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Abstr act

Wiile it is generally accepted that snall-scale
Industries have a very vital role in the economc and
i ndustrial devel opment of any nation, yet the financing of
these industries especially in a developing country like
N geria;, and a newy created Bauchi State in particular,

has al ways been difficult.

The objective of this study is to investigate the
various sources of finance for these industries, and the
specific objective is analyse the roles played by
Institutional sources and pinpoint problens associated

wth them

In this study the inportance of snall-scale industries
have been di scussed. But particular attention is given to
i ndustries in Bauchi State, where various facets of their
operations such as types of ownership, nature of business,
sources of finance, market, current problens facing them
and a host of other issues have been fully diagbnised through

a questionnaire anal ysis.

The inherent problens associated with these industries
are snal |l -anount of capital, poor managenent and inability
to present viable projects to financial institutions for

assi st ance.

O the basis of the above factors a conclusion that, the
smal | -scal e industries not only |acked sufficient access to

institutional finance but also |acked prudence in the



application of their scarce resources.

Finally suggestions were nmade aimed at sol ving these

pr obl ens.



CHAPTER ONE

1:1 - Introduction:

Small-scale industries play a very vital role in the
economic and social development of any country. Needless to
say therefore these institutions have so much impact in our
day to day affairs to the extent that we conslder them as
part of life, because for example, in the twenty fours hours
of a day almost every citizen either buys bread for break-
fast or go to a nearest tailor for his or her dress, without
even knowing that these types of products and services are

mostly provided by the small-scale industries.

Also of some importance is that one can say without
caution that the small=scale industries determine the
direction and subsequent growth of both economic and
irdustrial sector of any country, because virtually all the
so~called big manufacturing industries startéd as a small-
scale bases before reaching their present status. And these
small-scale institution will continue to contribute to t;eir
development, because of the fact that they provide the bésic
raw materials and also act as distributors for the big
business. Therefore one can safely say that the big businesses
cannot exist without these small institutions teo facilitate
them,

More importantly in a developing economy like Nigeria,
where due to poor saving, leading to low capital for investment,
and technological development still in its infancy, it
becomes pertinent that special attention has to be geared

towards the development of these institutions for a sound
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industrial base, since they require less amoﬁnt fo capltal
and technological know-hov, making it very easy to operate,
However in spite of all the necessities for their
development, these indugtries in Nigeria and in Bauchi State
in particular seemed to lack prominance in the economy,
It is in the light of the above consideration, that
fhe researcher decided to make some investigation into the
area, ”__ e C
p Theltheﬁe of the researcﬁ is “FINANCING SMhLL-SChLE
INDUSTRIES IN BAUCHI STATEY, ~ R

1:2 - Objectives of the Stuﬁii - S  1

The main objlective of this research is to iﬁvestigate
the various sources of finance for the small-szcale industries
in Bauchi State and the problems assoclated with these
sources.

The specific objectives are: . |
.‘) To determine the roles played by insti£d%ibﬁ£1 sources
 in giving financial assistance to the smalleacale

industries. o

sﬁij To pinpoint their short-cdmings, and
.. @) Meke feasible recommendations aimed at reducing the

financial prohlems facing these particular industries,

1:3 - Hyppthegls:

The hypothesgis of this research is'that there is a
ghortage of institutional fund to smallescale industries in
Bauchi State and that this shortage is the greatest

impedement towards thelr development.

l = A ST o
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114 -~ Scope of the Study:

The research covers Bauchi State in general, but special
attention 1s glven to small-scale industries located in |
Bauchl, Gombe and Azare towns of the State and 1s specifically
concern with the problems of insgtitutional financing in
the State, However, where other ﬁroblems'éamé into focus

they will be highlighted.

1:5 = Methodology and Research Designs

To facilitate the collection of data for the research,
a quastionnajire was developed. However due to poor

educational background of the respondents, personal
. _ : \

interviews aimed at collecting more information and ald in
£1lling the questionnaires were adopted s¢ that where the
respondent answered the questions, the interviewer fill the

approprilate space. : . - b

L

In addition to the questionnaire administered, the
researcher conducted persconal interview with all the
institutional sources about their roles and problems they
encountered in financing small-gcale industrieg in Bauchi

State.

Finally published data from other researéh, journal
and library documents were used and acknowledged as

secondary data.

1
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1:6 - THe Samples

[ e AN

i i g i ) Wt . . ' _.'-‘ . ,
Théugh the State Ministry of Trade and Industry
reglstered a total of 249(1)

small-scale industries as at
June, 1985, it is estimated that there are about 300 of

such 1industries, Based on the total of these 300, one
hundred ruestlonnalres were distributed on purely randoﬁ
sampling, among all the industries located in the three majopr
towns of the State. However only 50 responses were recieved,
of which two are found to be useless. Therefore the sample

stood at 48, which is belleved to be a fair representative

of the wholee.

1:7 - Geng;él Bécquoﬁnd of the State:

Bauchi State of Nigeria was curved out of the former
North Eastern State of Nigeria in February, 1%76 by the then
military admlnistration under the leadership of General

Mohammed Murtala,

The State has a population of 3,926,6?9(21 in 1981, it
covers a total area of 66,510,045(3) square kilometers,
representing 7.,2% of the land area of Nigeria., The
population density is 59 to square kilometers. 1t boarders
- with Borno and Gongeola States to the North East, Kano %o

the North, Plateau and Kaduna to the North-West.

The State climatic condition is generally mild with

. April as the hottest month and January to February being the

coldaest month.



e
The State has its adminlstrative headquarter in Bauchi

(4)

town which has a populatlon of 1.3 million as at 1981,

and it is divided into slxteen local governments which are:

1. Alkalerl
2 Akko
3;;? Bauchl
4. Gombe ;
5e Katagunf : f. _ ™
6« Dukku
71 barazo
Bi ‘ Shira )
9i Gamawa "
10. Ningi
11, Jama'are -
12,  Misau . ;o
13, Tangale—Wajal | |
I 14. Tafawa-Belewa
15, Dass
16. Toro

The State is predominantly an agricultural state which
employ about 70%(5) of the total population, therefore
the main occupatlon of the people is the production of food
and cash cropses The major cash-crops produced in quantitles

are cotton, groundnut and beanse.
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1:8 « Commercial Activities:

However, because agricultu;e'pEOQides a seasonal
employment, most of the people take t¢ some commercial
activities to supplement their activities in the agricultural
secter, so in this respect the following occupations are
undertaken generally by the people in the state, notably

among them aret

. Peotry
Hand-Weaving
Tilting
. Block-making
Blacksmitting _ _
Various kind of repairs o

Selling and buying of various consumer goodse

Most of the products of these occupations are traded
or exchanged normally on the market days of esach town or
village, Each town or village has a weekly market in whizh
people from all parts of the state bring their goods and
services to the market and buy goods which they don't have
in their areas. The system ls Just like the modern trade

falrs.

- -

139 = State Government Industrial Policy:

Until the state was created ln February, 1976, the
Industrial Policy in Bauchi was that of the then Northe

Eastern State of Nigeria.
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However lmmediately the state was created the  then

military administration in the state appolinted in 1977 a

Committee of experts to formulate a policy for the develop-

ment of industries generally in the state, Baged on the

investigation and recommendations of this Committee, the
governmaent came out with policles aimed at boasting the

Industries in the state,

In the light of the above the government clearly stated
its intention to promote purely those industries that are

engaged in manufacturling and those ldentifies are:

1l Bread Bakery

2e Block Industry

3; Black Smitting |
4, Candle Industry .L.
5s Corn Mill e

6. Drug Manufacturing

7o Furniture Industry ' . Vo
Be Laundry and Dry Cleaning

9. Leather Work o
10. Metal Work
11, Mechanical Workshep
12. Polythene Bag
13, Poultry Farming
14, Pomade Making -
15, Printing Press i
164 Rice M1ill
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17. Stone Crushing B
18, Saw Mill
1§; Tinkering

20, Tailoring

21. Tin Mining

22, Brown Sugar. e - f. ";L

" To ensure even distribution of above industries,
government encouraged those industrialist that are willing
to go remote areas of the state that don't have industries,
by way of giving them priority in granting loan, free land

and tax 1lnceptives,.

Also where the government feels individual Industrialists
are not in a position to establish these industrles alone,
due to low capital and technologlcal know-how, the
government either establish the industrles, operatc them
for scome time and when it fully takes off, then sells it
to individuals or group of indfviduals or alternatively
the government entered into some form of partnerships with
the industrialist and gradually, the government sells its

shares to private individuals o
1:10 - National Development Plans

The third and forth National Development Plang
(1975 - 1980) and (1981 « 1985) of the state emphasized
the lmportance the small-scale industries. Also the forth
Nationa; Development Plan made a provision of N&6,2 millioncs)

for the pfovision of loan for the small-scale Industries,
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So because of "dhe Federal Government encouragement to these
tndubtries, "industrial development cefitres 1n all.the-skate
of the federation were to be cstablished. So the State

Government in 1981 sccured the establishment of the
industrial development centre in the state. Then in additlien
to Federal Government allocatlon of fund to the centre, the
Bauchi State Government made a quarterly allocation of
¥25,000°7) to the centre to help achleve the purpose of its

establishment in the state.

1:11 - Functions of Industrial Development Centres

The main functions of the Industrial Development Centre

as mentioned in the second National Development Plan are

as follows:

1) Technical appraisal of loan applications.
11) Provision of Industrial extention services,.
iii) Training of entrepreneurs and staff, including
management training.
. iv) Applied research into industrial products involving

design of products for small-scale industriese.

The third National Development Plan mentioned that
the industrial Development Centres are to provide facilities
for managerial and skill training as well as consultative
and extentlon services for proprietors and managers of
small-scale enteprises, The Industrial Development Centres
are also expected to help small-scale entrepreneurs to
purchase and install machinery and to assist the State

Government to grant and supervise small industry loan,
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1:12 -~ Services of Industrial Development Centre:

In order to discharge their functions properly, the
Industrial Development Centres have been organised to
render the following types of technical and management
services for the rapid development of the small-scale

industries:~

1) Installation and starting up operation of machinery
and equipmente
i1) Quality control and improvement of the end-=product.
1i1) Repairing and maintenance of the machinery and
equipment of small industrialists including
repairs of broken componentse
iv) Training of small industry technicians and
artisans in the handling of improved machines and
their maintenance.

v) Manufacturing of parts and components to restore
machinery and equipment rendered idle for
non-avalilability of spare partse.

vi) Improvement of product design and manufacture of
prottypess
vii) Adaptation of technology and process improvement
for small industries.
viii) Production planning and control,

ix) Book-keeping, Accounting and cost analysise
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1:13 - Limitation of the Study:

The conduct of thic research has not been an easy one,

quite a number of problems were encountered.

The greatest problem encountered was the administration
of questionnaire, because over 80% of those given questionnaire
do not know how to read and write, and where the researcher
or somebody is made to fill the questlonnaire for them data
like amount of capital employed, profit and other relevant
information are not available due to poor documentation
on the part of the industrialist., As a result some of the

informaticn supplied are nothing more than mere guess.

Another problem encountered was inablility of the
respondents to fill the guestinnaire in time, therefore
so much time was wasted to travel only to be told that the

questionnaires are not ready.

Lastly there was poor co-operation from the institutional
sources, because the managers and workers are not willing

to release data necessary for the success of the resarche

1:14 -~ Scheme of the Study:

To achieve the stated objective of the research, the

research 1is divided into seven chapterse.
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Chapter one looks at the general introduction of the
research. It include the objectives of the study, hypothesis,
methodology, limitation, general background.of the state

and the Government Industrial Policye.

Chapter two gave a general overview of small-scale
industries., In that, the definitions of small=-scale
industry was given, classification of small industries in
the state, types and mode of operation, importance and a

review of related literature.

Chapter three and four look at the general financing
of small-scale industries in the state. However for a
start, chapter three discusses the financial requirements
and various types of capital while chapter four discusses
the various institutional sources and their contributicons

and problems associated with these sourcese.

Chapter five analysed the responses recieved from the

questionnaire,

Chapter six looks at the problems of financing small-

scale industries in Bauchi Statee.

Finally chapter seven summarised the whole chapters,
concluded and make recommendations aimed at partially

solving the problem of finance.
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Summarys
This chapter introduces the whole purpose of thils

research by clearly specifying things like the objective,
research methodology and problems encountered.e In addition
it gave a brief background of the state and the government

industrial policies.

The next chapter will then focus on the small-scale
industries in which definition, types and importance
will be discussed. Finally a review of related literature

will then be looked ate.

Foot Notes:

y 3" Ministry of Trade and Industries, Bauchl.

Pa "Rauchl State Stride" - P, 3,

3a Ibid ~ P« 3.

4. Ibid - P. 5

Se Ibid - P. 5.

Ga "Industrial Development in Bauchl State" -
P. 16.

79 Ibid - p' 37I



14.

CHAPTER TWO

AN OVERVIEW OF SMALL-SCALE INDUSTRIES:

2:1 - Definition of Small-scale Industry:

Unfortunately there has never been any concensus or
universally acceptable definition of small-scale industries.
But rather many definitions have been forwarded for
different purposes. That is while some defined a small in
terms of the number of people employed, other look at it
from the capital employed or sales volume, still others
defined it for the purpose of giving assistance, Infact
in some places small-scale industries are defined in terms
of their area of operation, or even on the basis of type

of product manufactured.,

However, in order to understand the concept of smalle-
scale industries, we have to look at some features which

are very much common to thema

This include the following:

a) Most of them employ very little amount of capital.

b) Normally owned by a single proprietor or family
owned.

c) Employ little or no hired workers.

d) Their areas of operation is normally the local

environment.
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Having gliven scme of their common characteristics we
can now look at the definition of varlous countries or

organlsations, L _

The.sﬁall Business Adhinistration bf the Uhited States
of America defined a small-scale industry as any concern
whoge annual turnover 1s between 1 - 15 million Dollars(i).
So one see that the definition of the United is reflected
by its level of development, because in a country like
Chad and Niger a company with annual sale of $1,5000,000
can't be classifled as a smalle~scale industry. In terms
of capltal employed also, India defined an undertakings
having investment in fixed assets, plant and machinery not
exceeding Rs. 20 1akhs(2) as small=scale industry. Wwhile in
Britain a developed country defined a small-scale 1in the
same line as a concern privately owned with net asset of
less than 250,000 pounds(g). Japan defines such industries
as those industries with less than 10 million Yen 1n
capita1(4). Italy classified small-scale industries as
manufacturing plants investing not more than ¥1,600,000 -

#2,000,000 and which do not dominate the market(S).

In Nigeria for the purpose of assistances the Federal
Ministry of Industries defined a small-scale industry as
any manufacturing, processing or service industry with
capital investment not exceeding K¥150,000 in machinery and
equipment alone(s). However there is no lower limit of

capital investment prescribed, so as to allow not only
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mechanised and semi-mechanised small-scale industries, but
also conventional small-scale industries including the
enterprises of self employed artisan, petty traders and

others to be brought within the scope of the definitione.

