposed
capital infusion. Also the company’s published mouts were not strong enough to
back a borrowing of the magnitude required to foethe project. Apart from the fact
that the company could not provide adequate dgooirithe third party financing, the
debt/equity gearing rate proved too high, and resdlehe company vulnerable.
Moreso, it was a private company not (quoted) an stock exchange, which could
have projected a good valuation of its shares onlthe basis of net assets or earnings.
The financial constraints, notwithstanding, the pamy felt that it could not cope with
the management requirement of the projected expansi

On other hand, Unilever Nigeria Plc was at the esamme facing emerging
competition in its core business area and poor@oonreturns. Therefore in order to
ensure long-term profitability, the company neededtrengthen its position against
competition, to diversity fast and to achieve @asting. Unilever Nigeria Plc had the
ideal structure, skills and funds to gain from therger.

Following preliminary consultations, managementdrea in the two
companies felt that a merger between two compacoesd provide the necessary
solution to the financial, management and profitgbibottle-necks. The overall
benefits from the merger lie in the character amatesgy of both companies. Both the
companies were already producing and marketing fasting consumer products.
Unilever Nigeria Plc needed the management speatain and strong brand name of
Lipton to enlarge its food and drinks activitiedeetively. Lipton Nigeria Limited
needed Unilever Nigeria Plc for a meaningful expam®f its profits in tea and coffee
business, along with diversification into new areasds.

The merger was finally approved in December, 1884
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approving a share exchange ratio whereby 150 andislaares, of 50k

each, of Lever Brothers were exchanged for 10(hargishares of Lipton

of Nigeria Limited, of 50k each.

4.4  Case Study of Neimeth International Pharmaceidal Plc

Pfizer (now Neimeth International Pharmaceutical) # one of the world’'s
leading pharmaceutical companies with a long atetesting history that dates back to
the year 1849 when Charles Pfizer and Company comwmede a fine-chemicals
busines¥. A modest redbrick building in the Williamsburgctien of Brooklyn, New
York, served as office, laboratory, factory and everuse. The company’s first product
was Santonin-a palatable anti-parasitic which wasranediate success.

In 1862, the company launched its first domestadpction of tartaric acid and
cream of tartar, products vital to food and chemiwdustries. The expansion propelled
by civil war, in United States of America, and dtd Neimeth International
Pharmaceutical PIc’s revenues. The company atithathad a substantially increased
product line and had acquired 150 new employeesacbommodate this growth, the
company bought and renovated a post-revolutionea\bailding at 81 Maiden Lane in
Manhattan and moved its headquarters there. Theaoyncarried the Pfizer name for
nearly a century. In 1880, it began manufacturitigccacid using imported concentrate
of lemon and lime which became the company’s maadyct and the launching pad of
its growth in the decade that followed. SpurredUnjted States of America within
westward expansion and its growing number of ciiemést of Mississippi, Neimeth
International Pharmaceutical Plc opened officeswaaehouses in Chicago, lllinois, its
first location outside of New York, in 1882.

On December 27, 1891, co-founder Charles Erhad thaving a partnership

worth $250,000 to his son William. However, the emgnent stipulated that Charles
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Pfizer could buy William Erhart’'s share at half itsventory value, an option Charles
Pfizer quickly exercised, consolidating ownershiptloe company in his hands. In
1899, Neimeth International Pharmaceutical Plcdéeain the American chemical
business, marked its 8@Gnniversary. Its portfolio included a wide arrdyirmdustrial
and pharmaceutical products, anchored by citrid,a@mphor, cream of tartar, borax,
and iodiné®.

The company had offices in New York and Chicagal &m contacts in the
import-export business crisscrossed the world. 9001 it filed an official certificate of
incorporation in the State of New Jersey, with atharized capital of $2 million
divided into 20, 000 shares of $100 each. Neimathrhational Pharmaceutical Plc
remained a privately held company until June 22121 9vhen 240,000 shares of new
common stock were offered to the public. CharlazdPf& Co. turned 75 years old in
1924. A celebration at Brooklyn plant, which had63@mployees, marked the
milestone. In a major international expansion,dbmpany operations were established
in Belgium, Brazil, Canada, Cuba, England, Mexiéanama and Puerto Rico in 1951.
it established an agricultural division dedicatedoffering cutting-edge solutions to
animal health problems in 1952. Neimeth IntermatloPharmaceutical Plc acquired
J.B. Roerig and company, specialists in nutritiosapplements and it became a
division of Neimeth International Pharmaceuticat Rioerig remained an integral part
of Neimeth International Pharmaceutical Plc’'s Qanging Marketing Division in
1953. The company also partnered with Japan’s Taitmanufacture and distribute
antibiotics the same year. The company acquirddfhership of Taito in 1960. The
company signaled its increasing commitment to mebehy consolidating its medical
research laboratory operations in Groton, Connettfidt began a decade of substantial

growth and established new world headquarters MidtMahattan in 1961.
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Neimeth International Pharmaceutical Plc acquiredcaclM lllertissen, a
prosperous manufacturer of pharmaceutical, chenaiedlconsumer products oriented
to the needs of the German marketplace in 1971 Ctmral Research Division was
established, combining pharmaceutical, agriculiuahd chemical Research and
Development worldwide. It eventually grew to inctudesearch centers on three
continents. Charles established a microbiology riatooy for soil screening in Nagano,
Japan. The site was expanded in 1985 into a megoovkry laboratory complex where
researchers were part of worldwide teams seekingelnways to circumvent the
inflammatory process in diseases like arthritis asthma, and new non-addictive
analgesics to manage pain.

As United States of America celebrated its 2Qfrthday in 1976, Neimeth
International Pharmaceutical Plc celebrated oves §@ars of explosive growth. In
1993, the company launched ‘sharing the care’,indestry’s premier drug-donation
program. The Animal Health Division purchased Smitline Beecham’s Animal
Health Business in 1995, making Neimeth Internaiddharmaceutical Plc a world
leader in the development and production of phaeukcals for livestock and
companion animals. It increased its presence m Bar East by building a
pharmaceutical plant in Dilian, China and expandimgughout growing markets in the
Pacific. In 1997, Fortune® magazine named Pfizes thorld's most admired
pharmaceutical company and the company consofideteeign as ‘most admired’ in
1998.

In 1998, the company invested more than $3.3 hillia Research and
Development. Neimeth International Pharmaceutidal @d the Edna Mc Connell
Clerk Foundation partnered to establish the Intewnal Trachoma Initiative (1.T.I) to

help eliminate blinding trachoma. In 1999, Pfizelebrated its 180anniversary as one
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of the world’s premier pharmaceutical companiescdgeized for its success in
discovering and developing innovative drugs for hunailments, Forbes® magazine
named Pfizer ‘company of the year’. It brought threg discovery process to a new
level of efficiency with the opening of the Discoyd echnology Center in Cambridge,
Massachusetts. Utilizing the emerging knowledggeofe families, the center’'s mission
is to evolve new, more efficient models for disaovg drug candidatés

At the dawn of 2% century, the company remains outstanding with zeal
maintain its first class standard among others. Bést Get Better-Pfizer and Warner-
Lambert merged to form the new Neimeth InternatidPl@armaceutical Plc in 2000,
creating world’s fastest-growing major pharmacetmompany. History of Warner-
Lambert dates back to the mid-1800s, the opportiayes of a growing America. In
1856, William R. Warner launched his own drug stioré’hiladelphia, Pennsylvania.
An innovator at heart, he invented a tablet-coafmgcess to encased harsh-tasting
medicine in sugar shells. This innovation earnedridia a place in Smithsonian
Institution.