2:2 = Classification of Small-scale Industries:

Bauchi State is however more specific and precise in
its definition of small-scale industries. 1In line with the
Federal Ministry of Trade and Industry's definition and for
the purpose of the State Government assistance, it
classificad the following industries operating in the state

as small=scale industries are:

a) Bread Making Industry
b) Block Industry
c) Black Smitting

d) Candle Making Industry

e) Corn Mill

£) Drug Manufacturing

g) Furniture Industry

h) Laundry and Dry Cleaning
i) Leather Works

1) Metal Works
k) Mechanical Waorkshop
1) Polythene Bag Making

m) Poultry Farming
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n) Pomade Making
o) Printing Press
p) Rice Mill

q) Rubber Stamp
r) Stone Crushing
s) Saw Mill

£) Tinkering

u) Tin Mining

v) Tailoringe.

However, for the purpose of this research, the Federal
Ministry of Trade and Industry's definition will be
adopted but special attention will be given to manufacturing

concerns in the state as classified by the State Government.

2:3 = Types and Maode of Opereration

Generally speaking, there are various types of smalle-
scale industries in Bauchi State, and infact the government
pollicy of assistance dictates the proportions of various

typese.

Out of the 249(7) registered as small-scale industries

throughout the state, Bakery Industry tops the list with

124 Bakers spread throughout the state, or 38.75%,

followed by Block making Industry with 54 or 16.88%. Corn
Mill has 48 or 15%, Black Smitting 15 or 4%, Poultyy Farming

15 or 4%, then all others (see Table) takes 21.33%(8).
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Atl of the above are owned by either single individual
or family as whole so their mode of operation is the
production of finished products and selling ehem at their
immediate locality. However there 1s very little effort
or none to establish brancheg elsewhere or even to sell
the goods, but products like canles, drugs, furniture and
polythene bags are being exported to other parts of the

states.

2:4 ~ Importance of Small-scale Industries

As earlier mentioned in the Introduction, Small-scale
industries play a very vital role in the economy of any
country and its contribution in the various sectors of the

economy will now be highlighted.

14 Foundation for Sound Industrial Take Off

Infact for any country to develop it has to start
from the bottom and even the present industrialised
nations reached thelir industrialisation through
development of their small-scale industry, therefore
small-scale industries are the foundation stone for any
meaningful industrial growthe So it is only through
an articulated peolicies by which these small-scale
industries which are easy to start, since they require
less amount of capital, technology and labour, and

it 1s these industries which a country developed which
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-

vhrzrbhrougb-biméﬂhnd experiéﬂce, genepete prorfit and

2

technicalities of doing business, start expanding

gradually and become a very large organisation.

Vast of Employment Opportunities ST

In a country like Nigerla or any other developing
country in which the government is the largest .
employer of labour,_and since it is impossible foélthe
government to employ everybody. Infact the Government
in Nigerial employ less than 20%, then it become obvious
that the remaining 80% have to find a mean by which
they can earn their daily bread, Therefore since there
are no many big industries that will supplement
government and the fact that agriculture does not
provide an all year round emplbyment, therefore small-
scale industries seemed to be the only servior under
such circumstance. Hence increasing not only the
standard of living of the people but also increase the
Gross Natlonal Product of the country economlcally and
soclally employment reduces the inflation, crimes and

adds the propensity to consume which in turn increased

government taxe.

- In Nigeria for example, the small-scale industry

sector of various house hold units carrying on diverse
types of industrial activities in the traditional
manner and those organised on the factory types and at
present the traditional weaving, blacksmithing,

L L T I e

g

R, S B
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204
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poultry and - other household units employ about
250,000 - 400,000(9> people while manufacturing
concern like Bakery, Block making and related activities

employ about 350,000(10)

Nigerlians, these figures
greatly reduced the percentages of unemployed people
in the Country. And infact as a result of the present
Retrenchment in the country many retrenched workets
are now engaging themselves into self employment. In
order to maintain themselves and members of thelr
familye Hence small-scale sector provids the greatest

opportunity here.@

One of the greates problem facing thls country
toda? is the question of Rural-Urban migration. There-
for this problem can be minimised by a concerted
development of small=scale industries in the rural areas,
since these industries will provide not only employment
opportunities to the people but other amenities like
water, electricity and good roeds will also he

provided which the local people can benefite.

Generation of Saving and Resources Mobllisation

One advantage assoclated with development of smalle
scale industries, is the fact that local fund and
regources which could have been left ldle are emploved

for the production of goods and services.

i
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For example, a small amount of money which is not
adequate to start a big business could be used to
start small business and since the business will
continue generating profit which in turn is then saved
and through continues saving, enough fund could be
generated for future investment elsewhere. Equally
resources which are not commercially viable for a big
venture, can be used on a small=scale basis for the
production of some finished product instead of living

the resources to stay idle or become useless.

Foreing Exchange Savings

Substantial amount of Foreign Exchange can be
saved through the establishment of small-scale
industries to manufacture consumer goods which can
easily be produced using available local raw materials,
instead of importing them from other countries, thus
reserving the much needed foreign exchange for other
purposes. Also small-scale industries can be
established to process local raw materials like Hides
and Skin for export which will genermte foreign
exchange and reduce deficit balance of payment for the

countrye It can also be used for the production of

raw materials for big manufacturing concern, for example,

before, the Peugeot Automobile of Nigeria (PAN) used
to import 100% of its raw materials for the production
of cars from abroad but because of the current foreign

exchange problem facing the country, the company had
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to negotiate with small indegenous manufacturers for

the manufacturer of components like seats, safety belts,
bumpers and others which can be produced locally using
the available raw materials, thus refucing their import
by 30%(11). Also before most Brewries in the country
used to import Berly from abroad for the production of
beer but now get supply of maize and sugar from small
manufacturers to substitute the large 1mports they make.
So all these help in preserving the available foreign

exchange the country have,

Development of Manaqgerial Experts and Entrepreneurship

Systematic emergence of small-scale industrialists
afford them the opportunity of developing their
entrepreneurship talents who will mobilise alot of
capital for future investments into other sector of the
economys. Also because of the development of small-scale
industries the Federal Government established Industtial
Development Centres with the ailm of providing technical
and managerial experts for the small-scale industries
and through experience and further training these
people will not only served the small-scale business
but rather provide the necessary managerial experts

the country needs in various sectors of the economye.
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Ta Preservation of Gultural Heritaqg

In Nigeria and most other countries small-scale
industries have their origin from traditional
occupation or heritage which reflect the societal
cultural values. Such Industries like the cottage,
weaving, pottery and others were designed according to
traditional values therefore these industries continue
to reflect these values even though they have been

developed in the modern way,

2:5 - Review of Related Literature

A theme which runs through most writings on small-scale
industry in Nigeria is that the small entrepreneurs lack
adequate funds of their own to establish enterprises on a
proper basis, to expand or modernise as this become
appropriate, or to maintain their enterprise intact through

periods of temporary adversitys

Therefore, the intent here is to examine the existing
work done by different authors on this subject, that is
the financial problems of small-scale industries, thereby

peinting out their strengths and weaknessese.

Davenport (1978)(12)

in a study of financing program of
small=scale industries in a wide variety of countries
maintained that the primary concern is to arrive at
institutional arrangements which are well adapted to the
requirements of the newly developed small-scale industry

sectore.
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Moreover, the study of Davenport focuses attention in
finding better ways to meet the financing problems of smalle
scale manufacturing units. At the same time he discovered
factors which stand in the way of financing the development

of small factories into two = risks and costse.

This obstacle was more stressed, particularly by
lenders, than risk problems. Therefore, the general view
as regards the risk itself constitutes a major obstacle to
small industry financing. The financing of small=scale
factory involve somehat greater risk than major alternative

financing opportunities open to lenderse.

However, there are two special risks problems involved
in financing small factory development. The first are those
which arise from the development orientation of such
financing. While the second is concerned with the general
characteristics of factories of this scale. He identifled

the characteristics in the following manner:

1e Nature of management - management is mostly exercised by
one or two owners. Becuase most of small-scale firms
are predominantly sole proprietorship there is the
problem that death, illness and changes that come with
age or shifting family interests of the sole

proprietor drastically.
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2e Vulnerability to environmental pressures ~ The smalle
scale manufacturing unit is highly vulnerable to
environmental pressures, such as competition, shifts

in supply position, and changing government policies,

3. Financial Risk = The risk in financing small factories
are difficult to evaluate and control., For instance
small-scale Iindustries are not always able to provide

sufficient collateral tc completely assure repayment.

ost and Profitabillty Obstacle

L

Cost also constitute ancother hinderance as regards the
extention of the types and amounts of financing required
for the healthy development of small manufacturing units.
Davenport categorised cost problems inte two. Firstly, there
is the high lending ceosts which may push lending rates to
such a level that small=scale enterprises cannot afford to
utilize borrowed funds or will be at a serious competitive
disadvantages with larger firms in the same line., Secondly,
costs - together with governmental cellings on lending rates,
may result in it being less profitable, or even quite
unprofitable to lend to small manufacturers in preference to
alternative lending oppertunities, have meagre owned capltal
and command poor c¢rdit rating compared to their own
counterparts in the large-scale sector. The reinvestiﬁle
funds generated by these enterprises are meagre and their

ability to self finance their growth is limited,
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Thus, not only small-scale industries are in a difficult
position in financing their projects but théif.probieﬁs are
many for want of adequate finances, The broad conclusions
emerging from the study conducted by Nigal Singhtla) of
the capital structure of small-scale industries are given

below: T . : T

-

a) Lack of Initial Capitél to Start Busine;s. Th most
countries, small-scale units are predominantly '
proprietorship and or partnership establishments,
Therefore, the smallescale unit make use of proprietors
or pertners' own resources to finance the unit; initial
capital is just sufficient to give a start te the
venture., Because of thelr peculiar status, the smalle
scale industrialist find it difficult to enter the
market and raise capital, As such they start with a

feeble base which, in g®neral, continues to be weak,

Thué, a fairly large number of small;scale units have
inadequate capital. They started with an Initial
capital which, as the business expands, turns out to
be inadequates For these enterpriges these 1s no

L. question of raising equity capital from the market or
from other sources., However, thls 1s as a result of
the fact that small-scale industrialist do not them=-
selves welcome equity capital from outside for it

involves sharing of management and control,.
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Leséér Facilitiésulﬂ Rvail, These'ﬁumber of institutions

catering to the re;uirements of smallwscale units are
only of recent origin. Thore are several procedural
difficulties involved in securing loans which the small
Industries cannot easily overcome, Want of adequate
security generally inhibits the flow of institutlonal
finance to the small sector. There is not only the
question of adequacy of security but also the
acceptability of a particular type/types of securlity
which stands in the way of small industrialists. Above
all, there ig the reluctance on the part of institutional
agencies to finance small-scale units. They takes small
industries to be unstable. The requirements of such
units being small, they are not enthusiastic about
advancing funds both from the view point of safety

as well as probitability. -~ . . . .o . .-

et [ I

Sﬁali;ééslbf Tﬁeir Sizé. éééﬁésé éf'ﬁgei;L;;ze and
inadequate holding capacity, small-scale industries are
‘incapable. of facing the jerks of jolts which are
familiar in business operations. During perlods of
fluctuations when their need for finance is compelling,
financlal institutions do not cater to them. Hence,
mortality rate among them is higher than in large
establishments. -”_; ; : : R E PR
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d) Maintenance of Acounts. Small-scale units are unable to

show their past performance and earning potential
through records on which the financial institutions

mainly depend for taking investment decisionse.

Further, information available to financial institutions

pertaining to field suited to the development in the
small-scale sector is inadequate or not available for

taking decision.

However, although Nigal focussed attention on the

management problems of small-scale industries, the study

also touched on the other functional areas of small-=

scale industries. This study lays down the shortcomings

in the management of small-scale industries and

suggests ways for management developmente

According to Broom and Lonqenecker(is}

s the problems
discussed above are those generally recognised as being

of outstanding importance and peculiarly troublesome in the
small business fielde This does not mean that there are

no other serious problems. As is true with all businesses,

there are problems and decision to be made in all phases

of business operationse.

Schtz 1n(16) a study, considered the impediments which

stands on the way of small business in Nigeria., He, there-

fore, categorised these impediments into three:
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1. Thé most iﬁportant.aha £he one which needs much
attention is the inadequacy of capital. Degpite the
viabkility of projects, business men are not opportuned

to execute them due to insufficient capital.,

2a Shortage of enterpreneural ability which results in the

pagcity of viable projects,

3. The inherent difficulties in the economic environment

which constitute severe obstacles to business successe

Hence, the general reason for the inability of firms to
expand has been lnadequate financing. There is however, a
need to identify the types of financlal requirements.
Fundamentally, a firm needs short-~term finances to meet its
sheort-terms obligatlons which are expected to be net within

a Yeal e

Konto(17)

» In a study of small business in Bauchi State
of Nigeria, maintained that the working capital base of small

businesses in this area was extremely poor, '_ - 1

However, taking a critical look at theée, it would ke
found that the weak working capital base has not been purely
the fault of entrepreneurs but atimes it is the manifestation
of the general economic condition, which in turn - influences
 and determine the conditions laid down by banks. He sees the
difflculty of obtaining credit facllitlies as being dependant

on the personal attributes of the entrepreneur,
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Many small-scale industrialists lack capital not
necessarily or principally because they are unable to
generate sufficiently "feasible" projects but for other
more fundamental reasons, the most important of which is
that they themselves are not regarded by many prospective
commercial lenders as what one might call "feasibkble
projectors" - education is a vital determinant of a

projector's feasibility.

The scarcity of working capital is prone to be a major
factor hindering expansion since it is widely held that
crgdit,

commercial s not a source for innovational activity,

but also for financing general expansione

Schatz 1s however, of the opinion that the extent to
which capital shortage interfere with private investment
is over exaggerated. He believed that even if there was
an abundance of finance, it will not result in a dramatic
expansion. Hence, he maintained that finance alone does
not constitute the reason for the none expansion of ruc. " -s5use

businessege

Thus, Schatz sees the elements in the economic
environment constitution themselves as impediments to small
business expansion. No matter the opportunities available,
he see private businesses in Nigeria reaining small.

Schatz proceed and classify the economic environment into:

a) Capital equipmcnt problems;

b) Human Resources;
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Raw Materiéls and Intcrmediate Goods:

Y
a) Problems with Government Officials;
) Infrastructural Problems; - Sy e

CoE

£)  Other Problems.

(18) sces the problem of growth and

However, Drucker
expansion as going for beyond the economic environmente.
He sees growtn as a reward for achieviement whereby the

requirements include:

1. Planning - The entrepreneur should enticipate his -
requirements ahead of time; anticlipating the
financial structures that will be needed of time;
anticipating the financial structures that will be
needed three years ahead of time and anticpating future

Information needs., .

2a The entrepreneur should concentrate on technologies,

products and markets.

3a The management of the business should be dynamlc,

Alhajl Adamu &hiroma ih a Seminar on the problem and
prospect of Industrial Development in Nigeria(lg). In his
opinion he traced the problem of industrial financing of
small and medium sized inudstries to the colonial leaders,
in that he said that during the colonial era, the economic

policies and strategles applicable to our country was those

designed in London.
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Understandably those policies and strategies assigned
to us a role which made good sense in a world wide
imperial cconomic tapestry and the only role industries
play was achievement of imperial objectives, in otherwords
the production of basic raw materials to feed Eurcopeans
factories and provide market for the manufactured goodse.
So maintaining this pattern the then coleonial government
deliberately denied fund for small-scale development in

Nigeria.

However Abubakar Abdulkadip'e9)

(Manging Director -
NIDB= loock at the problem as the usual characteristics of
underdeveloped economies, which include on one hand the
predominance of primary production characterised by
primitive technology and underemployment and on the other
hand, the relative insignificance of modern industrial
production and the tertiary scctor coupled with this basic

structure are the problem of low income, low savings and

inadequate investmenta

He went further te attribute the problem to under-
developed capital issue market which could have a major

source of finance for an economic venture.

Finally he ended up by condemning the Nigerian's
preference to invest in quick ylelding distributive and real

estates rather than industrial projects which were a
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reiéti&éi§.lsﬁg.éestation period. Moreover, the proprictory
attitude of many business men in the country and their
unwillingness to share ownership with others inkibit the
folling of resources in equity capital and limit the amount

of loan such ventures can attracte.

(21) 11so in a2 Seminar tittled

Alhajl Lawal Tuden=Wada
"problems facing Industrialist in Nigeria" attribute the
whole problem to Inadequatce financial resources in Nigeria

and inabillity to secure foreign loan at a favourable term.

In conclusion it is important to note that while
different authors look at the problems from either the
nature of the industries or attitude of financial
institutions. The main problems could be attributed to in
Nigeria to poor management on the part of the industriallst

and the general economic situation of the country,

Summary
The chapter starts by looking the various definitiocns

of small-scale industries, though it was found that alot
of contraversy exist in these definition, but certain

among
factors were found to be common £ all the definitions,
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The importance of small-scale industries in the
development of any nation have been fully highlighted and
the last part of the chapter lock the view of authurs
about financing of small-scale industries in Nigeria,
however the conclusion pinpoint the neglect of poor
management and cconomic situation of the country which
limit the finances of not only small=business but every

business in the country.

Chapter three will now focus on the neced and various
methods of estimating the financial requirement as a
pre-=requisite of starting businessse Finally the various

types of capital will be discusseds
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CHAPTER IIX

Financial Requirement of Small--scale Industries

3:1 - Introducticon

The kind and amount of flnancing that any business

should havw will probably be tha most cruclal decision that

6he will make in the course of his business, other than
the declsion to which the business in the first place.
When to get the moncey from and in what form will probably

run a close soeconda.

Moany would be "business men” écrap together é few.
amount of capltal that they have saved up or borrowed from
relatives or fricnds and plunge intec a new businee venture
with great enthusiasme However, they often have little
idea of whore they are geing and coven less about how they
are going to get there. The mortality rate for small
business is frightening: the statistics showomg business
failures will amply attest to this sorry fact of business
lifes In most small businesses, there is simply no room

for errcor, no secand chance,
l
First of all one has to ask the guestion "How much

money will my business need"? Unfortunately there are no
easy answers to this lmportant question, For example, a
cenbination of cash-and-credit business of whatever
variety will require half as much capital as the same kind

of business operated on a strictly cash-and-carry baslsg.

i
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In the food area to give another example, one needs 15 to
20 times the capital to open a dinner restaurant than you
would require to start a road side snack stande And by

extention much more capital will be needed to embark upon

a full-fledged restaurant venturee

Monecy 1is the fuel that makes a business run. No
matter how hard one is willing to work, or how much time
you commit to the business or how knowledgeable you are
about your choosen business, a lack of caiptal or the
wrong kind of capital or even too much of capital can
seriously impair the ability of your business to survive and

prosperes

To finance a new business properly or to inject new
financial blecod into a fattering one requires more thought
and planning and positive action than simply withdrawing
money from a bank or taking out a personal loan, Determining
the correct amount of ¢apital for the circumstances is a
critical factor in your success or failure. For too much
borrowed capital can impede progress and threaten the
staying power of a business and of course too little capital
can slowly strangle a new business or one on the ropese.

It may be your best interest to take out 2 loan when the time
is right or in your worst interest when the time is wronge.
The better financial approach might be to take a new

equity capital,
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But you might not care to relinguish even the small sharing
of ownership in the business that this would entail. These
are crucial considerations that demand carcful thought

and correct declsions.

There are also a number of pitfalls, obvious ones, that
one will have to avoid. Give a wide berth Eo loan sharks
and other usurlows lenders, no matter how desperate your
financial plight might scem and how unpfoductive your
efforts to secure access to the more conventional lending
sourcess. The loan sharks excessively high interest rates
will bleed you white before toe long. Beware, too, of
promoters who promisc to raise capiltal for you for a free,

often payable in advance,

There is no question that taking over your money
problems with your bankers wil} prove a valuable first step
in your attempt to secure a sound financing program for
your businesse Your banker will determine right from the
very start whether you and ywur business qualify for a loan

from his institutions.

In order to qualify, you will have to prove to hisg
satisfaction that you are a good credit risk, that you
already have placed substantial personal rescurces in the
business or have additicnal resources that you could draw
upon, that you demonstrate the basic management skidl

necessary to operate a
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business, that your product is salcable, that your planned
location 1s in a market areca that will gecnerate sufficient
demand for your product or service to sustaln the business
and make it profitable, and that market area is relatively
free of cxcessive competion that could hamper your

growthe You will have to be ready to produce financial
documents to support your arguments that the money is
really needed and that the business has the capabllity to

repay the obligation in duc coursce

3312 = Kind of Capital

Kind of capital hcre refer to the uses to which this
capital is put in the business and the lenght of time they
will be working. In most case, the job the capital has to

perform dictates the lenght of time it will be used,

It is extremely important that one makes the correct
decision about the kind of money his business nceds, For
the wrong kind of money is almost as bad as no money at
alle If you need money on a permanent basis and get it
on a short-t&me bais, you will be living hand to month and
flirting with disastere If you need 30 day's money and
you borrow on long~term basis, the business will be saddled

with needless expenses and repayment problems,

In=sufficient money and the wrong kind of money rank
with poor management and inability to collect accounts

recilevable as the leading cause of business collapse.

Basically there are three kinds of capital:
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b)

cl
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EQUITY CAPITAL

For a small businessman equity capital represent
the personal investment in the businesse 1In cother
words, it is the ownership capital invested by the
prospective industrialist with perhaps contributions

from relatives and friends,

WORKING CAPITAL - |

- As the business grows, the amount of money
needed to make it run efficiently grows too, because
inventories will get bigger and bigger, payroll will
increase and account receivables expand. Such growth
tc remain healthy, demand fresh working capital
because, typically, a business does not generate cash
in advance of the need for it. That is to say |
larger inventories must be bought and increased
payrolls must be met before the higher level of
business translate into higher profits There are are
many different source of short—term capital which

include bank overdraft, trade credit and crdit unions.

CAPITAL EXPENDITURES

This is money used to purchase fixed assets, it

represent long=term investment, : ’

3 - Estimating Financial Needs

Financial requirements vary from company to company

and infact it is influenced by the following factors:
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Types of Business

| Fundamentally tﬁe type‘bf.business oﬁe involved
in it will to some extent determine the financial
requirement, because the amount needed to séérf a
complex manufacturing concern will be much more
greater than amount needed to start a simple service
operation like a barber shope In order to determine
accurately how much money the business will require
for the most effective generation of profit and when
it will be needed one will need correctly prepéred,

timely and well organised financial recordse

Size of the'nginegg

This also determine the need of capltal because
at the beginning when the business is small the o
amount of capital required will definitely be less
than when the business growse. 5o the smaller the

business the smaller the capital requirement,

Location of the Business

The arca of operation should affect to some
degree the capital requirement of a firm, because a
business located 1n a densely populated area will need
for money for payling rents and perhaps less for
lakour but those located in sparsely populated area

wlll need less money for rentse

Prevailing Economlec Conditicons

slack economys

During tough econcomic times, industries need
more capltal than in good times partly because it

may take longer for a business to catch on during a

Lo
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And also because during recession purchasing power
of the people reduce drastically, so industries

should need more capital than boom time,

Ee Credit Selling or Cash Selling
I1f the intention of the industrialist is to

boast sales through credit selling then he will need
more working capital at hand then if he sells

strictly on cashe.

314 - Forecasting¢apital Requirements

There are various tools used in estimating the
financial requirements of the industries, and some of

these include:

1. Cash Budget

FPundamentally, the cash budget is simply an
outline of expected cash receipts and cash
expenditure over a given period of time. If prepared
with thought and care, cash budget will place at
your fingertips your cash needs and cash resources
well ahead of time that you will have to do something

about your cash situatione.
The knowledge will put you in a good position to:

al take care of seasonal financing needs;

b}  take advantage of money conserning situation
such as cash discount, volume buying and the like;

c) pdnpoint funds generated by the business or will
be generated, that could possible be used for
expansion purposes and, in general enable You

to make most efficient use of cash flows.
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d)  help develop a workable borrowing program, as

well as program a sound repayment schedule of
outstanding loans based on your estimated

cash flOW.

3:5 - Preoparing the Cash Budget

Cash budgets shoula.be prepared to cover a specific
length of time. The decision governing the time frame of
cash budget depends in very great measure upon the S
character of the business and the regularity or irregularity

of cash Flowse.

If there are radical secasonal fluctuation onc should
prepare cash budget so that the time period of the budget
encompanses sales peak and froughs. If on the other hand,
your cash comes with a high degree of regularity, a three

month cash budget will probable be sufficient.

The first order of business in preparing a cash bedget
is to estimate carefully based on past experience and

future goalg your cash recelpts and cash expenditures.

The sum of your expected cash recelpts less the sum
of oxpected cash expenditure will give you the expected
cash balance at the end of the period. If expected cash
recelpts exceed the expected expendltures, and the
difference to the expected c¢ash balance at the beginning
of next period. If expected cahs outflow exceeded exﬁééted
cash inflows (if you expect to spend more than you take in},
substract the difference from the expectgd cash balance at

the beginning of the next perilod,

.o
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In elther event, the resdlt of this final computation
will be the expected cash balance at the end of the

perlaod,.

If you have already decided how much cash it would
be necessary for you to confortably maintain in your
buginess, the propected cash balance will give you a good

handle on the nature of financing you will need if any.

A series of cash budgets - say, covering a twelve month
span of coperation will provide a long=term panorama of
your operations. It may disclose that there are certailn
peried during your operating cycle when cash balances
typically fall below comfortable levels. This kind of
situation indicate that short-term borrowing could be used
to good advantage to carry the business pass the tight
spotss On ther hand if the budget shows a pattern of
consistently low cash balances, longer term borrowing may

" be in order, to cure a baslc cash deficlency.

Of course, cash budget may disclose that your buéiness
on occaplon~generates cash in excess of normal business
requirements. This excess of cash should not be permitted
to lie dormant but be put to productlive use, perhaps by

investing them into shorteterm marketable securities.
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TABLE 3,1
CASH BUDGET
(An Illustration)

1.
2
3e
de

S5a
6o
7o
8a
9a
10.
11,
12,
13,
14,
154
164
17«
184
19,

20a
214
224
23,

Expected Cash Receipts

Cash Sales

Account Receivables Collection
Other Cash Incomes

Total Cash Recelpts

Expected Cash Payments

Inventory

Payrell (Including Owner)

Other Expenses

Advertising

Selling Expenses

Administrative

New Equipments

Other Payments

Total Cash Payments

Expected Cash Balance (Beginning of the Month)
Cash Increase or decrease (4 - 13)

Expected Cash Balance

Writing Cash Balance needed

Short=Term loan needed (16 if 17 is larger)

Cash available for capital expenditure and
short-term investiment (16 - 17 if 16 is larger)

Capital Cash
Cash Availlable (19)
Desired Capital Cash (11)

Long~Term Loan needed (21 - 20 if 21 is larger)
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3:6 — Estimating Starting Cost

For a meaningful analysis of financial requirement and
subsequent financing an intending businessman should with
maximum objectivity and preclision be able to estimate his

starting cost.

And in estimating the starting cost, the most i
important element is the starting inventory and to get
that one should have a pretty good idea of the kind of
sales volume one expect to achieve during a particular
period and this should be divided by the estimated turnover

will give the starting inventory.

After inventory one should estimate the money needs
for furniture, fixtures and equipments. However, the
estimates of these can be got through quotations, soliciting
quotation will also give a firm handle on such things as

decorating costs, proffessional fees and insurance costse

TABLE 3.2

ABC LIMITED ILLUSTRATION

ESTIMATED STARTING COST
Inventory N45,000
Fixtures and Equipment 5,000
Decoration 10,000
Legal and Proffessional Fees 2,000
Utility Deposits 100
Prelopening Promotion 1,500
Cash Contingency Fund 2,000
Insurance 500
Supplies and Equipment 1,000
Rents 2,000
Others 500
T O T A L _H69,600
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Summarz

This chapter consider the necessities of estimating
the financial requirements and cost before starting your
business, because without doing that a business can find
itself bogged down half way and may lead to prematured
liquidation. It has also discussed the various kinds of
capital and the factors to be considered while estimating

the financial requirementse.

The next chapters will look at the varlous sources
of finance for the small-scale industries in Bauchi State

and their conditions of issuing the loane.
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CHAPTER FOUR
SOURCE OF FINANCE

4:1 - Personal Savings

For a small-scale industrialist expecially in Bauchi
State, personal savings plus lcans from friends and

relatives is the most important source,

Infact about 50% of small-scale industries in

Bauchi State get their fund through this source.

The fund from this source is derived from past
profit of an existing business and also personal con.r
contribution from friends and relatives., However, the
availability of this source depend partly on the »r
profitabllity of the industry and amount of tax it has to
paye Moreover, the degree to which a small firm can

finance itself may be measured in two ways.

N Ratio of gro®@® company savings (retained earnings
plus depreciation) to material investment in fixed
assets and stockse

20 Ratio of gross company savings on operating assets.

However there are many reasons why small firms rely
heavily on their internal source of finance:
a) Most small business start with the intention of
expansion, therefore they have more propensity
to save in order to generate the fund for

expansion within the shortest possible time,
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b) Commercial banks and other lending institutions
put conditions for loans too difficult for the
small-scale industrialist to meet, therefore
this result into his dependence on personal
savings.

c) Many small business considered their busincss
as part of their family affairs. In other words
most of them inherit the business from their
parents and as a result they want to pass the
same to their children, thecrefore to ensure that,
they have to avoid looking for external finance
outside, since it may entall sharing the
ownership or controlling the business, hence
they rely on their finance to man the control of

the business.

4a Small firms pay little or no dividends, less tax
and negligible long-term interest, therefore fund for

reinvestment,

In most cases, how much to save and what proportion
of earnings to put depends on the clrcumstances of firm,
which could be in terms of strenght of the firm, desire
for growth, the speed at which it grows the sort of
resource, the excellence or otherwise of the market

possibilities as well as host of other factors.

Finally the only way which small industries could
overcome the financial proble, associated with this source
is to become more profitable, saving resources and actually

retaining the profits when earned.
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4;2 - Institutional Sources

Institutional sourceg of finance may be defined
as financial accommeodation of short, and long-term
nature, obtainable from conventional lending institutions
such as commercial and specialised banks(z). Non—
Institutional financing would then largely refer to

financial assistance from traders, money-lenders, friends

and relatives.