Warner gave up his retail shop in 1886. He theruded solely on drug
manufacturing under the name William R. Warner & Gteanwhile, in the United
States of America Midwest, Jordan Wheat Lambemdaed Lambert pharmaceutical
company at St. Louis. Lambert's main product wastdrine® antiseptic, and it was
marketed only to medical professionals. In 1914 bbgan to mass market Listerine
through an advertising campaign that is still aeca®del in business schools. Pfeiffer
chemical, a St. Louis-based company bought WillRmANarner in 1908, retained the
‘Warner’ name, and expanded the company throughisitign'®.

The paths of Warner's company and Lambert’s firtensected in 1955, with

the creation of the Warner-Lambert Pharmaceuticaim@any. Warner-Lambert

119



acquired an American Chicle Company, a New Yorky-Based company that was
among the world’s largest producers of gum and sniim 1965, Warner-Lambert
purchased a small cough tablet company in the dritmmgdom and expanded the
brand known as Halls® Mentholyptus to global statuin 1970, Warner-Lambert
acquired the Schick® wet-shave product line fromerfSkharp. The company was
founded in 1929 by Jacob Schick, whose magazindifigarazor was inspired by the
repeating rifle. In the same year it acquired Pdbkeis. In 1993, Warner-Lambert
acquired Wilkinson Sword, combining it with Schick® create the world’s second
largest wet-shave business.

However, a far greater expansion of the companyeciani996, when Warner-
Lambert entered into a co-marketing agreement ®Rither on Lipitor® (Atorvastatin
calcium), a new entry into the statin class ofdipwering agents. In 1999, Warner-
Lambert acquired Agouron, based in LaJolla, Caldogouron has been leader in
protein-based drug design and marketer of the asetenhibitor, Viracept® (nelfinavir
mesylate) used in the treatment of HIV-1 infectatgnts with advanced or progressive
immunodeficiency in combination with antiretroviralcleoside analogues.

Neimeth International Pharmaceutical Plc and Wat@enbert announced their
intention to join together, a transaction completedune 2000, creating the world’s
most valuable and fastest-growing pharmaceuticahpamy. Neimeth International
Pharmaceutical Plc and the Ministry of Health olithoAfrica signed a memorandum
of understanding in the year 2000 to establishDifeican® partnership program a
product for which Neimeth International PharmaamltiPlc was the world leader in
marketing. The company owns the largest buildingtha world dedicated to the
discovery of new medicines for human and animalthean its Groton, Connecticut

research campus.
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In 2001, it announced a commitment to fund thediug of regional treatment
and training center on the campus of Makerere Usiiyein Kampala, Uganda as part
of the Academic Alliance for the AIDS Care and Bwotion. It launched Geodon®
(ziprasidone hydrochloride) a new antipsychotic tfog treatment of schizophrenia. In
2002, the company introduced the ‘Pfizer For Livihghare Card Program’, which
provide entitled low in-come Medicare beneficiariesaccess, up to a 30 days supply
of any prescription medicine for a flat rate of $i&r prescription. The company thus
became the first United States of America pharmiaadicompany and the first top-ten
companies on the New York stock exchange to joenUhited Nation Global compact,
an international network that promotes the goodham@te citizenship by fostering
partnerships between companies, United Nation’s n8igs, non-governmental
organizations (NGOs), trade unions and academiitutiens.

The company has invested $5.1 billion in researod development and
launched two new medicines: Bextra® (valdecoxibY avifend® (voriconazole).
Bextra provides powerful 24-hours symptom relief @steoarthritis and Rheumatoid
Arthritis in one convenient daily dose. Vfend, amally and intravenously administered
antifungal, is indicated for treatment of seriousdal infections.

The Neimeth International Pharmaceutical Plc Fotindahas announced the
launch of a three years initiative to provide ‘gganio support training and capacity
building for HIV/AIDS in developing countries. Tl organizations received grants
through the international HIV/AIDS Health Litera@rants Program. In 2003, Pfizer
invested more than $7.1 billion in Research anddimpment. The company also
launched Relpax® (Eletriptan HBr), a medicationaleped specially for the treatment

of migraine$’..
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On April 16, 2003 Neimeth International PharmaamltiPlc and Pharmacia
Corporation combined operations, bringing togetier of the world’s fastest-growing
and most innovative companies. With a Research Renklopment budget of $7.1
billion in 2003, the new Neimeth International Rhaceutical Plc is now the world’s
leading research based pharmaceutical company.00%,2Neimeth International
Pharmaceutical Plc was selected by Dow Jones andaCloe included in the Dow
Jones Industrial Average, which is the best-knotenlksmarket barometer in the world.

On June 16, 2005, Neimeth International PharmazautPlc and Vicuron
Pharmaceutical Inc. announced that they have ehter®® a definitive merger
agreement whereby Neimeth International Pharmazauglic will acquire Vicuron, a
biopharmaceutical company focused on the developmienovel anti-infectives, for
both hospital-based and community-acquired infestidJnder the merger agreement,
the company will acquire all outstanding sharescash, for an aggregate equity
purchasing price of appropriately $1.9 billion. Agjtion of Vicuron was completed in

September 14, 2005.

4.5 Survival Strategies Adopted by Neimeth Intmational Pharmaceutical Plc

The continuous existence of Neimeth InternatidPlagrmaceutical Plc without
ceasing in operation can be attributed to good pletions designed to ensure that its
corporate objectives were achieved. Several siede@f the company were
successfully and carefully implemented through gomhagement. It is one thing to
design strategies but another to properly implentieein so as to arrive at successful
set-objectives. Some of the strategies adoptdddayeth International Pharmaceutical

Plc that have sustained its continuous growth arfeliows:
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4.5.1 Merger activities of Neimeth International Plarmaceutical Plc

This involves joining together two or more com@anunder an agreement to
operate as a single entity or corporate body. M#inmternational Pharmaceutical Plc
has been employing this technique often. Neimetigrhational Pharmaceutical Plc was
internally a one man company under the directiv€lodrles Pfizer from the beginning
of its operations before he ventured into a pastmpragreement with Japan’s Taito to
manufacture and distribute antibiotics. The compalsy entered into partnership with
Edna McConnell Clerk Foundation in 1998 to estéiblie internal trachoma initiative
(ITH to help eliminate blinding trachoma. In 200Bfizer merged with Warner-
Lambert, another big pharmaceutical company to foNeimeth International
Pharmaceutical Plc creating the world’s fastestmgng major pharmaceutical
company.

Also on April 16, 2003, Neimeth InternatibnBharmaceutical Plc and
Pharmacia Corporation began operating as a undm@mupany forging one of the
World’s fasted-growing and most valuable compamidk a research and development
(R & D) budget of $7.1 billion in 2003. The compaisynow the world’s leading
Research-based Pharmaceutical Company.

4.5.2 Acquisition activities of Neimeth Internatioral Pharmaceutical Plc

Acquisition involves the gaining or possessing anpany through purchase.
The company employed this technique also to asstsnpgesent status that is, a world
leading pharmaceutical company. It started actjpisias far back as 1953 when it
acquired J.B. Roerig and Company, a company sjaolin nutritional supplements
which became a division of Neimeth InternationadufPmaceutical Plc.