However, the non-institutional source of fund is not
dependable either as regards the elasticity of the funds
that are available with it or the uneveness with which
credit flows. These disadvantages, nonetheless do not
constitute the strongest argument for institutionalisation
of credit(a). In the case of both commercial and
co=operative banks, the standerdisation of lending norms
and the replacement of a strong personal element with a
greater weithtage to a more proper and objective

appreciation of the financing prospect is a strong

advantage.

There are also certain barriers to institutional
financinge. For example 1t is a common place observation
that most small borrowers do not maintain proper accounts
which make the job of credit evaluation by an institution

more difficult.

Many small industries also lack the necessary
collateral to guarantee the loan in event of any default

or death of the loanee and even where they posses



51.

adequate collateral, there is a deep distrust to pledge,
them, out of fear of lossing the proprietorship over
the assets and a reluctance to disclose the type of
Information or their financial status which a bank must

have before it can lend money.

Most small businesémen ir Nigeria, commenced theif
husiness operation in a very small way, from feddling
one commodity to another and throtugh that process they
were able to save for expansion until they reached a
point where their source of fund is grossly inadequate,
These small industrialists creat some sort of resistance
to borrow from financial institutions mainly because of

two Influences working on each other,

First, their initial dependance on internally o
generated funds severely limlt the rate of expansion
possible for them, Secondly, their horizon of possibililty
possibilities open to them 1is circumscribed by the limits
of funds they consider if possible to accumulate from '
internal sources. Therefore as a result of the fact =
that personal savings and internally generated fund
constitute the bulk of investment flnance for small-scale
industries, their dependance on that source inhibit their
growth. It 1s rosponsible also for the skewed size
distribution in which they are relatively very few in
the larger of the size spectrum and a legion of small

operators at the time{B)a
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This is inspite of their considerable experience as

owners -~ managers of their enterprises for quite a long

time meeting common and specialised problems concerning

the business and using every thing possible to over=-come

them,

4:3 «» Commercial Banks

There are two categorles of commercial banks in

Nigeria:

a) Indegenous Banks which are 100% owned by Nigerians.

bl Mixed Banks - those banks which are owned by
Nigerian Government (normally 40%), Expatriates
(40%) and Nigerian public (20%}. In addition to
the two above, there are State banks call
co-operative banks and joint ownershlp of States

all categoriesed under indigenous banks,

One major characteristics of commercial banks in
Nigeria is the fact that they are found in only major
4)

cities of the country( and infact if not because of
Central bank compulsory directive to open branches in
the rural areas most ¢f the rural branches would have

been non-existed,

The traditional role of any commercial bank as
regards Industrial development is to issue loan for a
project that is economically viable. However,
commercial banks in pursuance of that objectives put

the procedure as follows:

and

the
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First of all as basis for lean the bank has to assess
the character of the applicant to find whether or not he
is somebody they can rely upon. Other consliderations are
the managerial ability of the applicant or his company,
productive nature of the loan as evidenced by the past
records for an established business or the bankers
appralsal of profit for a new venture, then lastly
collateral offered to issure repayments, in case the
expected profit do not materialise or to protect the lender
whenever the borrowers reputation has not been well

established.

In addition to the above conditions when considering
an applicant's application for loan, the bank may need
rellable facts such as balance sheet, profit and loss
statements for a going concern or in a case of 2 new
venture a prospectus stating estimated sales, expenses and

anticipated profit,

Even where all the above are given the loan contract
may still impose some other difficult conditions.

a) Such as lenght of loan period and schedule for
repaying instalments,

b) Interest and other chargese.

c) Provision that the entire balance of the loan be
made due and payable immediately 1f any default is
made in repayment.

d) Any warrntee that may be necessary.

e) Requirement to maintain working capital at the

proper level,
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f) Restriction on other borrowing during the life of the
loane.

g) Description of assets, if any pledged to secure the
loan and the term under which they are pledged.

h) Restriction on the payment of salaries and dividends
or distribution of earnings during the life of the

loan.

It should be noted however that though the mixed or
multinational banks control the banking industries and
has the largest resources, their main pre-occupation was
to exploit the best possible avenue for maximising their
profit, As a result most of them found, (with the
exception of compulsory rural penetration into local area)
in large cities like Lagos, Kano, lbada, Enugu, Benin
and Kaduna, they tend to give more priority to areas

where return justifies the cost of maintaining the office,

As regard financing, the commercial banks conditions
and hectic procedure of granting loan is to ensure
investments in projects economically and commercially
viable and as much as possible they avold investing in
projects whose expected return do not well compensate for

the risk involvede.

From the above, ti could be safely said that the
small=scale industrialist will not meet the lending

requirements of commercial bankse
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It was in the realisation of this situation that the

Federal Government directed all commercial banks in 1979

to allocate a minimum of 10% of their total loans and

advances to Indigenocus small-scale industrialist located

in their area of operatione.

And in 1981, the Federal

Government raised the percentage to 16%.

As a result between 1980 and 1982

bank loans and advances to small=scale

to H504.8 million

(5)

as per Table 4.1.

Table 4.1

the commercial

entreprises amounted

TOTAL n113328311119n w%ggfoo uzég?i
A Category 12.1 2065 26,3
Bom 16,2 2144 18,8
c 16,0 25.8 22,0
D ® 22,3 24,7 32,0
E " 46.8 92.6 10743

Source: Central Bank of Nigerias

Bullion (News from Central Bank)

June, 1983,

volume 8 No.2, April -

It is clear from the above table that about 50% of

all commercial bank loan from 1980 - 1982 went to

category E companies and since these various categories

are fefined in term of turnover and category E with a

turnover between "200 - 500,000 clearly shows it belong to

larger scale industries since by definition small-scale

are in range of WN150,000 and the real small-scale who
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needs a lot of fund to expand get slightly less than 12%

of the total loan given.

The conclusion one can reach here is that commercilal
banks in Nigeria gave loan to compnaies that have enough

money and deny loans to needy compnaies.

However, commerclal banks loan to small-scale
Industries in Bauchi State between 1979 to 1984 look
like this. - B
| | Table 4.2 |

Commercial Banks Loans & Advances to Industries 4(000)

Year Small~scale Business % ! Large~scale Business
1979 2,018 8 23,376
1980 1,809 6.5 27,176
1981 | Not Available 20,376
1982 . 823 _ 67 12,236
1983 | Not Available 6,768

Source: Ministry of Trade and Industries, Industrial

Development Centre, Bauchil.

Also from the above Table it is also clear that the
commercial bank do not care much about the gmall-gcale
Industries. And even these little loan provided are
those who are in a position to provide concrete collateral

for the loan.

t

However, the fallure of Nigerian commercial banks to
serve as major of fund for the small-scale industries

be attributed to many reasonse - _;
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First of all, while loan is desirable for small-scale
industrial development for any nation, the essence of
the loan is to ensure prudent utilization, so that the
lender 1s assure of repayment and subsequent revolving
of the fund. But unfortunately majority of small-scale
industrialist lacked management and technical skills to
ensure proper utilization of the fund, and to worsen it
most small-scale industrialist have higher propegsity to
consume so they end up using the loan for ostententious
living, hence commercial banks' fear is that regard,

prevent them from giving loan.

4.4 - Small-scale Industries Credit Scheme

Having regard to the essentially similar and difficult
situation faced by small-scale industries in Nigeria, the
second National Development Plan (1970 - 1975) incorprated
the small-scale industries Credit (S5.S.I.C.) schemes in
the State programmes in line with the Government Policy
of giving effective ald to indigenous small industrialists.
The S.S5.1.C. Scheme was sent up by each state government
to give loans to small-scale industries on liberal terms.
The state contributions to the credit fund wwer
augmented by matching Federal contributions to supplement

the lending operationse

It was apparent towards the end of the Second Plan
that Government would have to be the main source of
finance for small~scale industries during the Third Plan

period as well (1975 - 1980), inspite of efforts being
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made to stimulate lending to this sector by commercial
banks and other institutional financing agencies. The
Small Industries Credit Schems have, therefore, been
continued under the Third Plan and substantial allocations
of funds have been made to the Credit Schemes by both
State and Federal Governments to meet the growing credit
needs of the small industries sector. The allocation of
additional funds is of the order of N50,00 million to meet
the estimated envestment requirements of small-scale

industries during 1975 = 1980{6).

445 - Scope of the Credit Scheme

The small-scale industries credit schemes have been
set up by each state government to give loans to small-
scale industries carrying on manufacturing, processing
or serwicing activities with a capital investment not
exceeding N150,000.,00 in machinery and equipment only.
The loan is to be given for the expansion and
modernisation of existing small-scale enterprises of
the mechanised type to manufacture relatively sophisticated
consumer goods as well as simple producer goodse. The
credit scheme is thus meant for giving financial
assistance as support not only to the small-scale

industries, particularly for thelr process improvemente

Under the scheme, both fixed and working capital

loans can be given to small industrialists.
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Working capital loan can be given up to 50 percent of the
requirement, subject to a maximum of WN10,000, The fixed
capital loan for machinery and equipment can be given

up to 75 percent of the cost of machinery and equipment
to be purchased. However the total fixed and working
capital loan should not exceed N80,000 in any single

caseé,

Normally, no loan is to be granted for the erection
or expansion of the work-place. Only in special cases
where the present work-place is considered unsuitable for
the process to be carried on, or, where the applicant
is being compelled to move from a non-conforming to a
conforming area under Town Planning Requlations, a part
of the loan can be granted for the construction or

modification of the work-place or the factory-shed,

The loans advanced under the Small-Industries
Credit Scheme can in no case be used for meeting out-
standing loan commitmentse. A special objective of the
credit scheme is to encourage a new class of educated
and technically qualified entrepreneurs to set up
modern small-scale enterprises; but certain categories
of persons, e.ge. Civil Servants, Statutory Corporation
and Local Authority employees and members of the Armed
Forces wlll not be entitled to receive any loans under

the Credit Scheme for setting up small-scale industries(7).

|

4e6 = Procedure for the Grant of Loan

The Small-Industries Credit Scheme in every state

is operated by a Loan Management Committee specially
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f} constituted for the purpose by the State Government
concerneds Any small industrialist desiring to have a
loan under the small industries credit scheme of the

. state where the industry is already functioning or is to

.be started, will have to apply to the Secretary of the
Loan Management Committee for the loan in prescribed
forms. Only persons who are crdinarlly resident in the
state will be eligible for loens under its S+5.1.C,
scheme, The Loan Management Committee shall, before
processing the loan application, satisfy itself as to
the technical/managerial akility of the applicant and

also his integrity and credit—standinge.

The Loan Management Committee wlll have a project
feaslbility study prepared for each project prior to the
consideration of the loan appllcation. The feasibility
report will be prepared with the help of the Industrial
Development Centre serving the state in guestion and will
glve estimates of the total project cost, machinery
and equipment cost, work capital requirements, scope of
marketing the product, expected profitability and break-

even point of the project. .

The Committee shall decide whether the loan is to .
be granted, based on the techno-economic feaslbility of

the project.

4,7 ~ Terms and Conditions of Loan

In addition tc any specific conditions which may be

imposed by the Loan Management Committee, the following
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are the terms and conditions which are gencrally

applicable to all loans granted by the Committee:

a)

b)

c)

d)

e)

The borrower shall use the loan solely for the
purpose for which it was sanctioned.

The baorrower shall pay interest on the loan at such
rates as the Committee may determine. Ordinarily,
the rate of interest will be 5 percent on reducing
balance, that is on the outstanding loan,

The loan will be repayable over a period of 5 to 7
years on a quarterly, half-hearly or yearly basis,
as the Loan Management Committee may determine, with
a suitable perlod of meratorium of 1 to 2 years,
depending on the nature of the project,

The borrower shall execute such documents as the
Committee may require for securing, by means of legal
mortgage, guarantee or any other manner acceptable
to the Committee, the repayment of loan and interest
thereone

The borrower must agree to the supervision of the
loan in such manner as may be determined by the Loan
Management Committee. He shall at all time maintain
proper records to show the financial position of

the enterprise. He shall permit inspection of his
business and accounts by the designated official of

the Loan Management Committee,
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f) In all matters involving proper control, operation
and maintenance of the assets created by the loan,
he shall seek and act upon the advice of the
Industrial Development Centre and the Small
Industry Division of the State's Ministry of

Industries.

4,8 - Disbursements

The loan is to be disbursed in accordance with the
schedule of disbursement approved by the Loan Management
Committee at the time of sanctloning the loan. As far
as possible, payments are to be made to the suppliers
direct and, ordinarily, no part of the approved loan
should be paid in cash to the borrower prior to the
delivery of the machinery required for setting up the

enterprises

4.9 ~ Security

The Loan Management Committee may accept as security
for the loan such assets as land and buildings, machinery,
equipment and other fixed assets including those created
out of the loan, provided movable assets like livestock
and household effects, etc. shall not be deemed to be
acceptable security. All assets used to secure a S.S.I.C,
loan must be insured against loss by fire with an
Insurance Company acceptable to the Loan Management

Committee,
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410 = Investment Briefing

The Secretariate of the Small Industries Credit
Scheme not only supplies the loan application forms but
also provides information on investment priorities and
guides the applicant in the selection of promising small-
scale industries, The Secretariate also gives agsistance
in the filling up of the loan application forms. The
prospective investor can also consult the Industrial
Development Centre serving his state for similar advice
and quidance. Prior consultation with the S.S5e¢I.Ce
Secretariate have very limited scope for expansion and
to choose one of the prospective small=scale industries

with good scope for expansion in the area,

4611 -~ Supplementary Information

The following documents are required to be attached

to the loan application forms at the time of submissions

1) Three coples of passport-size photograph,
certified by a Divislional Officer, District
Head or a person of Standing.
ii) Photostat copies (not original) of the right

of occupancy of land owned and layout plans
for the proposed projecte

iid) In the case of partnership concerns or limited
companies, photostat copies of the registration
certificate, partnership agreement, memorandum

and articles of association,
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412 = Loans and Advéncgg - . . e e

So far a total of 206 projects have been assisted
by the scheme involving the sum of N2,216,512(8) of
which a sum of #2,006,000 already disbursed in Bauchl

State,

o

However the source, though the largest institutional
source of assistance have not been very successful due

to the following reasons:!

a) Inability of the scheme to secure enough fund from
the state and federal government for onward .
disbursement to loan applicants,

S) . Poor repayments by beneficiaries who consider the

- loan as part of thelr share of the Nationa Cake,

@) Lack of qualified manpower to assess loan applications

and monitor projects.

However in spite of all the problems some

successful industries got their assistance from the

scheme

4413 - The Nigerian Bank for Commerce and Industry

Flnancial capital has long been ldentifled as one
of the greatest problems of most Nigerian entrepreneurs.
This problem became more acute with the promulgation of
the Nigerian Enterprises Promotion (Indigenisatlon) Decree
(1972} which transferred to Nigerians certain enterprises

fron non-Nigerians,
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To mitigate the problems of scarce financial capital,
the Federal Government established the Nigerian Bank
for Commerce and Industry (NBCI) by Decree No 22 of

414 - Functions

The functions of the NBCI range from the provision
of equity and loan funds to indigenous persons,
institutions and organizations for medium and long~term
investment in industry and commerce, to the performance
of all aspects of commercial and merchant banking businesse.
The Bannk, therefcore, is constituted to support industrial,
agro=based, commercial and service projects by providing
for them both equity and loan finance and by giving
a whole range of allied financial services such as loan
syndication, guarrantees, letters of credit and bills
for collection business, feasibility studies, management
consultancy, etc. It is also a member of the Nigerian
Stock Exchange. In spite of these unique set of functions,
there are certain principal limits which are currently

in operation, though subject to review from time to time.
The Bank May NOT:

1) Finance:
a) Residential accommodation or such real estate
business which is not part of other major

bankable business venturee,
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b) Infrastructure for general public use such
as roads, schools and hospitals,

c) Mining business.

d) Pure agricultural plsntation not intended to
support primary orocessing business.

e) Scientific and other educational or research
activities not directly related to a potential

specified bankable business,

Give financial assistance less than #¥20,000.00 to

a new client.