In 1971, Neimeth International Pharmaceutical &quired Mack lllertissen,

another prosperous manufacturer of pharmaceutba&mical and consumer products
123



oriented to the needs of the German Market platieefPacquired Japan’s Taito after
their partnership to manufacture and distributéaotics. Also Animal Health Division
of Smith Kline Beecham was acquired in 1995 makiNgimeth International
Pharmaceutical Plc a world Leader in the develogmand production of
pharmaceuticals for livestock and companion animdlse acquisition of Vicuron was
completed in September 14, 2005 by Neimeth Int@nat Pharmaceutical Pt

4.5.3 Research and Development

Neimeth International Pharmaceutical Plc in italz® become and stay as a
world leading pharmaceutical company invested mafdks resources in Research and
Development through which new drugs continued tanbe@duced into the market and
the older ones modified to achieve the desiredctife therapeutic benefit and also
keep leading the market of such drug products. N#ininternational Pharmaceutical
PIc’s investment in Research and Development caver®nly human pharmaceuticals
but also livestock as well. In 1952, the compantatdshed an Agricultural Division
dedicated to offering cutting-edge solutions torAal Health problems.

The division opened a 700-acre farm and reseaachlity in Terre Haute,
Indiana. In 1955, a fermentation plant was stainedngland, laying the foundation for
Neimeth International Pharmaceutical Plc’'s Reseauth Development operations in
Great Britain. In 1971, the company establishedt@roCentral Research division,
based in Connecticut, combining Neimeth InternatioRharmaceutical Plc’s global
research organizations under one umbrella; theeceodmbing pharmaceuticals,
Agricultural and Chemical Research and Developmeotld wide, has eventually
grown to include research center on three contifient

In 1972, a microbiology laboratory for soil scragnwas established in Nagono,

Japan. The site was expanded in 1985 to a majooulsy laboratory complex where
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researchers are part of worldwide teams seekingelnexays to circumvent the
inflammation process in diseases like arthritis @sthma, and new non-addictive
analgesics to manage pain.

In 1988, the company invested more than $3.3 ohillin Research and
Development in partnership with Edna McConnell Faation to establish the
International Trachoma Initiative (ITl) to help minate blinding trachoma. In 1999,
the company took the drug discovery process tova legel of efficiency with the
opening of the Discovery Technology Center in Cadd®, Massachusetts, utilizing
the emerging knowledge of gene families. The cénteission was to evolve new,
more efficient models for discovering drug candedat

These candidates have an increased potential rioveuthe rigors of drug
development. The investment in Research and Deralapnow exceeds $4 billion for
the first time. As part of its strong commitment fund the building of a regional
treatment and training center on the campus of keakeUniversity in Kampala,
Uganda as part of the Academic Alliance for AIDSreCand Protection. Through
Research and Development, the company has comatluigeveral new drug products
of which it maintain their production and marketiwgrid wide.

These successes are based not only on heavy doliestment, but also on
creative research strategies, such as the shéitnphasis from fermentation research to
synthetic organic chemicals as potential sourceseaf medicines. In addition, the use
of multidisciplinary teams has encouraged crosshiEtion of ideas, making the
company’s research operations even more productive.

4.6  Other Health Programs of Neimeth InternationalPharmaceutical Plc
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Neimeth International Pharmaceutical Plc does el@nt its effort in striving to
lead, as the company keeps on initiating variousdtherograms to attract customers
and patients to their products. Such programs d&;lu

» Pfizer “sharing the care” program in 1993.

* International Trachoma Initiative (ITI) in 1998

» Diflucan Partnership program in 2000, which wadglty expanded in 2004.
* International HIV/AIDS Health Literacy Grant prognan 2002

» The “Pfizer for Living Share Card Program” in 2002.

4.7  Case Study of GlaxoSmithKline Consumer Nigeri&Ic

GlaxoSmithKline Consumer Nigeria Plc is a compavith a very long and
interesting history that dates back to the yeaOM8Ben John K. Smith opened his first
drug store in Philadelphia in the United StatesAofierica and was joined by his
younger brother George in 1841 to form John K. Brand Co. Earlier in the year
1815, Plough Court Pharmacy, the forerunner of rAllmd Hanburys Limited, was
established in London by Silvanus Bevan.

In 1842, Thomas Beecham launched the Beecham lpiistive business in
England. This laxative became widely successful bha was able to pioneer the
world’s first factory built solely for producing rde&ines at St. Helen’s in England in
the year 1859 (subsequently to be merged in 1888ulting in SmithKline Beecham
Plc).

A few years later in 1865, Mahlon Kline joined doK. Smith and Co. in the
United States of America as a bookkeeper. In 1B&%pok an additional responsibility
as a salesman and added many new and large accadatsvas rewarded when the

company was renamed Smith, Kline and Co.
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Shortly, after this, in 1880, Burroughs Wellcomelaompany was established
in London, England by American Pharmacists Henryl&me and Silas Burroughs.
In 1891, Smith Kline and Co. acquired French, Rideand Co., forming SmithKline
and French, thereby providing a grater portfolicofsumer brands.

Meanwhile, Joseph Nathan who started dried middpction in New Zealand
and exporting it to London in 1906 under the traderiGlaxo’ opened the ‘Glaxo’
department of his company Nathan and Co in Lond@mgland, in 1908 culminating
into Glaxo laboratories in the year 1935.

In 1938, Beecham acquired MacLean’s Limited and' €Rooprietaries Limited.
MacLean’s toothpaste and lucozade energy — replacerdrink were added to
Beecham’s products line at this point. Many ydater in 1943, Beecham research
laboratories were established with a mission tougocexclusively on basic
pharmaceutical research. In 1947, Glaxo labomdohmited absorbed the parent,
Joseph Nathan company and the new company, Gla®Jisted on the London Stock
Exchange.

In 1959, the Wellcome Foundation acquired CoopasDbligall and Robertson
Limited, an animal health company founded in 1848jle Smith Kline and French
acquired Rechereche et Industrie Therapeutiquél @Rvaccine busineSs

In 1978, through the acquisition of Meyer Laboresrnc, Glaxo’s business in
the United States of America was started and lza@eame Glaxo incorporated in 1980.
In 1989, SmithKline, and the Beecham Group Plc eerng form SmithKline Beecham
Plc and a few years later in 1995, Glaxo Companyiteid and Wellcome merged to
form Glaxo Wellcome and in the year 2000, Glaxo&/line was formed through the

merger of Glaxo Wellcome and SmithKline Beecham
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Today GlaxoSmithKline Consumer Nigeria Plc is arlddeading research —
based pharmaceutical company with a powerful coatlmn of skills and resources
that provides a platform for achieving a significgnowth in today’s rapidly changing
health care environment and forging ahead with ssimin to improve the quality of
human life enabling people to do more, feel bettet live longer.

GlaxoSmithKline Consumer Nigeria Plc with headiedf in the United
Kingdom and operations based in the United Staftésveerica, is one of the industry
leaders, with an estimated 7% of the world’s phaweunéical market. GSK retains
leadership in four major therapeutic areas — anfiéietives, central nervous system
(CNS), respiratory and gasto-intestinal/metabolic.

In addition, the company is a leader in the vdaeta of vaccines and has a
growing portfolio of oncology products. The compatso has a consumer health care
portfolio comprising over - the-counter (OTC) medes, oral care products and
nutritional healthcare drinks, all of which are amgomarket leaders. Many of the
consumer brands are household names: ribena, Kgrliticozade, aquafresh,
Sensodyne, panadol, turms, zovfrax

Based on 2003 annual results, GSK had salesingtall1.4 billion pounds
($35.2 billion) and profit before tax of 6.7 biliopounds ($11 billion). Total
pharmaceutical turnover of the company grew 5%ugb pver 18 billion pounds ($29
billion)?*. The company has over 100,000 employees worldaidbese, over 40,000
are in sales and marketing, forming the largestss&brce in the industry. Around
35,000 employees work at 85 manufacturing site37ircountries and over 16,000 are
engaged in research and development (R&D) basedl sites in seven countries.

In 1999 the 39 anniversary marked the launching of ventolin (&dbal) for

respiratory treatment thereby making Glaxo Wellcotine largest therapeutic area.
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Sharpening its focus on pharmaceuticals and consumealthcare, SmithKline
Beecham diverts SmithKline Beecham Clinical Labomas and Diversified
Pharmaceutical Services. SmithKline Beecham Awar{thsiglitazone maleate), for
the treatment of type 2 diabetes, is launchedérithited States.

The company committed to tackling the three “pityd diseases identified by
the World Health Organization: HIV/AIDS, tubercul®sand malaria. Similarly, in
year 2007 marked the #5ear of Positive Action Programme that helps comities
living with HIV/AIDS %,

The mission of the company is the “quality of huniiée by enabling people to

do more, feel better and live longer”.
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4.8 Survival and Growth Strategies Adopted By Glax8mithKline Consumer
Nigeria Plc

The dynamic economic environment propelled by tlobaization of the world
economy, intense competition, rapid technologidahnge and increased consumer
choice, amongst other factors, have placed coratker pressure on corporate
management to deliver superior performance and evdhr their shareholders.
Consequently, companies are increasingly pursuirmyvily strategies by way of
mergers and acquisitions, in order to remain coitipein their respective markéfs

GlaxoSmithKline Consumer Nigeria Plc being quiteassvof these complexities
and the fact that the technologies leading to diiggovery and development are
approaching the limit of human knowledge adoptesumber of strategies aimed at
ensuring that the company stays abreast of devep{mmn the industry.

Some of the adopted strategies are merger betwdaroW®ellcome and
SmithKline Beecham in August 2000 to form Glaxo3ditne, acquisition of
Fraxiparine, Fradoxi and Arixtra and associated ufecturing plant from Sanofi-
Aventis on the ¥ September, 2004. Restructuring of the drug rebeaand
development (R&D) division of the company with erapls on Genomics/Genetics as
well as creation of centres of excellence for diiggovery (CEDD), maintaining sales
and marketing force of over 40,000, the largegha industry, specialization in basic
areas such as anti-infectives, central nervougsystespiratory and gastrointestinal,
4.8.1 Merger activities of GlaxoSmithKline Consumemigeria Plc

Competition in the pharmaceutical industry hasobee even more intense over
recent years and companies are making significesturces available for marketing

their products and in-licensing compounds from ptrganizations.
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Merger and acquisition have become an importaahpimenon in the corporate
world. To the individual companies and the econ@nharge, they are vital for growth
and survival. Generally, a merger is the combamabf two companies where one is
completely absorbed by the other, or one of thepaones loses its identity and is made
part of the other company while the other compassumes all the rights, privileges
and liabilities of the former compaffy

There was merger between Glaxo Wellcome and SriitekBeecham on the
21% of August, 2000 which resulted in GlaxoSmithKli@ensumer Nigeria Plc. Glaxo
Wellcome and SmithKline Beecham agreed to merge famoh GlaxoSmithKline
Consumer Nigeria Plc because they believed thatdSiaithKline Consumer Nigeria
Plc will be strongly placed to benefit from the iixg opportunities emerging from the
changes in the pharmaceutical industry. Glaxolgftine Consumer Nigeria Plc now
has the financial strength to capitalize on thggeodunities and has, also delivered a
number of merger benefits which will enhance growatid shareholder value in the
short, medium and longer tefin
4.8.2 Benefits of the merger
a) Combined cost savings: The company has benefited from annual pre-tax
merger savings totaling1.0 billion ($1.6 billion) in 2003. Together witlhe £570
million ($920 million) of annual pre-tax savingsofn manufacturing restructuring
commenced before the merger, this represents tota@bined annual pre-tax costs
savings of at least1.57 billion ($s.26 billion) in 2003£250 million ($400 million) of
the annual merger - related savings were re-ingdasteesearch and development.

b) Enhanced marketing power: The company has one of the largest sales and
marketing operation in the global pharmaceuticdustry, with approximately 43,000

sales and marketing personnel world wide sincentkeger. In the United States of
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America alone, with approximately 8,000 sales re@néatives, GlaxoSmithKline has
considerably larger sales force than most compstitoln addition, both Glaxo
Wellcome and SmithKline Beecham were ranked ambegdp five of United States
pharmaceutical companies for sales force qualitthan 1999, Scott-Levin survey of
United States physicians. The size, quality, uptakd acceptance of GlaxoSmithKline
products, in particular the following recently lained products: Avandia (Peroxisome
proliferators, activator, receptor, gamma agonisttfpe 2 diabetes), Seretide/advair
(Betg agonist/inhaled corticosteroid for Asthma), andrbnex (5HTE antagonist for
irritable bowel syndrome) are all very significambducts.

C) Leadership position in key therapeutic areas:The company holds leadership
positions in four major therapeutic areas and sidbe area of vaccines market - Anti-
infectives  (excluding vaccines), Central nervous st&y, Respiratory,
Gastrointestinal/Metabolf&

No other company in the pharmaceutical industry suash a strong leadership
position across such a wide range of major thettapateas. This leadership creates a
significant advantage for GlaxoSmithKline. In pewtar, GlaxoSmithKline is well
placed in medical advances capable of attractimgpreduct licensing.

d) Enhanced Consumer marketing skills: Patients are becoming increasingly
involved in health care decisions and are, now mbetkter informed about the
pharmaceutical products they use or want to usleis ffend is leading to significant
opportunities for pharmaceutical companies thatehewnsumer oriented marketing
skills. SmithKline Beecham had a strong consuheaith care and over the counter
medicine business with significant expertise in stoner marketing, while Glaxo
Wellcome had significant experience in direct-te¥amer advertising in the United

States of America. Hence, the company has utilthedenlarged range of consumer
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marketing skills across a larger pharmaceuticaharavhich benefits its sales of
prescriptive pharmaceuticals.
e) A world leader in research: The rapid evolution in knowledge of the human
genome is leading to a significant increase inrthmber of potential disease targets,
which is expected to lead to the development ofynmew drugs for common diseases.

The company is strongly placed in the pharmacduitichustry to benefit from
the opportunities emerging in this area. Smith&lBeecham was an industry leader in
discovery genomics and bioinformatics, with acdess large range of new drug targets
originating from the human genome while, Glaxo \W@the was an industry leader in
discovery genetics, combinational chemistry ando@ated drug optimization
technologies. Its work in studying population witisease had led to the identification
of chromosomal regions associated with migraine diatletes. The complementary
skills of the two groups has created a significmampetitive advantage for
GlaxoSmithKline in the identification and validatioof new drug targets that are
relevant to disease, in the creation of “best ias€l drug molecule and in the
development of these molecules into medicines.
4.8.3 Research and Development
The mission of the company is to improve the qualithuman life by enabling people
to do more, feel better and live longer. To achi¢kis mission GlaxoSmithKline
(GSK) has intensified its research and developmatgaging over 15,000 people
working in the research team to discover new madgi

It has been involved in research into diseaseblefteveloping world for many
years. The objective is to discover, develop armkemavailable new drugs and
vaccines for treatment or prevention of diseaseb@fdeveloping world, primarily the

World Health Organization (WHO) three priority dises: malaria, HIV/AIDS and
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tuberculosis. GlaxoSmithKline is believed to be thnly pharmaceutical company
researching both medicines and vaccines for the \WIHip priority diseases.