Give financial assistance to any single company in
excess of 10% (ten percent) of NBCI's pald-up share
capital and reserves.

Make investment in the shares of any company

(other than companies promoted by NBCI) in excess
of 40% (forty percent) of that company's paid-up
capital.

Provide financial assistance to anybody (e.g. State
Governments) for unspecified projects,

Provide financial assistance to any project which it
has not appraised and adjudged viable for its
purposes.

Make investment in non-corporate bodies il.e. in
partnerships and sole businesses.

Support any business unless 60% of its ownership
capital carrying voting rights is owned by Nigerian

or Nigerian institutions or organizations,
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e Provide loan in excess of the project's acceptable
mortgateable fixed assets unless collaterals are
avallable to provide a sccurity value of more than

the amount of the loan,

From inception to-date, NBCI ownership capital has
been provided by the Federal Government and the Central
Bank o; Nigeria in the ratio of 60% to 40%, respectively,
The funds of the Bank have been provided mainly by its
shareholders by way of contribution to its share capital
and by "'y of loans. The bank has special fund-borrowing
access to the general funds of the Federal Government for
the development of business projects in Nigeria, It 1is
hlsb'quiteerfrée to bortgw within and outsiderNigeria,
The bank!s ownership capital, denominated in 'shares’',
is made up of 500,000 shares of 1100 each and the total

capital has been fully paid up.

It should be noted that Article (vii) of the Bank's
limiting functions clearly probibits investment in
non=corporate bodies such as partnerships and sole
businesses. Therefore, the bank could only deal with
businesses which have been incorporated into limited
liability compnies. Table 4,3 shows the size

structure of NBCI commitments in the period 1973 - 1975,



Table 4,3
Size Structure of NBCI Commitments 1973/75

684

Under 150,000 |H300,000}0ver Over
Activity #150, 00 to to 500,000 H1 m.
N300,00 4500,000
1. Food and
Beverages & 3 2 - 4
2+ Textiles 1 1 1
3. Wood & Wooden
Products 1 . — 2 1
4. Pulp and
paper - 2 - 2 |
5. Chemical - 2 i 2 -
6. NOI’l—
Metalic
Minerals 1 2 1 - 3
7« Machinery,
Basic
Metal - 3 1 : 2
8, Electronic,
Electrical - 2 - 1 -
S« Other
Manufacture - 2 - - -
10. Tourism 1 2 — % 1
11, Other
Services 2 y i 3 - -
Source: Nigerian Bank for Commerce & Industrye

It is clear from this table that participation under

H500,000 (H0.5 million) represented 39 out of 61 projects

(64%) wich the concentration within this size group in

terms of number of projects in the 0,15 million to

N0.3 million category (20 projects).
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As a result of this neglect, of the small-~scale industries,
sector, particularly the sole businesses and partnerships,
the Federal Ministry of Industries established a special
line of credit for small-scale industries to be administered

by the NBCIa

The major_objectivé of this speéial line of ﬁredit is
to make soft leoans easily available to deserving small-
gcale industrialists all over the Federation to enable
them undertake new projects or to finance on=-going projectsan
In general, all small-scale projects whose total assets oy

(including working capital but excluding land) do not

exceed M500,000 are eligikle.

According to this schame, the maximum amount to be
loaned would be H250,000 depending in the type and special
requirements of each project, There is no lower limit,
Generally, loans will carry a low interest of 6% p.a. (this

has recently been increased to 10% pe.a.). Disbursenent

oF
L T

of funds to successful applicants will only commence

after the Loan Agreement has bee duly signed by the
applicants and their guarrantors. 3Similarly to the . ... .,
SeSeleCe's payment will normally be made direct to suppliers
(oh the basis of invoices) or contractors or consultants
(pased on the certificate of work done)s The repayment
period will normally not exceed five years from the |

date the project is commissioned. : o )T
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Small=-scale enterprises which are eligible for this
loan are those who are either wholly or majority owned
by Nigerians and whose sponsors are ordinarily resident

in the State of application,

Other criteria are:-

a) a minimum age of 21 years;

b) ability to provide two guarrantors of repute
for the loan (including interest and other
related costs);

c) applicant must have valid business regqistration

ar certificate of incorporatione.

It is significant to note that the implementation
of the Federal Ministry of Industries' Small-Scale
Enterprises Loan Scheme, being administered by the NBCI
on behalf of the Federal Government, has made some
remarkable progress in spite of numerous problems e
encountered during its implementation., So far, a total
sum of #54,229,000 for 1,469 number of projects has been
provided under the scheme out of which as much as 88%
has been disbursed to approved projects. The scheme is
very popular among Nigerians and well spread throughout

the nineteen states of the Federatione.

4,15 -~ NBCI and Bauchi State

In Bauchil State since the opening of a bank branch
in 1979 it has approved and disbursed a total sum of

N1,879,000 to 46 projects as per Table 4.4,



Table 4,4

Loans and Advances by NBCI to SSIS

71la

in Bauch State

No. | Amount #(000)

1l. Agro Based and Food

Processing 17 H716,956
2e Bullding Materials

and related projects 9 345,094
3. Electrical and Machanical

Workshops 3 180,000
4, Textile Projects 2 80,000
5« Transport Frojects 3 135,000
6e Pi.nting Service 1 65,000
7« Furniture and Woodwork 8 207,600
8e Others 3 150,000

TOTAL 46 N879,650
Sourcet Nigerian Bank for Commerce and Indusrye.

The aboved projects were distributed among the local

governments as follows:

Table 445

Local Govt. Area No. of Projects %

Bauchi 12 26%
Gombe e 17%
Katagum 6 13%
Misau 6 15%
Tangale Waja 2 4%
Tafawa Balewa 2 4%
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Table 4,5 (contd)

Local Govt. Area Noe of Project %
Gamawa 1 2%
Shira 1 2%
Toro 1 2%
Darazo 1 2%
Ningi 1 2%

46 100%

The projects based on local government distribution
were unevenly distributed throughout the state because

four local governments out of the 16 took almost 70%.

However, sources in the bank attributed this to many

factors which include:

a) Inability of entrepreneur in the other local
governments to present a viable proposal that meet
with the requirement of the banka.

b) Lack of adequate fund to finance projects to all
the applications from various sections of the state,

c) No adequate collateral present to secure the loane.

416 - The Nigeria Industrial Development Bank Limited

The Nigeria Industrial Development Bank Limite
(NIDB) was established in 1964 as an industrial development
finance company through the reconstitution of the

Investment Company of Nigeria Limited (ICON).
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Functions
ICCN was incorporated in 1959 with the objective of
assisting industrial, commercial, and agricultural
enterprises in Nigeria generally by:-
i) assisting the creation, expansion and modernisa-
tion of such enterprisess

ii) encouraging, sponsoring and facilitaing
participation of internal and external capital
in the ownership of investment, shares, and
securities;

iid) creating, expanding and stimulating investment
in shares and security markets;

iv) and in particular by providing finance in the
form of long=and medium—term loans or shares,
participation and sponsoring and underwiring the
issue or conversion of shares and securities;

v) by furnishing managert:l, technical and
administrative advice and services to Nigerian

industry, commoerce and agriculture,

ICON opcrated for five years between its formation
in 1959 and 1964 when it was reconstituted into the
present NIDB, Onc of the reasons for the reorganization
was the need for an institution which had the full
backing of all the¢ government of Nigeria without being
under their direct control and commanded and enjoyed

the full confidence of local and foreign investors,.
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Such an institution wouid.be in a position to promote
Nigeria's economic develaopment effectively because it weould
be Independent of political or other influences. This

was the rationale behind the establishment of the NIDB

on 22nd January, 194,

The NIDB commenced operations with an autheorised
share capital of 110 million ocut of which 44 million was
1ssued and fully pald at once as ordinary shares and
#500,000 in non-voting preference shares. #2,040,000
of the ordinary shares or 51% of the company's voting
capital was designated 'A' ordinary shares, and reserved
for Nigerians and international organizations such as IFC,
of which Nigeria is a member. The remalining #1,960,000
ordinary shares, classified as 'B' shares, may be subscribed
by any interested investor, whether Nigerians or foreign.
In addition, the Federal Government gave NIDB an interest-—
free long~term loan of ¥4 million repayable in equal

annual instalments during the period 1980 - 1984,

o

The Bank was also empowered to borrow ub to 3 times
its issued share capital, reserves and subordinated
borrowings. By 3lst December, 1977, the total resources
of the NIDB stood at (i148 million. This constituted
#113 million in borrowed funds in logal currency from the
Federal Government and {10 million in foreign currency

from the World Bankce).
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However it should be- noted that though Nigerian
Industrial Development Bank was established to facilitate
the Industrial Development in Nigeria, its assistance is

limited only to medium and large scale Industries,

Summar:x

This chapter discussed in detail the various sources “

of finance for the small-scale industries, their procedure

and conditions was fully discussed.

The next chaptcer will then lock at the extent to which
these sources have played in financing the industries,

through the analysation of the responses recceived.
Footnotes

1s Questionnaire.

2e JEGA, M,I., "Institutional Financing of Small-scale
industrices in Nigeria: A case study of Sokoto State'
Unpublished M.Be.e Project, Ahmadu Bello University,
Zaria, 1984, P. 86.

3e Ibid - P, 87,

4de Ibid - P,88.

5e "Bullion" Volume 8 - No. 2, april - June, 1983,

6e "Small-scale Industries Credit Scheme" A pamphlet of
Federal Ministry of Trade and Industries - Lagos,
Pe 9,

Te Itid - P, 10.

8e NIDB.
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CHAPTER FIVE
DATA ANALYSIS

In an efforts to get an indepth investigation into
the nature, problems and financial structure of small-
scale industries in Bauchi State, one hundred questionnaires
were distributed to the various industries using purely
random samplinge. However, only a forty eight responses
were received and it is on the basis of information

recelved from the respondents that the analysis is based,

Se1l = Ownership Pattern

In order to ascertain the owncrship pattern of small=
scale Industries, a question was incerted and the

responscs are summarised in Table 5.1.

Type of Ownership NO. Percentage
Sole Proprictorship 42 88
Partnership 5 10
Private Limited Liability 1 2

TOTAL 48 100

Source: Computed from Questionnaire.

From the above table one can clearly see, sole
proprictorship form of ownership as the most common in the
small=scalc sector of Bauchi with about 88% of thoe total

number of units.
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However, the nature of this pattern could be
attributed to historical background where businesses
where organised on the basis of family and individual
ownership, and even with changes of timc entrepreneurs
still prefer to maintain the same pattern rather than going

into partnership or registered private company,.

In an interview also to find the reasons for this,
some entrepreneurs maintain that thce business was either
Inherited from their grandfather cor father and that selling
some shares to somebody outside means bringing an outsider
to share the property of their deceased father, which is
contrary to their religion and in most cases not acceptable
to all members of the family, However, it has been
observed that the prcdominance of the sole proprietorship
in the state has resulted in the low output, 1lnefficiency,
high incidence of failure and above all shortage of fund,
since an individual or family contribution tend to be very
small as compared with partnership or private limited.
Infact is is the more recason why financial institutions
arc aversed to providing assistance in a form of loan and
advances to this kind of busincsse It also explain why
the Nigerian Bank for Credit and Commerce 1s not very
effective since its arca of assistance covers only small-
scale industries with private limited liability ownership
pattern,

However, though the proportion of sole proprietorship

is still high, but if we comparec it with a research
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conducted in 1982 by Hamid Abdul Hamid (where sole

proprietorship constituted 96% of the total sample).

We can see that there are some departure and some
attention is given to the private and partnership pattern
of ownership and it is expected that with the rcalisation
of the need to pool resources together and make businesses
more efficient, and also the need to benefit from Nigerian
Bank for Credit and Industry and other financial
institutions more entreprencurs will come together and form
partnerships and private limited liabilities companies,
which will also help towards an accelerated development
of the small-scale industries and make them more

financially solventa

542 ~ Nature of Business

The nature of small-scale industries in Bauchi State

can be scen from Table 5.2

Table 5.2

Nature of Business No. Of Units | Percentage
Bakery 18 38,00
Block Making 14 29,00
Machanical Workshop 3 6.00
Poultry 6 12,00
Furniture Making 3 600
Stone Crashing 2 4,00
Candle Making 1 2,00
Leather Work 1 2,00
Others 2 44,00
TOTAL 48 100,00
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Source: Same as Table S5.1. ' -
As earlier stated all the sample population are
fandomly selected, therefore there was no intention to

establish any kind of homogeinity among the industries

selected, _ *

The Table show a clecar prefercnce for the manufacturing
sector, notably block making, Bakery and Poultry farming
which take about 80% of the total small-scale industries
in Bauchi State. This result is in comformity with
finds from a similar research conducted in Sokoto State

(23 (3)

with over 60% and Kano State with over 70% .
However, it contradict a similar study of industries in
Bendel, Kwara and Lagos States, because in that study, 1
the manufacturing industries has less than 1% while |
service industries such as motor vehicle repairing and
filling stations has a higher percentage of 6.5%, 5.5%,‘
4,5% in each of the States respectively(4); However,

the contradictions can be attributed to the higher number

of vehicles in these states, predominance of big business

engaged in the manufacturing sectors in these areasd

But in the ¢ase of Bauchi State the predominance
of the manufacturing concern could be due to the fact
that the government clearly expresses its intention of
favouring the manufacturing concern in terms of loan,

free land and tax concession than the service industries.
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The predominance of others like block making could also
be due to the reasons which include the fact that Bauchi
State is newly created thereforec a lot of building projects
are undertaken for offices, residcntial accommodations
and various industries, which provide a ready made market
for the products of these industries. It could also be due

to the availability of cement in the state.

Another explanation of the predominance of these
industries is the fact that they provide a quick return,
in other words, the business man does not have to wait
long before revenue starts coming and require a simple
technology to operate, unlike filling station which take
time and money to build the station and a very hectic
process of acquiring dealership or a mechanical workshop
which takes time to learn the technicalities of mechanics

before one becomes an expert,.

Finally with government preference for manufacturing
concern it is hoped that this pattern will continue to

grow to provide employment opportunitiese.

Se3 = Use of Labour

The question pertaining to the use of labour tries
to find out the number or percentage of small-scale
industries that use the three basic categories of labour

notably the skilled, semi-skilled and unskilled.
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However for the purpose of this classificatlion the
following definition is given for the various categories
of laboure. # skilled worker is one who has acquired both
the thecoritical and practical aspect of his work, through
training, apprenticeship and othcr form of education, in

other word he is expert on his jobe

A semi-skilled worker on the other hand is one who
is on the process of learning the technicalities of his
work while an unskilled worker is one who lack the

knowledge or whose work does not require any technicality.