Companies provide the partnership technology inctvithey have invested for
decades and their discovery, development and lolisiton expertise. The public sector
partners help fund the development costs while atsuring that the medicines and
vaccines get to the people who need them. ThighHedouble benefit of encouraging
research and development and accelerating the gitedise in the developing world.

GlaxoSmithKline has a drug discovery unit in Tresn®s, Spain which leads
drug discovery initiatives in malaria and tubersiso The dedication of an entire
research unit to these diseases allows concemtraticesource and activity in the area
and maximizes the efficiency in making availablevrmaedicines and vaccines. The
unit at Tres Cantos has 50 dedicated full-time rdtfie staff, whose skills include
chemistry, biology, biochemistry, toxicology, cyaatcology, assay development, and
in vivo and in vitro screening — basically all tBkill sets needed to assess disease
targets and find drugs for further development.

The Metabolic and Viral Disease Centre of ExcelkemcDrug Discovery based
in Research Triangle Park, North Carolina, leads #ffort in discovering new
HIV/AIDS therapies. The biological (vaccines) fégi in Rixensart, Belgium is
involved in the discovery and development of vaesimcluding a malaria vaccine, a
TB vaccine and an HIV vaccine.

The use of wider network for clinical developmerdpitalizes upon the
advantages of scale offered by the research anelafeuent organization and gives
access to vital clinical expertise, external calla@bions and networks. For example
many clinical trials are conducted in developinginies, because that is where the

patients and local healthcare professional witbvaht clinical expertise resitte
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4.8.4 Restructuring

The company succeeded in restructuring her researdtdevelopment division
with emphasis on genomics/genetics, as well astioreaf a seventh centre of
excellence for drug discovery (CEDD). These CED@mus on speed and quality —
CEDDs act as mall, entrepreneurial units within ttwmpany to spark initiative,
scientific innovation and agile decision - makir@DDs also work with discovery
research to identify leads and drive the proceslaaemonstration of clinical proof of
concept.

The CEDD is the company's new model for pharmacautresearch and
development. Six of these CEDDs manage the prsigresof compounds in the
‘middle’ of the pipeline. While drawing from thedader resources of the organization,
the CEDDs bridge the conventional gap between de&goand development. They
bring together scientists and physicians who camagnon specific disease groupings,
such as Cardiovascular and urogential diseaseapwigt and viral diseases, microbial,
musculoskeletal and proliferative diseases (caneejirological and gastrointestinal
diseases, psychiatric diseases, and respiratorindachmatory diseases.

The seventh CEDD concentrates on biopharmaceuticalsfield where
GlaxoSmithKline processing a growing number of ts$e its early stage pipeline.
This Biopharmaceutical CEDD is expected to makex@®mithKline an industry
leader in providing physicians and the patienthwitvel biopharmaceutical therapies.

Large pharmaceutical companies traditionally speeian medicines that are
small molecules, administered orally. Biopharmd&cals, by contrast, are large
molecules typically administered by injection ofuision, though research continues in
other delivery technologies. Examples of biophamuiicals are therapeutic vaccines,

and recombinant therapeutic proteins.
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The idea of this CEDD is comparable with the organon of the modern day
military, where it is divided into the Airforce, Ng and the Army, each arm further
sub-divided into more discrete units, like the mifg, artillery, and, so forth. This
subdivision ensure effective running of the miltasince every arm of the force is
specialized in its own duties so also these CE[@Dable specialization in the company
and also make for an effective running of the comypagutting it in a very good
position for growth.

4.8.5 Use of Information Technology

As we move into the 21century, corporate entities all over the worldlizea
that only those that overhaul the whole of theierapions and service delivery systems
are likely to survive and grow in the new millenmiu This is due to the pressure of
globalization, consolidation, deregulation and dipchanging technology. In order to
properly place themselves in favourable position dompetition and be one of the
corporations to be reckoned with in the new centegmpanies are making use of
information technology.

Technological advantage is a major component efctbmpetitive edge, and it
has often been demonstrated that new technologydetarmine the survival of the
corporate enterprise. The survival of governmexilisalso depends on their ability to
keep up or keep ahead whether in military termsidhe promotion of human health
and welfare.

The rapid discovery of knowledge of the human gemadm leading to an
improved understanding of the genetic causes efadis and to a significant increase in
the number of potential targets, for therapeutierwention. This is expected to lead to
the development of many new drugs for common deseasing computer automation

and other drug discovery technologies.
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GlaxoSmithKline Consumer Nigeria Plc is making nmaxm use of the
opportunities presented by the internet havingizedlthat the internet is leading to a
greater understanding of the needs of consumergatients, and how products and
services may meet those needs. The company mséeoli gene and genetic
technology for research that is presently the le@adedge of science. The
understanding of this genetic ‘code’ of animal ataht life brings about knowledge in
areas, such as, the causes of disease, deformityranvays forward.

4.8.6 Specialization

The company focused more attention on the four nthgrapeutic areas where
it holds leadership position. These are anti-itives, central nervous system,
respiratory and gastrointestinal (Gl/metabolic)on€umer products such as Ribena,
Horlicks, Lucozade, Aquafresh, Sensodyne, Panddohs, Zoviras are also produced
by GSK.

4.8.7 Acquisition

GlaxoSmithKline acquired Fraxiparine, Fradoxi andixka and associated
manufacturing plant from Sanofi-Aventis on th& September, 2004.  Fraxiparine,
Fradoxi and Arixtra are injectable antithrombotigeats. Fraxiparine (nadroparine
calcium) is a low molecular weight Heparin and A (fondaparinux sodium) is a
selective factor Xa inhibitor. The manufacturiiagility located in Notre — Dame de
Bondevile, France is engaged mainly in the manufacbf Fraxiparine and Arixtra
injectable products. GSK now assumes respongibitit ongoing Arixtra clinical

trials?.

1 GSK at a glance-About GSK—GlaxoSmithKline.htm
2 http://www.gsk.com/media/presssreleases.htm
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CHAPTER FIVE:

CONCLUSION

5.1 Summary

This work focused on survival and growth strategié companies in Nigeria.
Like any given economy, Nigerian economy had catgenwith several situations —
boom, recession and depression at various stagetevadlopment through various
phases in its history, from pre-colonial to posiboal times. Some companies failed
while others succeeded. The spectra of businetbgtias change according to the
dictates and tempo of the economy as well as adidiptaof companies. Companies
therefore need to continue reappraising and rediegjdo match the given situation.

Every company, indeed, every organization desoesirvive to make progress,
and to grow. Accomplishments depend on many facsgarch as fine tuning of finance
and investment strategies, articulation of humaoueces and optimum utilization of
articulated human resources, development of neegmblogies and enhancement of
operations through adequate absorption of techre@bgdvancement.

Finance is the hallmark of every business. Theeess or failure of any given
business largely depends on it. All organizatiaglire funds to get started, to operate
and to grow. A firm’s survival, its success, itgildy to maintain production at
optimum level, its ability to invest in fixed assednd working capital as well as to
breakeven to a considerable extent, is determingdtd financial resources and
resource management policies.

Among the investment outlets the most importa banks, which accept
deposits and savings from the individual, firmsygmments and other institutions and
invest the collections in different ways. Govermi&easury bonds are promissory
notes issued by the treasury and payable, usuall§Q days time. However, these
days the lock-in period of government bonds exteelgond 90 days. Preference

shares and debt securities such as debenturesuseddoan stock and convertible loan
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stock are some other alternative routes for investm Preference shares are given
preferential rights over profits and in case ofdwry up of a company, over net assets.
Ordinary equity share capital continues to enjogpacial place in any company’s

financial structure. Building societies, also reded to as Mortgage banks, provide

loans to would-be house owners. Superannuatidrpansion funds provide pension

for the workers when they retire. Insurance conmgsalso lend money as they collect
premiums on different types of policies. Discourduses are specialized in the

provision of short term borrowing and lending seeg.