The responses from the various industries given the

questionnaire are shown in Tablc 5.3.

Table 5,3

Type of Labour used | No. of .Industries | Percentage
Skilled 1 2.0
Semi-skilled 12 2540
Unskilled 35 73.0
TOTAL 48 100,.0

Source: Same as Table S.1.

From the above table it has clearly shown that out
of the 48 industries visited, 35 or 73% of them used the
unskilled labour, then 12 or 25 of them use the semi-skilled
labour and only 1 or 2% use the service of the skilled

workers.
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The aboye pattern could be attributed to various
reasons which include an inherent shortage of finance
which make the small-scale industries not in a position
to pay for the service of the skilled workers or it could
be due to the fact the nature of their operation doe§
not require the service of a skilled worker, It could
also be explained to the fact that since most of these
businesses are of the family type they tend to depend
on the members of the family for all their coperation,
due to their distrust of an outsidc qualified worker.
Ancther reason could be attributed tc failure by skilled

workers to work in these small=industries.

However whetever may be the reason the use of
unskilled workers by smallescale industries in Bauchi
State has contributed in no small way to their
inefficiency, wastages, low quality products and easy

fallurese.

Sed4 ~ Number of Persons Employed

To determine really whether or not the small-scale
industries help in the provision of employment in the
state, a question as to the number of people these
industries employcd and the responses was summarised in

Table 5.4-
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Number of Workers No. of Units Percentage
1-5 16 33
6 - 10 22 4645
11 - 15 10 2045
16 - 20//" - -
Va
Oyer 20 - -
P
48 100

TOTaAL

Source: Same

as table

S5e1s

The above table clearly shows how small the number

of workers small-scale industries in Bauchl State employe.

Infact almost 80% of them employ 1 = 10 people.

The explanation of the above could be due to the fact

mest of the industrics are very small in nature or still

in their infacy or it could 2alsc be duc te the fact that

they don't have the money to pay workers especially if

we consider the 1982 minimum wage coupled with the

expulsion of illegal aliens who used to provide very

cheap laboure.

55 = Source of Raw Material

Table 5,5 below shows the various places by which

smallescale industries in Bauchi State get their

supplics of raw materials,
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Source Noe Percentage
Local ’ S 20 42400
Imported from other states 24 30.00
Imported from /ibroad 4 8.00
TOT AL | 48 100,00

Source: Same as table 5.1

Basically there are three sources of raw materials
for small-scale industries in Bauchl State which include:

1) Local or within Bauchi State. |

i1) Imported from other states of tho Fedcratioh;

1ii) Imported from abroad.

.However the.result shows that about half of the total
Industries import their raw materials from other states
of the Federatlon. Infact this is in comformity with the
nature of the industries in Bauchil State with Bakery
having the largest number of units and since their basic
raw materials is flour and sugar all of thom depended on
Kano, Borno and Gongela States for their raw materials,
but as stated earlier, Block industries which constitues
the second largest get thedr supply from Ashaka cement

factory located in Bauchi State.
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E«b -~ Aamount of Capital Employed -

Infact thls is onc area which the rescarcher put
.Ehe greatest emphasis on his research, but unfortunately
it is the arca where it has been extremely difficult for
the industrialist to answer with some precision, because
as the questlonnaire asked them to write their total
investment in the industries most of them due to poor
record keeping and problems of valuying land and an
existing building, their responses tend to be not very
accurate, However to allow for some deviation the
researchoer put theilr responses into some kind of range
as in Table 5.6.

Table 5.6

Amount (.4) Number | Percentage
5 - 50,000 29 61.00
51 - 100,000 15 31.00
101 - 150,000 3 6,00
Over 150,000 1 200
TOTAL 48 10000

Source: Same as table S.1.

The above table clearly show that over 60% of small-=
scale industries in Bauchi have a total investment of -
between 5,000 - 50,000, now since nature of business in
”table 5.2 show an over B80% predominance of manufacturing
cdncern like Bakery, Block making and Poultry farming,
it shows majority of these industries have a total

investment of between the above range.
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Howcver, if we take a typical investment requirement

by Dr. Kayode A Olomu in Business Concord's issue of 3rd,

10th and 17th May,

1985 which shows the following

requirement.
Table 5,7
Block Making !
Estimated Project Cost E
Capital Cost
1. Land and Building 120,000
2e Plant and Equipment 45,000
3 Furniture and Fittings 5,000
44 Delivery Vehicle 15,000
5 Preliminary Expenses 5,000
6e Working Capital 20,000
TRTAL 1y ey S

Tablﬂ 508

1.
2ea
3e
fe
Se
G

Poultry Farming

Estimated Project Cost
Land and Building 160,000
Plant and Equipment 30,000
Furniture and Fittings 5,000
Delivery Van 10,000
Preliminary Expenses 5,000
Working Capital 40,000

TOTAL 1505000 __




B7e

Table 5,9
Bakery
Estimated Cost
1, Land and Buildings 150,000
2o Plant and Machinery 75,000
3, Furniture and Fittings 15,000
44 Delivery Vehicle 10,000
Se Preliminary Expenses 15,000
6« Wlorking Capital 50,000
TOTAL BLIER L, —

Source: Business Concord - Friday 17th May, 1985,

1f we compare the estimated project cost of all the
three projects above and compare it with the total investment
of the Investors in Bauchi State, one finds that there is
a gross shortage of fund which make the industries operate
at an estremely low level using only the fund available

to them,

However, to understand some of the cause of this
shortage the researcher try to find the amount of loan
granted by the small-scale industries credit scheme which
is the largest Institutional source of financc for the
smallescale industries in Bauchi State and the finding is

summarised in table 5,10,
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Table 5,10
amount of Loan Granted by S55IC

Type of Project Amount

Block Making 140,000
Bakery 14,000
Poultry 45,000
Furniture Making 17,000
Mechanical Workshop 60,000
Stone Crashing 46,000

Source: Small-scale Credit Scheme, Bauchi.

In an interview to find how the amount granted was
reached with the officials of the scheme, it was stated
that, the amount was based on the cost projected by the
Industrial Development Centre which is the centre concerned
with feasibility and costing of projects of the small-scale

industricse.

However, a typical estimate by the Industrial
Development Centre, Bauchi in respect of /Abdulkadir Y.
Wanka for a nail factory for which a sum of N46,000.00

was approved look like this in table 5.11.
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Table 5,11

Capital Investment
a) Land (Right of Occupancy) 1M275.00
b) Building and Cost of Land i150,000,00
c) Machinery and Tools 75,000.00
d) Furniture 3,000.00
e) Motor Vehicle 9,000,00 !
f) Premiminary Cost 5,614,00
g) Working Capital 18,632.00
Total Investment 11161,521,00__ ___

Source: Smallescale Credit Scheme, Bauchi,

From the total of table 5.11 and the amount approved
as loan, it is clear that there is some kind of contradiction
between the assertion of the small-scale officials and

amount of credit granted to the small=scale industrialist,

Therefore, one can say that, the shortage of fund
could be attributed to inadequate loan given by the smalle
scale credit scheme and poor contribution on the part
of the ownerse

Table 5.12
Capital Structurc

Type of Ownership Owner's Contribution(%) Borro:a;f?un?
Sole Proprietorshilp 22 88
Partnership 38 52
Private Limited 40 60
TOTAL 100 200

Source: Same as table 5.,1.
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From the above table, it is clear that the sole
proprictorshlp type of ownership has a personal contribution
of just 22% of the total fund invested in the business
while the partnership and private limited liability
company has a mere higher percentage of 38% and 40%

respectively.

The explanation for the above pattern could be
attributed to the fact that while the private and partner-
ship companies have more hands to contribute to the total
financial requirement of the industry, the sole proprietor

depended on his own saving alone,

The effect of the above is that the partnership and
private limited liability are more financially sound and
more efficient and has less risk of bankrupcy from

creditors.,

It also shows why financial institutions are not
willing to grant loan because the owners contribution is
so little and in case of loss they tend to bear the

greatest burdene.

Table 5413

Source of Initial Finance

Source Numbor Percentage
Self Contribution
(Savings) 22 46
Small=scale Grant
Scheme 22 48
NaB Lals 3 4
Commercial Banks 1 2

Source: Same as table 5.1.
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The above table shows clearly that the government
sponsored credit scheme is the largest source of finance
for small-scale industries in Bauchi State, closely
followed the sclf contribution of individual owners which
include loans from friends and relatives., However, the
commercial banks and Nigeria Bank for Credit and Commerce

provide a small percentage of only 8%

Therefore, 1f we classify the sources into
institutional and non-institutional source, we find that
the institutional source provide 54% as compared with 46%

for non=institutional sourcee.

However, this result contradict a similar but earlier
studies in Sokoto and Kano States. For example in Sokoto
personal saving provide the single largest source of

49%‘®)  Kano sex'?’,

Still if we take the contribution of the government
sponsored credit scheme, we find that while Bauchi 8tate
have a total of 48%, Kano State has 16% and Sokotc has

only 7.2%e.

Morever, one thinj to note that even though
institutional financing has a higher percentage than the
non-institutional source, it should be understood that
the smallescale credit scheme takes the highest percentage
of 48%, showing that the main institutional source
notably commercial banks and development banks are not

established in the state unlike Scokoto and Kano States,



or it could be due to the fact, the small~gcale industries
in the state rarely meet the requirement of these banks
therefore, the state government has to come to their aid

in terms of financing.

However another explanation for the higher percentage
of government assistance in the state government deliberate
policy of encouraging the development of these industries

ags a bagsis for industrial development,.

But c¢ne thing is that the continued government
assistance for loan can only be in the short-run since
the government itself has many oth«r obligation to the
people like water, education and medical care which are
more Important than giving loan to businessmen and women,
Another factor that could hinder the financing of the small-
scale industries by the government as explained by an
official of the scheme is the inability of loan beneficiaries
to pay back since most of them consider the loan as part

of their share of the national cake, R

542 « Further Capital Regulrcments

By further source of finance, it means a situation
where the business has already stated but seme more
opportunities such more market, requres an expansion of
the existing capacity by adding a new machine or the
establishment of a new factory or service station in a
different part of the state. Therefore, the source of this

finance is summarised in table 5,14,

.



93.

Table 5.’14

Source Noe. Percentage
Self Contribution 14 29
Loan from friends 16 33
83851 +Cs 7 14.5
NaBalCals 8 16.5
Commercial Banks 3 [S)

TO T AL 48 100

Source: Same as table 5.1,

From the above table there scemed te be a clear
departure from the source of finance for initial taking
off, because here the largest source for expansion is
secured from friends and relatives who contribute more than
one=third. Then the gov- rnment sponsored small-=scale credit
scheme which was the largest initial source of finance has
little contribution, #aAnd of prominance is the contribution
of Nigerian Bank for Credit and Industry which at the

initial stage has 4% but now rosec to 16.5%.

However, the explanation for the above changes could
be due to the followinge First of all the small-scale
credit scheme rarely provide further loan unless the
previous one has been liquidated fully, and the fact that
many people are seeking the loan it tends to give priority

to fresh applicantse
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In the case of NBCI, the reason is that, as business
starts, through efficiency cor other factors, it growth
and perhaps attract more investors who were initially
doubting the viability of the project, but once it ~-
successfully took off, they come and invest, thercby |
changing the ownerships from a sole propriletor or
partnership to registerced private limited liability
companies which qualifices for assistance under the NBCI

guideline,

Unfortunotely onc sad thing about the result is that
fetained earning which is suppose to be a good scurce is
completely absent with zero poercentage contribution,
showing that the businesscs are not making enough profit
or owners are after short-run benefit by taking the whole
proflt as dividends. w

5,10 = Knowledqe of Institutional Source of Financing

Knowing the existance, particular services rendered
by an organisation 1s an important factor in determing
the efficiency of that organisation, and it is for that
reason that question was put in the questionnaire to
know whether or not small-scale industrialist know about
the exlistances and services rendered by the various
financial institutions in the state and the responses

are summarised in tables 5.15 and 5.16.
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' | Table 5.15 R
Institutional Sources Number %
S.S-IQCQ . 46 i 96000
Commercial Banks 25 52.0
NeBeCole 5 10.0
75 100 O

Source: 3ame as in table S5.1.
Note:; Total number of responses exceed total respondents

duc to multiple responsesa

From the above table, it is clear that almost all
the small-scale industrialist are aware of the existance
of the government sponsored credit scheme, This is due
to the fact that it is the largest financer of smalle

scale industries in the state,

The commercial banks on the other hand are known by
about 50% of the industrialist, but one thing to note is
thnt almost all of the industrialist know of the existance
of the commercial banks but only that they don't know
whether they provide loan for small-scale industries.
Infact this is due to less attention given to small-scale

industrics by those banks in the state.

However, the N.B.C.I, which is created purposely to
facilitate the growth of small and medium scale industries
is known by a negligible pcrcentage of 10%, but the
reason could b due the newness of the bank or lack of'_;:ﬁ]
publicity by the banks officials about its existance and.:

services.
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Infact the source of knowledge is another factor

which table 5,16 shows.

Table 5.16
Source of Knowledge

Source of Knowledge Noe| % to total
Through Friends 20 41,5
Employees of the Institution 12 2545
Village/District Head 8 1665
Official Source 8 1645
TOTAL 48 100

Source: Same as table 5.1.

* From the above table, it shows the unofficial source

of information constituting a greater percentage with over
603, while the official source notable district heads

and official source by the bank account for less than 40%.

This nature contributed to poor patronage by the
industrialist since a friend can only tell a prospective
applicant about the existance but can rarely give detail
about the nature of projects given priority, requirements,
such as collateral and other things that are very necessary
before the loan is applied. Hence the prospective applicant
based on small information, apply haphazardly and his
application ended up being rejected, then the news he
spread is that this bank do not like financing small-scale
projects and it will end up discouraging others from -

applying, especially from his local area,
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5,11 - Procedure of Granting Loan ' = = ' S

The procedures adopted by financial institutions in
processing loan application arc almost the same in Bauchl
State, It include such things as filling application form,
submlission of documents like registration certificate,
statutory certificate of occupancy of land, proforma
invoices from suppliers of machinerry and equipments,
feasiblity report of the intended project and actual cost. |

It alse include things like owners contribution and host

of other informaticn. '

To determine the satisfaction or otherwise of thig
procedure question was asked in the questionnaire and

responscs summarised in table 5.17.

Table 5,17 -
Loan Processing Proccdure B

No. of Units | Percentage

Satisfactory 12 25
Unsatisfactory 36 ' 75
48 100

Sourge: Same as tabloe Sel.

From the above responses, 75% of the small-scale
industries in Bauchi State express their dissatisfaction
about the procedure. Perscnal intoroview with those
respondent attributed their contention to the fact that it
takes much time to process their application and that they
have to call at thesce institutions frequently, which is
not only costly, but prevent them from attending to other

buginesges they have,

L
| .
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511 -~ Procedure of Granting Loan

The procedures adopted by financial institutions in
processing loan application are almost the same in Bauchi
States, It include such things as filling application form,
submission of documents like registration certificate,
statutory certificate of occupancy of land, proforma
invoices from suppliers of machinerry and equipments,
feasiblity report of the intended project and actual coste.
It also include things like owners contribution and host

of other informatione.

To determine the satisfaction or otherwise of this
procedure question was asked in the questionnaire and
responscs summarised in table 5.17a

Table 5,17
Loan Processing Procedure

No. of Units | Percentage

Satisfactory 12 25
Unsatisfactory 36 %
48 100

Sourge: Same as table 5.1.

Frecm the above responses, 75% of the small-scale
industries in Bauchi State express their dissatisfaction
about the procedures Perscnal intecsview with those
respondent attributed their contention to the fact that it
takes much time to process their application and that they
have tc call at these institutions frequently, which is
not only costly, but prevent them from attending to other

businesses they haves
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The second area of contention was the fact that
most of them find it very difficult to mect these
conditions and since these institutions are very rigid

on these conditions, most of them who are not able to

meet even a minor condition ended up being frustrateda.

However, further investiqaiion.révééiéd £hat most of
tﬁose that express dissatigfaction arc those who are
reluctant to either register thelr businhess or even do
feagibility studies because they are entering the business
on assuption that Mr. X is successful therefore I also
should be, hence there wouldn't be any need for feasiblity
studies. And still others do not even have anything to

present as collateral and yet they want to get loan.

In conclusion while it is.important for fiﬁéﬁcial
Institutions to be more flexible and realistic in putting
thelr condition and accelerate disposal of applications,
prospective loan applicants should consider it necessary
to meet these condition since no one would like to
invest in any unviable project.

5012 ~ Ratce of Interest

The rate of interest charged by the various financial

institutions in Bauchi State varve
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While the goﬁcrnment financial source notable the
smallescale credit schemc charged 5%, the commercial
banks charged between 8 - 11%, depending on the nature of
the project and period of repayment. So to ascertain the
justification of these rate, question was asked ansg

responses summarised in table 5,18,

Sy

Tablc 5,18

.*”f  ﬂ'._'lQ Intercest Rate Structure

Nos. of Units %

| Reasonable 46 . 98
' Not Reasonable 1 P
47 100

Source: Samoe as table 5.1,
.

From the responses, 98% of those asked considered
the rate of interest as very reascnable and justified.
However, an effort to find why they think s0, most base
it on the smallness of the interest figure and whoun asked
to say how much they pay as interest, most can not even
say it since they pay it along with the capital repayment,
showing they are not well educated about the interest
rate because as one entreprencur put it "only 5% for a
loan of 140,000 is §12,000". Not knowing that this 5%

is per year not for the total years he is payinga

R s |-

5,13 = Maintenance of Proper Accounts

Keeping records of things like preoduction figure,

sales volume, profits cxpenses incurrcd in the business

™
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is not only a pre-requisite fbr proper and effective
management but also a statutory requirement for purpose
of taxation. So to find whether the various types of
small-scale industries are meeting this basic requirement,
a question was asked and the responses tabulated in
figure 5.19%.

Table 5,19

Maintenance of Accounts

. No. of Units )
Ownership Type Ny Maintaining Accounts
Sole Proprietor 42 3
Partnerships 5 4
Private 2 : |
48 8

Source:
NOTE: Total number of responscs exceed the number of

respondents due to multiple choice.

From the above table, it could be clearly seen that
sole proprietor type of ownership which constitute the
greatest majority of the small-scale business in Bauchi
State has the least number of units maintaining proper
accounts of their business. The explanation for the above
could be due to lack of money to employ competent manager
to handle the accounts or it could also be due to the

fact that the owners do not attach any importance to ite.
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The consequence of it is that the business are not
in a position to control cest and even know whether or
not they are making profit and if they know they are not
making, the cause is difficult to know, talk less of

ratifying it. It could also result to tax evasion.

515 = Nature of Problem Facing the Industry

Table 5,20 below summarised the nature of problem

facing the small-scale businessa.

Table 5.20

Varicus Problems

Nature Noe. of Units %
Financial 35 73.00
Marketing i 8 17.00

Management 3 6,00
Others 2 4,00
48 100,00

Sources:

From table 5.20, it could be seen clearly that 73%
of small businesses in Bauchl State are faced by financial
problems showing @ gross inadequency to finance to this

sector and the implication of it is that it deter their

developmente o 7 T

el A«
SJUU £ 4d% {

Summarz

So far this chapter have analysed based on the
responses received from the questionnaires, and it has
shown clearly how the opecrations of small-scale industries

in Bauchi State is being conducted.
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CHAPTER SIX

PROBLEMS OF FINANCING SMALL-SCALE INDUSTRIES

In spite of all the importance and vital roles small-
scale industries had to play in the industrial development
of Nigeria and Bauchi State in particular, there are

various constraints that militate against their financince

6.1 = General Economic Condition of the Country

Though this may not be the root cause of the financial
problem facing the small-scale industrial sector, but at
the moment it is one of the main reasons why small=scale

industries can not secure adequate financee

Infact the economic problem of Nigeria can be traced
right from 1958 when o0il was first lifted and exported
outside for foreign exchange, so since then the oll sector
continued to get prominance over all the other sector, as
a result, the production of cash crops and other source
of foreign exchange for the country declined drastically

and Nigeria continue to depend on 0il for economic survival,

However during the carly part of 1980's demand for
oil all over the world decline with a concominant fall
in its price, coupled with the era of a newly elected
civilian administration in the country, who do not only
opened the Nigerian market for all kind of manufactured

goods but also embezzled the money and send them abroad.
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However, the inability of commercial banks to finance

small=scale industries in Bauchi State could be attributed

to the following factors:

i)

ii)

The banks source of fund., Conventionally a bank's
source of finance by which it gives loans and other
advances is determined by the amount of deposit its
customers lodged with them., Unfortunately in Bauchi
the preference of people by keeping their money at
home rather than banks where they get some return
put the banks in a situation which it can't issue
loans. And in most cases where accounts are opened,
it is done only to meet the requirement of getting
loan and as soon as the loan 1s granted the accounts

becomes dormante

Collateral Requirementse. It is a fact that financial
institutions all over the world require some sort of
security against dé&igj-default or insolvency for
any type of borrower. Infact even in a traditional
African society lenders look at financial or other
assets of an individual before issuing loan to that
person, and because of the risky nature of small-
scale industries, collateral seemed to be a major
decision factor for loan, especially long term onese
However investigation on the industries visited and
requirements of commercial banks showed that most

small=scale industries do not meet the collateral

requirement to guerantee their loane
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Though collateral is very ftindamental in deciding
loan applications all over the world, but its conservative
application by commercial banks in Bauchli State in
particular, make the researcher to conclude that it is
used as a sword against smallescale industrialist rather
than as a shield to ensure comfirmity with loan requirementse
For example it was discovered that most of the financial
institutions require collateral in form of land, building,
machinmery and equipments etc whose value far exceed the
amount of loan required., Unfortunately the only asset
available to the small-industrialist is his farm, mostly
located in the rural areas do not have certificate of
occupancy, financial institutions reject them as collateral
on the basis of lack of certificate of occupancy, knowing
fully that most land located in the rural areas do not
bear this documents (at least in Bauchi State) so the
applicant is outrightly rejected through no fault of his

or herse.

iii) Vviability of Projects. Another factor that restrict
the investments by commercial banks and other financial
institution into the area of small=-scale industries, is
the inability of loan applicants to present projects or
proposalg that are viable. To be sincere no body would
like to put money into project that do not gquarantee a

fair returne
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Even though the investor's inability to present a viable
project could be partially due to their inherent lack of
fund to pay for a thorough feasibility research, quite a
number of them do not scc the necessity of conducting a
thorough research before entering, while others just
venture into the business on personal assumptions, simply
because somebody has been successful, therefore he or she
could be successful, while some infact enter into that line

simply because they think it is the only area they can goe.

Be3 = Small-scale Industries Credit Scheme

By foar this is the biggest source of finance for the
small-scale industries in Bauchi State but it has not been
very successful in its functions due to the following

reasons:

i) First of all like any other governmental parastatal,
it is not an independent body that can secure loan from
other sources for its functions, it therefore dependent
entirely on allocation given to it by the Ministry of
Trade and Industries which in turn dependended on the
State Government. so because of this interdependences
coupled with economic recession in the country, the scheme
got a very small amount of money to grant loane Infact
between 1983 and 1984 the scheme approved loan totalling

141,872,960 1

to viable small-scale industrialist, but up
to the time of writing this rescarch the state has not
been able to release fund due to poor allocation from the

Federal Government,
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ii) Poor repayment by Loanees. By far poor repayments
has been a very big factor hindering the smooth financing
of small=scale industries in Bauchi State. Thig is because
loan beneficiaries do not in any way see¢ the necessity of
repaying these loans for the benefit of others, but rather
most consider this loans as part of their share of the
National Cake, therefore they rarely make any capital
repayment talk less of interest due. And because the
collateral requirement is more liberal than other
institutions, such as piece of land or farm even in the
village they hardly get buyers even if they want to
dispose of it to recover their loans and where court cases
are taken ag a means of recovering the loan, it takes
time, and some-times money paid to lawyers far exceed the

benefits even where favourable judgements were givens

Hence most of the time, the small=-scale industry
credit scheme continued te be at the mercy of loan
beneficiaries until when they feel like making some payments,
Finally the essence of making the fund a revolving one is

defeated due to poor repayments,

iii) Poor Monitoring of Loans Projectse. In Bauchi State,
loans are granted with an undertaking that the loan is
going to be used entirely for the purpose by which it is
given,

However, investigation by the researcher indicated
that loan are used for other purposes which include such
things as building houses, buying cars and even marrying
more wives, at the expense of the business for which the

loan is granted.
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Even though the small-scale industries credit scheme gave
only working capital in cash, but even the machinery and
equipments given later found their way into the market

and in some cases the entire business is sold to another
person due to poor supervision on the part of officials of
the small-scale unti. However in an interview with the
secretary, small~scale credit scheme attributed the problem
to lack of adequate fund and qualified manpower to provide

proper monitoringe

6e4 - Development Banks and Small-scale Financing

As earlier mentioned in chapter four, in realisation “
the need for industrial development the Federal Government
established various devclopmenl’;ith the sole aim of
facilitating industrial development in the country. And
in Bauchli State there are two of these development banks

notably Nigerian Industrial Development Bank (NIDB) and

Nigerian Bank for Commerce &and Industry (NBCI).

However, the sole aim of the Nigerian Industrial
Development Bank (NIBD) is to grant loan to medium scale
industries with the range of 1500,000(2) and above. It
shows that the services or facilities of the NIDB is not

within the reach of the small-scale industries.

But the Nigerian Bank for Commerce and Industry
(NBCI), though grant soft loan to both small and medium
range industries, its restriction to only private limited
liability companies, and the fact that majority of the

gmall=scale industries in Bauchi State are of the sole
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proprictorship ownership (chapter five) makes it difficult
to grant loan to these categories of industries even 1if
furid is available., Unfortunately only a negligible
percentage of them are of the private limited liability

ownership typee

6e5 = Problems Associated with Small-scale Industrialist

Generally speaking the financial institutions could
have enough funds to issue loan but unless the smallescale
industrialist play their own part well there is going to
be a lot of problems in successful financing of small-scale

industries. There problems include the following:

1. Poor Savinge In Nigeria in general and Bauchi State
in particular due to the economic recession little amount
of capital is available for saving and subsequent
investmentses However the problem of savings in Bauchi
State coulqzittributed partially to the folowing:

a) General Inflaticn in the country which make the
cost of things like food, cloth and basic
necessities of life very high to the extent that
many people even live below subsistance level,
therefore all the available money which could
have been saved for investment is now used for

the satisfaction of basic necessities of life

thereby living little or none for saving.
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Extended Family Systems The Religion and Cultural
norms of the peole in Bauchi State allows individuals
to marry as many as four wives and in some areas

even more, which result in the production of so many
children and grand children. And since all the family
members depended so much on the faily income, there-
fore much of the resources which could have been

used to invest in business is now used toc feed and
cloth the family, pay for children education and marry

the daughters which all involved a lot of expensess

Ostententious Living. Generally speaking, most
Nigerians have a high propensity to consumes Infact
an investigation by the researcher revealed that as
soon as these small-scale industridlist secure loans
or make profit from an existing business, the
tendency is to start building good houses, marrying
morc wives and buying flashy cars which they believed
is a sign of prestige, Instead of investing it
further into the business, so is very common to see
an entrepreneur whose business 1s going in a snail
speed at the same time he goes a head and buy a new
mercedese, Honda Accourds and other expensive cars
which as he think is more important to him than
expanding his businesse While others prefer to stop
the line of production and put themselves ag
government contractors, suppliers, distributors and
peddlers of blg industries product which they think

is quicker and better way of making money.
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Hence they ended up abandoning the business they were

originally engaged to a new line which may not last longe.

6.6 ~ Manpower Problems

An organisation may have a sound finance and potential
market opportunity, but as long as there are no adequate
and qualified manpower to ensure optimum utilization of
resources, that organisation is going to be in a real
messe. Unfortunatly this is the situation most small-scale
industries found themselves in Bauchi State. Infact
research into the management of small-scale industries in
the state showed a very poor manpower situation and the
research found that most of them are not willing to
employ more than their close relatives or family, who do
the work not as paid workers but as their contribution
towards the family progress, while those who employ,
mostly take unskilled and a little percentage of semi-
skilled even where the job requires a lot of technicalitiles

that requires the attention of an expert.

However, research into the course of the proble of

manpower indicated the folowing reasons:

a) Shortage of fund to pay them. Employing skilled
workers on various managerial positions requires a lot
of money as salaries, medical cares, rents transport
and other allowances and since most small-scale
industrialist do not have the resources to employ
and maintain them, they end up employing those
unskilled ones whose services is relatively cheap and

easy to maintain.
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b) Competition from Big Business. Sometimes even where
small=-gcale industries can afford to pay for the
services of qualified worker, they find it difficult,
because of their shortages and competition from big
businesses who can afford to pay them higher salaries

and other condition of service,

In some cases even where small-scale industries are
willing to pay as much as the blg businesses or even higher,
some people especlally at the managerial level look at it
as a disgrace after all their education and training only
to come and work in a small firm. Whith they can't beat
their chest somewhere and say they work in such a place,
others look at working in such organisation as a risky
decision since the small business itself is very rimky
and the fact that the sole owner 1s the alpha and omega
there, a small miunderstanding between him and worker can
easily lead to the termination of his appointment even if
ha is going his work efficientlye Still others look at it
that after working in a small organisation, if they fill
changing job, other organisation especially big ones will
not conslder experience in these small-scale industries as

any meaningful experiencce

In some other cases prospective employees don't like
working with small businesses because of thelr belief that
there is no much work to keep them busy as a result they
end up being redundant and unable to practice their

acquired educationa and practical knowledge.
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Others contention for not working in a small organisation
especially sole proprietor, is the fact that people .-
particularly the owner's sons relatives attribute whatever
success or furtune one makes while working in that business
to the owners, for example if a worker like manager of a
sole proprietor firm bought a new car or build a house
even if the source of his income is from somewhere, the
sons or relative always think he embezzled their fathers
money to do the purchases, some even go to the extent:- of
calling him all names until he get intimidated and l§ave -
the jobe

In conclusion though the industrial development centres
are there to help them but poor publicity make its
utilization less.