Organizational standards require the availabdityappropriate technology, and,
the skills of the people involved, in operatione @ubdivided into a number of sub-
tasks. This division of labour constitutes thieedal dimension of the structure of the
organization.

Working on behalf of the organization’s ownersthathe authority derived from
them, managers draw upon a number of resourcesablesthem to complete their
tasks: raw materials, finance, technology, appately skilled people, legitimacy,
support and goodwill from the organization’s enmmtent. They manage the
organization by ensuring that everyone works tostémme ends and timetable, that they
have the authority, information and resources n@édeomplete their tasks, that their
tasks dovetail and are performed to an acceptédrelard and at the required pace.

The next step is to investigate the technicalfetidgical requirements of the
product. If domestic sources are not satisfactaryarrangement for its importation
should be considered. Qualitative machinery andlpagent can be sourced from Trade
Missions and Embassies, Trade Fairs and Inventbibions and so on. Supplies can
be identified and located through commercial adsentents appearing in Magazines
and Trade Journals.

The qualities of human and material resourcescateal to the survival and

growth strategies of companies. Human capitalumdn resource — is the most
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important of all the resources because it does rd@soning, that is, planning,
budgeting, controlling, and execution while materigor the production are procured
for the business to start, operate and grow. Huraaource management is vital and
thus effective acquisition, development, and wtiian of an organization’s work force
for maximum efficiency depend on it. The purpodeany company is increased
productivity and improved quality of work. It isnportant that humans engaged, are
trained and retrained for efficiency.

Materials management aims at reducing materias ttwough efficient control
of inventories, which helps in conserving the wogkicapital for productive purposes,
ensure uniform flow of materials for production,sare right quality at right price,
establish and maintain good relations with supgliexercise prudence in using the
imported items and to find their local substitute$he reliability of the source of
materials is crucial because, if the source isrebable, it will not meet up with its
promises. The amount of these materials available business organization is an
indication of the size of the business. Each aategf material resource has its
function in the process of production. Raw matsrsae needed to start the production
process while plant and machinery are requiredtvert the raw materials to finished
goods.

Materials management’s functions include purcl@gsistorage, inventory
control, materials handling, and standardizatitirdeals with materials costs, materials
supply, utilization and handling. It is concerneith the planning and programming of
market research for purchase, procurement (capitatls, raw materials, components
and semi-finished items), storage and inventontrobntransportation and handling of
materials, salvage and disposal of scrap as surplus

Manufacturing companies are in the business of/eximg raw materials to a
form that is of far more value and use to the coreuthan the original raw materials.

In the process of utilizing raw materials for maattiring “damage” and “waste” are
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unavoidable but their extent can be controlled.r &mample, in the manufacture of
tyres or tubes some may not conform to specifioaticAlso the manufacturing process
yields some — clippings and droppings of rubberhe Tprofitability and even the
existence of the company can be threatened duasditeudamage and wastage.

Goods and materials need to be moved internallwels as externally, to
consumers. In the process, damage may resultgloading or off-loading or other
outright accidents. To cope with the enormouseigrof materials an extensive range
of storage and other equipments has been develepdd as racks, trucks, tractors,
conveyors, lifts, heavy-duty lift trucks, and craneThese are necessary for ease and
safety of movement of materials and goods, in atesesf which a situation can
develop, capable of causing ‘excessive’ damagee mhnufacturing companies must
therefore take necessary precautions in respeitteofools, equipment and processing
plants against ‘damaging’ characteristics.

Waste occurs in ‘manufacturing’ in various ways account of ‘process’,
‘methods’, ‘movement’, ‘product defects’, ‘waitingime’, ‘overproduction’ and
‘excessive inventory’. Waste is a cost that ideatito the process if the wrong type or
sizes of machines are used, if the process is ewmigboperated correctly, or if the
wrong tools and fixtures are used.

Technological advances are being encountered mosl all sectors of
economies at an ever-increasing pace. Informagonology has a lot of applications
in business and general administration which ingludffice uses, such as word-
processing and graphic design, numerical analysisthe use of spreadsheets,
accountancy uses such as computerized report dgemerand electronic ledger
compilation, banking uses such as electronic fumdesfers, salary and personnel
administration.  Communications are facilitated otlgh television and radio
communications, telephone and fax systems, eldctromail, satellite system and

internet. Information Technology is also usedifidormation gathering such as library
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information systems, databases (computerized sgstevhich contain alot of
information in a readily accessible form), electoopoint of sale systems which enable
a business to rapidly accumulate useful informatiorits sales.

Organizational development is the planned prooégsproving an organization
by developing its structures, systems, and prosess@rganizational development
applies to an entire system, such as a companylana

The criteria for granting credits are normally te#ad around four C’s of credit,
namely character, capacity, collateral, and coouwliti

The companies under reference, namely: Unilevegef Plc, Neimeth
International Pharmaceutical Plc and GlaxoSmith&lidonsumer Nigeria Plc are all
multinational corporations, that is, operating imre than one country usually with
headquarters in their mother country. These catjmrs originated early in the 20
century and proliferated world wide after World War Typically, a multinational
corporation develops new products in its nativentiguand manufactures them abroad,
often in third world nations, gaining trade advaes and economies of labour and
materials. Almost all the large multinational fgnare American, English, French,
German, Japanese, or of other West European oriffishould be noted that these
multinational companies by virtue of Nigerian lare ancorporated locally as Nigerian
Companies.

The survival and growth strategies of all the ¢hoempanies follow a similar
pattern such as, acquisitions, product diversibcatcontrol and minimization of staff
turnover, research and development and social neggbty. The three companies are
financially robust and enjoy products-loyalty fraitme Nigerian populace. As such
these companies are ‘role-models’ for Nigerian epreneurs venturing into
establishing their own companies.

5.2 Findings
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In the course of this thesis, it has been fourat the causes of companies’
failure in Nigeria lie in the over-play of, botmternal and external factors. Among the
internal factors, are scant indigenous technoldgaad managerial talent, weak
management, boardroom crisis, obsolete technolagyeguipment, locking of capital
in non-productive and unproductive fixed asse@gdaguacy of contingency provisions,
insolvency or bankruptcy, fraud, over dependencengportation of raw materials,
acute funding problems, company policy inconsisgenoflux of sub-standard, and
cheap products, dumped into Nigerian markets byesowerseas trade partners, all of
which constitute potential risk factors for collaps

The external factors of company failure stem frammestic as well as
international forces such as social and politinaecurity, stiffling government policies,
electric power failures, inadequate legal provisidor protection and support, in
general, not-so-conducive infrastructure base.

Insolvency or bankruptcy is a situation where a gany is unable to pay its
debts or meet its financial obligations. This oscas a result of low returns, that is, the
company’s investment fails to yield enough profdssustain the company’s expenses
for production and services. Where this is tempibnmeans that the net assets of the
company are over and or above its total liabiljtiest locked in, and it is referred as
technical insolvency, that is, it is curable. Hoeevwhere it is perennial then the
company cannot breakeven, that is total assetslem® than liabilites. Where
corrective measures are not taken the companyueliipse and face ‘wind-up’.

Fraud is a deceit, or dishonest dealing, whichltesn loss to another person or
corporation — siphoning the funds that belong tgaaization or individual. When
considering the company Kkiller, fraud easily conteemind especially in Nigeria where

‘corruption’ has eaten deep into the fabric of sbci Even though there is on-going
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fight being waged against it by the Economic andakcial Crimes Commission as
well as the Independent Corrupt Practices Commsg{oPC) its increase is unabated.
Due to prevalent poverty, fraud looks a condonablzal vice.

Poor management results in corporate failureselgrgecause it brings about
financial distress. Management failuray arise out of boardroom crises where there
is rift among the board members. Rift breeds dedivhich makes it impossible for
the business of the company to go on smoothly.k lodicskill and competence to take
prompt action when danger is still pending, re\@sategies or diversify investment in
response to any harsh situation is likely to afteet company adversely. An example
worth citing is the case of Cadbury Nigeria Plcttvas importing machinery for local
production of their beverages in contrast to OmeltPlc who were forced to import
their beverage for local packaging. When the $anat Adjustment Programme of
1986 was introduced, foreign exchange became seadévaltine Plc that could not
diversify collapsed.

The degree of poverty in Nigeria is very high, #fere, there is inadequate
‘capital’ for commercial investment. The savingyaw of the populace has fallen very
low. Today, the demand to cater for productiomigch more than the amount of funds
at hand, to keep afloat a company, and continuedowing from the financial
institutions sometimes threatens the very excgen

In developing countries, Nigeria included, governins expected to play an
important role in economic development. This afdooth the citizens and business
organizations alike in the country. Successivatany regimes introduced stringent
economic measures such as banning importation @iggand raw materials for local
production, for example wheat, which made breadersako quit production. During

General Ibrahim Babangida's administration the anams uncoupled from the earlier
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fixed exchange rate regime and this introduced asore of volatility and uncertainty
which led to a crushing devaluation of the nairazorelative basis. Some trading
companies such as Kingsway Stores, Chellarams aadr@i could not survive talkless
of growth because the entire economic environmeocaime too harsh for them.

Obsolete technology and worn-out equipmesgulting from prolonged use of
the same equipment without replacement, brings tabmmpany decline because such
technology or equipment results in more waste amuadje during production. The
world is fast advancing in technological changed,spme Nigerian companies remain
static thus inviting eventual death.

Procurement of inferior production materials byuidulent personnel in the
companies is yet another crucial factor discovdrgdhis work. Materials are the
lifeblood of industries. Thus if too much is héhdthe stock that means tying down the
capital and if too little is held in stock that ststhere will be loss of sales as a result of
disappointment of customers. Therefore, matedal services are to be purchased in
the right quality, right quantity, at the right e from the right source at the right time.

Lack of consideration for ‘value’ of time is anethfactor. Where the customer
fails to get what he expects, within stipulatedejrsuch disappointment is capable of
inducing him to look elsewhere, thus, grinding teenpany to a stand still. In business
there must be time frame for all operations anlkization of opportunities.

Contingency and emergency systems have not beerediwith the seriousness
they deserve. The emergency action demanded bgirtaituations, for example, fire
disaster, oil spills, natural disasters like wintbrs), erosion and so forth need
extremely dedicated attention and capability tdstiand the situation.

It was found that the merging of the food and kkifbusiness of companies,

Unilever Nigeria Plc and Lipton Nigeria, as an greged operation under one
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management strengthened the business and led ter l@eiploitation of the huge
potential of the profitable food and drinks marketNigeria. The merger yielded
considerable cost savings and stronger managemasatib Nigeria. The survival and
growth strategies adopted by Unilever Nigeria Rlst on diversification. By the early
nineteen fifties, it had become apparent to the paonyg that the opportunities for
growth in the soap market had started to diminishaddition there were identifiable
yawning opportunities awaiting exploitation in otheectors and a rapidly rising per
capita income with a more than proportionate ineeean disposable income. The
dynamic economic environment propelled by the diabtion of the world economy,
rapid technological change and increased consuhmce; amongst other factors, have
placed considerable pressure on corporate managéonealiver superior performance
and value for their shareholders. It was furtteemd that both manufacturing and
research oriented efforts ensured initiative todbmpany to invest in more profitable
research and development projects and also endhiedaunch several new products
into the market of which the company remains maparketer in domestic products
today.

The present thesis has evaluated the effectiverfes®e strategies adopted by
GlaxoSmithKline Consumer Nigeria Plc using two mparameters. Firstly, net assets
of the company from the date of the merger (Aug2@00) to the present day.
Secondly the interactive share price graph of trapany between the same periods.
This has been compared with that of Neimeth Intewsnal Pharmaceutical Plc so as to
eliminate the effects of factors like global pal#i The merger perfected by the
company in August 2000 was effected so as to craagonger market muscle, to
consolidate for cost reduction and to broaden ggagc coverage and pipeline. It was

found that, though this merger brought instantlyaege size, increased assets and
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enhanced research and development capacity, it neasfully successful. It is
submitted that the failure was due to inadequateirdtrative structure, too high a
premium paid — comprehensive integration never wedu A higher return on
investment can only be realized by enhancing thdopwance of the combined
company — reducing cost and capital and/or incngesales and revenue. Traditionally
mergers have been seen to go through three phagseatze these benefits —
rationalization, integration, and transformatiomhe first two phases sometimes take
between 24 to 42 months and by the time the allomapmt transformation phase is
ready to start, it has been found that the compaay no longer have the energy to see
it through. For example, fatal depletion of wokkicapital and evaporation of hope of
raising new funds strangulates the company.

The continuous existence of Neimeth Internationdiarfaceutical Plc
Incorporated without ceasing in operation can kebated to good plan actions
designed to ensure that its corporate objectives wehieved. Several strategies of the
company were successfully implemented through gonadagement. It is one thing to
design strategies but another to properly implentieein so as to arrive at successful
set-objectives. Some of the strategies adoptdddayeth International Pharmaceutical
Plc that have sustained its continuous growth ageger, restructuring, specialization,
research and development. The history of the emypevealed that, it was initially a
one man business under the umbrella of CharleePfiStanding alone, he knew,
would not lead him to a greater height. He thewefdecided to merge with other
stronger and big pharmaceutical companies like fdtambert. This work found that
the acquisition of more companies allied with bethnufacturing and research oriented
efforts ensured initiative to invest in more pralite research and development projects.

This also enabled it to launch several new druglgets into the market of which the
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company remains major marketer today. This devetoy enhances their operations
in Nigeria.

The effects of a merger can be positive or negatiVhis is because merger or
acquisition is a gamble towards achieving a synevgich may or may not work out
well in practice. The resultant effects of mergansl acquisitions can be visualized
from economic perspective and legal perspective.

a) Economic perspective

One of the most important economic effects of res@nd acquisitions is that it
helps to achieve economies of scale. This brafgmut cost and production efficiency,
the fact that a ‘combined’ company can reduce rddoay by avoiding duplicate
departments and operations, thereby lowering ittscrelative to generated revenue,
thus increasing profits.

The strategy also opens doors for wider marketiread improves a company’s
visibility through widening of its marketing andsttibution networks. There is thus
created an avenue for increased diversificationcivhs likely to lead to growth via
reduced risk to a minimal level.