6¢7 =~ Production and Marketing Problems

Poor or lack of proper technological base assoclated
with production is another proklem facing the small-scale
industries in the country. Because the small-scale
industries operate an old outdated technology, while other
found themeselves operating an eppropriate and modern
technology but no trained manpower to engure.its operatione
And still others operate techneology that is inappropriate
to the local needs. All the above problems make production
and use of equipment very difficult, leading to a lot of

wastage and production of inferior productse

Another problem associated with production to the
small—=scale industries is that of diseconomy of small-scale
production making the cost per unit very high, consequently

demanding higher selling Pricw for inferior goodse
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Finally difficuléies in the acguisition of spare parts,
raw materials and maintenance services cause a lot of
problems to productive capabllities of enterprising

industrialists.

608 — Marketing Problems

Infact this is one of the greatest problem facing the
small-scale manufacturers in Bauchi State and Nigeria in
general, for without good market, no business be it small
or big can make enough profit and retaine part for further
investment and expansion. However marketing problems of
small-=scale manufacturers can be attributed to the following

factors:

a) Competition in the various Industries. Competition has
contributed a lot towards the above problems, because
in the first place, the easgy enterance into that
sector make many industrialist to enter leading to
over-supply. Also competition with large-scale
producers 1in the same industries put the small-scale
producers into an-uncomfdrtable position since the
larger producers enjoy things like economies of scale,
experience effect, better technology, and trained
manpower all reducing to their cost of production

hence less prdce for their productse.

o) Preference for imported goods. Most Nigerians prefer
buying the foreign goods than the home made goods, even
in cases where the Nigerian goods are of higher
quality, the fact that it is made in Nigeria people

look at it as inferiore.
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Infact in some cases some dubious Nigerians put foreign
lable to their products and ;et it through in the market
because of their understanding of Nigerian phychologye. So
becauge of the aboge reasons, most small-scale producers

and at the same time survivie, the small-scale manufacturers

L
found themselves thdinq ljgge stocks of finished goods
found themselves most of the time lossing their own

investmentse

c) Inaccessibility to foreign market. Foreign market
in form of export is one of the good avenue by which
manufacturers ean dispose thelr suppose productione
But unfortunately the small-scale manufacturers are
not in a position te utilize this avenue due to the

following reasons.

1) Competition in the foreign market is so tense that
a minimum price at the same time with return is
normally expected, and since due to the varilous
problems ear{&g; mentioned production cost is
very high whiéh means they can't afford to sell
at competitive price in the foreign market and

make profit at the same time,

11) Inability of small-scale manufacturers especially
in a developing country to meet quality standards,
delivery schedule, provide after sale services
and price standards of various countries, therefore
since these standards can not be met, various

foreign governments do not allow the importation
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609 - Other Problems

a) Poor record keepinge. Most small-scale industrialist
in Bauchi State do not see the necessity of keeping records
of their various transactions so because of this vital
informations such as Balance Sheet and Income Statements
which could be used by financial institutions to access

the previous performance of the organisation before
granting loans and other assistance is absent, leading to

straight rejection of their loan application.

b) No research and development. Most small-scale
manufacturers, hecause of their shortage of fund and lack
of qualified manpower found it difficult to make any
innovation into the area of production, new products that
will comfirm with new taste and technology. Hence they
continue producting goods whose usefulness have been

outdated or not in comformity with new taste,

Summar

Financing small-scale industries is never an easy
taske Inspite of all efforts by government and other
institutions, still problems such as economic condition of
the country, marketing and host of others still militates

against the smooth financing of the small industriese.

The next chapter will now summarise the whole work,
conclude and make feasible recommendations aimed at

solving the financial difficulties of these firms,.

Footnotes

; Small=scale industries credit scheme, Bauchi,

2. NoI .D-B., Bauchia
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CHAPTER SEVEN

SUMMARY, CONCLUSION AND RECOMMENDATIONS

Financing small-scale industries, especially in a
developing countries like Nigeria and Bauchi State in
particular, has always been a difficult task both to the
government, Financial Institutions and the small~-scale
industrialist themselves. The particular problems inherent
in these industries make the task more onerous. Financial
institutions and government agenciles responsible for the
financing, have becn unable to meet even the minimum
requirements of the small-scale industries. As a result
the financing agencies have been unsuccessful to effect
technical improvement in their products. Facilities for
securing raw materials and marketing the products are
inadequate, thus placing it in a weak position vis-a-vis

the large industries.

The theme of this study is "financing small-scale
industries in Bauchi State". The aim is to find the
extent to which financial institutions within Ehe state
have succeeded or failed in developing these industries
financially, investigate the problems associated with the

financing and make recommendations for improvemente

Though the research focuses attention on small-scale
industries in Nigeria but particular reference is
given to Bauchi State and all the data collected and

analysed are in respect of Bauchl State.
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Chapter one of the study gave a general introduction
of small-scale industrics, objective of the study, research
methodology and limitations. It also takes a background of
the state and discuss the state Government industrial

policy as it effects small scale industries,

Chapter two takes an overview of a small scale
industries. In that though stresses the contraversy in
the definition of small~scale industries, but some common
characteristics exist in the various definitions and
thesc include:

a) the employment of little amount of capitalj

b) normally owned and operated by a single

proprietor or familyjs

c) employ little or no hired workers

4) their areas of operation is normally the local

envirenment.

The chapter further reveals that growth and
development cof sma'l..«za.e industries helps in laying a
good foundation of a souvnd Industrial take-off, provide
source of employment for the vast majority of people,
develdp rural areas thercby reducing the exodus of people
from the rural to urban areas.Equitable distribution
of national resources for peaceful co-existance among
various sections of the country or state, generation of
savings and resource mobilization for future investment,
source of foreign exchange, development of managerial

expertics and entrepreneurship and finally smallescale
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industries help in preserving the cultural heritage of the

peopleo

The second part of the chapter looks at various

review of related literature.

Chapters three and four look at the issue of financing
smalle-scale industries in Bauchli State However because of
the realisation that for an effective financing the f
financial requirement has to he estimated so that the
industrialist has an idea of what he requires before making
plans for acquiring the funde Hence, chapter three looks
at these issues, It stresses the necessities for a
comprehensive appraisal of finances necessary for a project,
it particular¥y specifies the need for taking the following
factors before estimating the requirement, which include
type and nature of business, size of the business, location,
prevalling economic conditions and the nature of sales,
that is credit or cash sales. Therefore once the above
factors are considered the industrialist should prepare

cash budgets and estimate starting cost of the projecte

Chapter four looks at the various institutional
sources of finance for the small=scale industrialists in
Bauchi State. The smallescale credit scheme, commercial
banks, development banks comprising Nigerian Bank for
Commerce and Industries and Nigerian Industrial Development

Bankse.
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In examining the roles played by these institutions,
it was discovered that commercial banks, in spite of
Federal Government directives to grant at least 16% of their
total advances to small-scale sectors they only advanced
between 2 = 4% showing a gross deficiencies in financing
these industries. Among the development banks only Nigerian
Bank for Commerce and Industry advance loan to small-scale
industries and its operation is limited only to private
liability companies, that also restricts its operation
since majority of small-scale industries in Bauchil State

are of the sole proprietor typee.

Finally the only source is the small-scale credit
scheme, though the largest financer but it is still 1
inadequate since the scheme itself depends on the state

government for subvention.

In chapter five some factors which were considered
speclally affecting the institutional financing were
examined, through data analysis and these factors include
among others, pattern of ownership, source of fund,
attitude of employees in these institutions and current

problems facing the industries.

As a result of the analysis, it was found that as
much as 88% of the industries in the sample are of the sole
proprictorship typee Most of them prefer absolute control
of their business, which to some extent effect their

financing,.
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Since banks and other institutions found it risky to invest

in one man business and others are not allowed to buy shares.

The research also shows that these industries have an
uneasy and limited access to institutional sources of finance
as well as raising fund from the publice The r%?on for
this can be attributed to their size and also to the fact
that suplus which could be utilized for repayment of loan
is small and negligible. Small businesses also find it

difficult to re-invest their earnings because of lower

profite

Most of the small-scale industries investigated also
show the fiddiculty of getting raw material even though
majority depended on local source showing a poor inventory

management leading to avacidable lossese

Another weakness discovered in the analysis is the
issue of production and marketinge. It is found that most
smalle=scale industries in the sample produce according to
the taste and need of the people in their immediate
tnvironment, hence they market thelr products within the
local arease. Therefore in such cases, not much progress
can be made and technecleogical innovation can hardly occur,
because the small business does not have the opportunity
to consider wide variety of tastes and interest which will

reflect in its productse.
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In terms of usage of technology, small=scale
industries are far left behinde Also due to financial
shortage they continue to relay on old outdated method of
production with the same cadre of workers who are either

illiterates or at best semi=literate.

The analysis also reveals that small-scale industries
are characterised by lack of adequate fund for their day
to day operation and expansion. The major problem here
lies in the lack of access to sources of fund especially
financial institution who usually monitor (in cases where
loan is granted) the way the fund is going to be used. On
the other hand small-scale entrepreneurs prefer to utilize
such fund in order to take care of numerous problems and not
ones Consequently they consider loan from financial

institutions as unsatisfactory.

Another area considered in the analysis is the
employment of capital for various projects. While for
example a feasible Block making and Bakery project requires
between H100,000 to 31150,000, Over 60% of these industries
in Bauchi State employ between 5,000 to 50,000 which
ironically is in conformity with the amount advanced for
such projects by the small-scale credit scheme showing that
adequate fund is not invested in the business for a meaningful

SUCCESSe
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Finally the current problems facing these industries
is found that 73% of these industries are faced by financial
problems, 17% mirketingiwhich a¢sc lead to financial

probleme

Finally choapter seven looks at the problems of financing
small=scale industricecs in Bauchl State. These problems are
attributed to the following factors which include the
general economic of the country characterised by recession
and inflation, commercial banks' negligence of these 7
institutions and their strick condition for loans, poor
repayment of loan, where it is granted by the small-scale
industrialist, ostententious living on the part of the

owners and lack of qualified manpower to ensure optimum

utilization of scarece resourcess

Conclusion
The hypothesis as stated in chapter one is that, "There

is a great shortage of institutional funds to the small-scale
industries in Bauchi State and it is the greatest impedement

to their development!,

Though the research shows how small and negligible
financial agencies, especially commercial banks have
advanced loans to small-scale industries through their
strict conditions, the two development banks only provide
finance to limited liability companies. Therefore the
small-~scale industries are left with no institutional

supporte
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In addition, the small-scale credit scheme which is the
largest institutional source of finance has failed to
provide the minimum amount necessary for successful small-
scale financing. Other factors like the non-~maintenance
of accounts, preference for sole proprietorship and
ostententious living on the part of the owners have further
aggrevated the financial problems of the small-scale

industriesa

Therefore, based on the above factors the conclusion
is that there is a real shortage of institutional fund to
small-scale investors in Bauchi State, and the small fund
available is poorly managede Hence this conclusion

support the hypothesis.

Suggestions

In view of the fact that the small=-scale industries
lack adequate fund coupled with the inabllity to ensure
maximum utilization of the scarce fund, the following

suggestions are aimed at improving the situation.

i The Small<=Scale Credit Scheme of the State Government
which is the largest source of finance for these industries
should be carved out of the Ministry and be made a specialised

body like State Development Beoard, Water Board and otherses
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The proposed institution may be named as state financial
corporation for small-scdle industries. It should perform

the same functions as the Nigerian Industrial Development

does, but confirming its area of activities to state

boundriese However, it is not just carving out that matters
but rather qualified people vast in various areas of industries
such as finance, engineering, technical. Management should

be employed not only to assess the viability of projects
submitted for loans but also offer technical advice to the .

prospective smalle-scale investors.

¥ In addition to qualified manapower in the shceme the
government should consider the importance of small-scale
industries and provide adequate fund for advances to those GQJ
applicants whose projects are not only viable but alsc meet |
the need of the state for future industrial developmente
It should be noted however that the present policy of glving
loan to greater number of people does not in anyway help
to the industrial development of the state but rather
adequate fund based on costing by technical experts should
be given to those projects that has a promising future,
Because it is better to have few functional industries than
many that are not operational. Also the government should
encourage the various applicants to pool their resources
and form partnerships and limited liability companies, which
are more promising and easier to secure loan from commercial

and development bankse
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To ensure actural utilisation of loan to the project
granted, a monitoring committee within the scheme should
be established in each division of the state with the

following functions:

a) ensuring that all equipments and machinery loaned for
a project do not find their way somewherej

b) maintenance of proper accounts by the industrialists:

c) helping the industrialists in securing raw materials
and marketing the productsj

d) ensuring that repayments are done promptly for use

as a revolving fund.

]

Finally the loan management committee charged with
the responsibility of approving loan should base their
decisions on the recommendation of the technical experts of
the scheme, and where loan is approved disbursement should

be done with despatched,

X

2e To supplement the efforts of government in the provision

of loans to small-scale industries, commercial banfks should é?
be compelled to grant a reasohable percentage of their totalL'
advances to smallescale industries and conditions for these

loans should be made scofter within the reach of these

entrepreneurse

3. In addition the Nigerian Bank for Commerce and
Industries, which is the apex of financial agency for small
industries, be supplied with fund from commercial and

merchants banks for leoans to small—=scale industrieses
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Central Bank of Nigeria should also be made to play a role
by issuing special stock at attractive interest rate for

the purpose of generating fund for small-scale industries.

de The chambers of commerce and industries and the
Association of small-scale industries throughout the
Federation should strive to educate theilr members on the

need to maintain proper books of accounts which are very
essential in order to obtain loans from financial institutionse
These could be done by organising symposia and seminars for
small=scale owners and also through the use of various media,.
In addition the association of small=scale industrialist
should creat a forum where its members and representatives

of financial institutions could meet constantly to discuss
how best they can work together for the benefit of both
parties. In this way, financial institutions could enlighten
small entrepreneurs of the requirements and procedure of

granting loans.

5 The provision of adequate managerial and technical
advice to small entreprencurs should be incrcased, This
should be done by making the industrial development centres
located throughout the country more effective by the
provision of adequate and competent staff and up to date
equipment., The centre should work hand to hand with the
small=scale entrepreneurs in terms of not only consultancy
and advice but also train the varilous categories of workers

of these Industries at a highly subsidised price.
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In addition they should help in mieking research into process,

design and taste of products for innovaticn,.

- B8s The current posturc of the Nigerian Industrial
Development Bank which glve priority only to medium and large
scvle industries should be changed so that attenticon should
be given tc the small-scale industries as well, Specificeally
the industrizl development should finance the smallascale

industry through the following schemes.

i) Refinancing:

In order to encourage commercial banks and other
institutions te channel their investments in the small-
| scale industry's sector, NIDB should provide 100% r.fi, . 1.
refinancing for loans granted by lending institutions
to those industries engaged purely in the manufacturing
business, while a reasonable percentage of refinancing should
- be provided for other loans to industriles, though not 1in the

manufacturing sector but whose services are very essentiale

.ii) Bills Rediscount

| Under thls arrangement Nigerian Industrial Development
Bank should provide a special concessional rate of

' rediscounting of bills arising cut of sales of indigetous

machinery to purchaser/user on deferred payment basise

1i1) Finally the NIDB should strengthen the financial
base of other financial institutions engaged in financing
small-scale industries through the provision of loan to

these institutionga
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