A successful combination can create a strongeme mtable company with
increased competitive strength. New and superemhriology, knowledge and
management skills which are likely to be acquiredrease earning per share of
shareholders and raise the value of the comparhgses - visible determinants of
success. The retained earnings (liquid asséta)swubsidiary company can also be
deployed to another subsidiary, or operation, atimml cost to the company. Well
executed and successful mergers and acquisiti@usipe what is known as synergy or
synergic effect.

b) Legal perspective
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From the legal perspective, both merger and attguisnay lead to alteration of
Articles and Memorandum of Association of the compafor example, where a
vertical or conglomerate combination occurs thegtaer” shall have to alter its object
clause to include the business being undertaketidyarget company and any other
business it intends to enter. This alteration nyestione according to provisions of the
ss.45-48 CAMA, 2004. Transferring rights, assetshiliies and interest in property
from the transferor to the transferee are govelmedtatutory provisionss151-157
CAMA.

Further, business combination may lead to a chahdeectors. This must also
be done according to provisions in the ArticlesAgociation or as proposed in the
scheme document.

Alteration of share capital of the acquirer/tramse and the possible cancellation
of shares of the target occurs. In practice, aafpein mergers, the shares of both the
transferee and transferor are delisted from thefg Stock Exchange (NSE) and the
shares of the transferee or the new company retedlafter the new shares have been
issued. Ultimately the register of shareholderslisred to reflect such change in
shareholding.

Mergers and acquisitions eventually lead to thergence of a new legal entity
hence the need for re-incorporation with the CaapAffairs Commission (CAC).

Where a merger or acquisition leads to increagsbemumber of members, for
example in private company (as defined by s.22 A& 2004), where the number of
members exceeds fifty (50), the company must canaed re-register as a public
company and increase its share capital. This iablrleads to alteration of the share

capital clause in the Memorandum of Association.
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A merger or an acquisition may lead to a changeamfhe which must be done
pursuant to S.31(3) of CAMA 2004 with the approgathe SEC. Where a company
changes its name, a new certificate of incorponatieflecting the change shall be
issued by the SEC and the new name registered (GABOA 2004). The change shall
not in anyway affect any rights or obligations bé tcompany or render any ongoing
legal proceeding defective, S.31(6) CAMA 2004.

Where merger or acquisition leads to an alteratiomame, directors or business
address, all letterheads, circulars, receipts anfrath bearing any of these altered
details must be recalled and new ones printed edisbued to reflect the alteration.

Finally, a merger leads to the dissolution withauding-up of the transferor
company by court order S.31(6) CAMA 2004. S.10GB)SA.

Inadequate legal sanctions for survival and growthcompanies in Nigeria, for
example, mergers and acquisitions are quickly camed to be alternative for survival
of companies by some corporate mangers just tal lemipires, earn more prestige and
high salaries, which sometimes lead to monopofig¢ke long run.

One of the defects of the legislation found is ttie import of s.100(2) ISA
1999 which is a replication of s.539(2) of CAMA 20that at a court-ordered meeting,
where 1,000 shareholders holding an aggregate Gf0JQ00 shares are present in
person or by proxy, 1 (one) shareholder, holding,0d80 shares, holds the ace while
the votes of the remaining 999 shareholders arept=iely irrelevant. Similarly, if at
the same meeting, a single shareholder holdingdP60shares votes against the motion
while the other 999 shareholders vote in favoue,rdsolution cannot sail through. The
position still remains the same even if the paidsinare capital of the company is
100,000,000 shares. This is a departure from £)9f the repealed Companies

Decree 1968 which provided that a majority in numtepresenting three fourths (3/4)
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in value of members present and voting would beessary to pass the resolution
approving the scheme.

On the downside, mergers and acquisitions may tieadonopoly of market by
the larger companies at the expense of the smalke senterprises and budding
companies. It also leads to downsizing of persbimthe merging companies bringing
about a rise in unemployment which is a setbacleémnomic growth.

There is also problem of integration of corporatdture or identity. The
corporate culture of a company refers to its comseirof values, traditions and beliefs
that influence behaviour in the compaiese cultural issues may range from dress
code to compensation. Basically, corporate custureay differ from company to
company based on the size and maturity of the cagypadustry, geographic locations
and so forth. Business combinations may lead &v-oentralization which may in turn
lead to lack of control and cohesion of management.

As mentioned earlier, the external factors resipbmsfor company failure
include both domestic as well as international ésrdor example, insecurity, adverse
government policies, power failures, inadequatallpgovisions and so forth.

Insecurity is the absence of peace in the envissmrauch as when there occurs
ethnic crisis, religious crisis, inter and intrda@t conflicts, national insurrection or
insurgency and international wars. Sudden attactkcarporate installation due to
breach of peace is capable of causing companyrdaillBimilarly, global insecurity
fears are pointers towards company failure becélisecompany personnel will be
insecure for corporate activities. For example,dttack on the World Trade Centre in
New York on 11 September, 2001, where companies and businessesctiilapsed in

a single attack.
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Political instability in any nation suggests thatmpanies are at risk to survive
not to talk of growth, for example, during the 1998ne 12) political instability in the
country, many companies bled on account of th@perty looted or destroyed.

Unstable electric power supply brings about thiéurfa of many companies
because production companies depend largely onmpswaply. The companies then
resort to buying generators and fueling them wiiehvily reduce their profit margin.
This eventually leads to failure since they canaffiord the expenses without

corresponding profit.

5.3 Recommendations

The focal point of this section is to proffer dadns for the threat to the survival
and growth of companies in Nigeria having identifeertain weaknesses in the course
of the research. Accordingly, the following recoemdations are set forth:
5.3.1 Survival of companies

In determining strategy for survival, it is reconmded that companies’
management should carefully appraise its own qualitresources and skill profile,
and, pay close attention to human resource deveopmA company should source its
materials locally to the extent possible rathemtinauch dependence on importation.
Company financial management should be in the hahgsudent staff to reduce fraud
and wastage. Profits of the company should begbled back to reduce borrowing
from financial institutions. The quality of rescar management should be carefully
examined by the company to enable it compete wéh wthers in the market. It
should possess modern equipments to control daraadewaste in the process of

production. Company operators should consider vthkie of time and utilize
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opportunities for survival. Companies should haresponsive provisions for
contingencies and emergencies to enable them stardat difficult times.
5.3.2 Growth of companies

Companies should apply both internal and extdawbrs in its quest for growth
— internally, by replacing obsolete and unprodwquipment with modern ones for
better out-put and higher degree of efficiency. eTissue of human resources
development through training and retraining to f#oe challenges of technological
advancement for higher productivity ought to bersgity stressed. A company should
critically appraise the financial ratios from batarsheet, profit and loss account, and,
combined balance sheet and other factors such asathr, capacity, collateral and
condition before granting credit for its product(s)

Regarding the external effects, merger and adgnsimay be applied at
minimum level with a mechanism in place to contranopolistic tendencies that may
arise, such as establishing a National Competidgency to deal with anti-trust
competition and consumer protection. Governmenédl devels should take conscious
measures to contain political, ethic and religimsability. Furthermore, government
should provide uninterrupted electric power by ptiming industrial zones pending
success at enlarging power generation efforts tirouvarious strategies that may

include private sector participation in the enesggtor.

5.4 Concluding Remarks

Evaluation of financial performance of a comparngsain identifying the
strength/weakness of that company. The strendgiteseto the ability of the company
to design a good plan and implement it appropsyatéhe survival of any company

depends on the strategies adopted and successhuitied out under a good and
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competent management. The struggle by Unilever iigelc, Neimeth International
Pharmaceutical Plc and GlaxoSmithKline ConsumeeN&gPIc to keep their existence
against all odds has been traced to their good pletion and the personnel
management, competent and diligent implementatigniams, utilizing opportunities to
maximize profit. This has brought about a finangtdtus to them that represent the

bench mark of every successful company.
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