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CHAPTER 1

INTRODUCTION

Every investment opportunity involves some degree of risk, and the
m jor factor that determines whether a particular investment is
suitable for an individual hinges largely on the matching of his
preferences for risk and expected return with those of the security
in question, Investments, therefore, whether by equity or direct
participation have some elements of risk associated with theme The
profits of these type of investments are in most cases not known in
advance with absolute certainty, only the array of their alternativegl
with probabilities are knowne In otherwords, an investment that

involves risk, is one for which the distribution of profits is not

Vil 1LY

knowne

The choice of an invegtment, therefore, as said earlier, depends on
individual investors preference for risk and return, as investors ;'i
have different attitudes to risk and returne The attitudes towards ';
risk may be classified in to three catepories of behaviour,

referred to as risk aversion, risk seeking and risk neutral i.e,
indifference to riske. The risk averter dislikes risk and consequently
must be compensated for risk by what is referred to as a risk premium,
The risk bearer or lover, on the otherhand finds risky situations so
mich to his liking that he will actually pay a premium to take part

in thems The risk neutral investor is unconcerned avout risk and is

more interested in the expected return of a particular investmente

Most institutional investors including the Government owned institutions
fall into the first category, They as much as possible avoid risk, and

prefer more returns, This is due to the fact that they are expected to



operate at a profit so as to generate revenue for the Governmente This
is the main reason for these types of institutions striving to obtain a
combination of efficient investmentse They thue evaluate the securities
of different organisations, Government securities, and other projects,

all in an effort to invest in the most efficient securities.

However, most of these types of organisations find it difficult to
achieve this goal, In most cases they find themselves investing in
inefficient securities and unviable projectss, This problem arises as a
result of lack of proper evaluation and appraisal techniques, inadeauate
funding, and too much Goverument control (and interference) among others,
How to solve these problems in invesiment is the main concern of this

researchs

OBJLCTIVE OF THE STUDY

The objective of this research is to find an efficient system of managing
investments, It will be concerned with the factors for the selection
and efficient management of investments. This is to minimise risk which
can only be possible when there is a systematic selection and constant
evaluation and re-evaluation of investments with a view to having the

best set of these investments,

Risk, which is the most importamt probvlem faced by any investor, indivie
dual or institutional is divided into systematic and unsystematice The
systematic risk, which is also called the undiverrsifiable risk is that
portion of asset's variability of returns which is attributable to a
common source, It is the minimum level of risk that may be achieved by
means of diversification across a large group of randomly selected
assets, The unsystematic or diversifiable risk is on the other hand

caused by events that are unique to the firm, such as strikes, inventions



and management errors, These are industry related factors and they
could be minimised by means of diversification, unlike the systematic
risk which is caused by economic related factors and which could not

be diversified,

The primary objective of any scund portfolio management is therefore to

reduce this risk sc as to get the maximum returns possihle,

SCOPE AND LIMITATIONS OF THE STUDY

The study will focus on the selection and efficient administration of
investments., This will involve studying the procedure for selec¢tion of

investments and their evaluation to get the best mpet,

The study will be limited to the operations of the Kano State Inveatment
and Froperties Limited. Its quoted and unquoted investments will be
studied s0 as to make recommendations on how best these type of invest-
ments could be selected and managed, As it is believed that a lot of
factors should be taken inta €onsideration before selecting a given
investment, these factors will be analysed and appropriate recommendations

given, The period to be covered is 1980 to 1957,

PUBLIC ENTERPRISES.

Public enterprises or parastatals may be viewed as the Government
controlled enterprises which are supposed to “earn most of their revenue
from the sale of goods and or services, are self accounting, and have a
separate legal entity"“° They are entities wholly owned by Government,
and created by a special statule which gives them authority to engage

in designated activities under special conditionsy

There are S0 many reasons for the setting up of a public enierprise.

Some of these reasons include the need to raise the aggregate levels of



savings and investment, and aid the composition of investment as Govern-
ment has the power to direct investments to priority areas, They are
also created to avoid the consequences of or prevent private business
failures, to promote national security considerations or offeset the
power and market share of multinational corporations e.t.®s The major
abjective for establishing these types of organizations is therefore to
enhance social and economic development through the provision of goods

and services,

These type of parastatals may be owned by the central or Federal Governe
ment or State Governmentse They are established to provide different
type of services like Transportation, Broadcasting, Power, Water,

Postal and Telephone services, education, banking eetecs

It is one of these type of parastatals or enterprises, the Kano State

Investment and Properties Limited, that is studied in this research,

HISTORY OF THE COMPANY

The Kano State Investment and Properties Limited, which started as the
Kano State Investment Company, is a development finance institution
(incorporated under the Companies Decree 1968) wholly owned by the Kano
State Government, It was established in 1372, and started business three
years later, Soon thereafter, the Company was re~organised in 1976,
following the adoption, by the state Government, of the report of
Al=Hakim Commission of Inauiry into the state's owned companies and
organisationse Accordingly, together with the appointment of a new
board of directors, the government raised the capital of the company from
B10 millione #ith the effective transfer of shares inherited from the
Government and the purchase of new shares, the Kano State Investment

Company had (in 1978) investments in 34 different organisations,



As at March, 1978 the Company earned a pre~tax profit of 0,75 million
on a gross income of W1,089 millione Its total assets also rose from
KSe3 million in 1972 to H13%,6 million mostly from the increase in quoted

and unquoted investments and treasury bills.

In 1978, the state and Federal housing estates were transfered to the
companye A new properties division was therefore created and the name

of the company was changed in the same year to Kano State Investment

and Properties Limited, to reflect the new responsibilities. As at the
end of the 1980 financial year, the initial capital of the company had
risen to over W26 million, It receives funds from the State Government
annually to invest in projects in addition to its financial strength, For
example, a total sum of N25 million allocated for 198Q/85 development

plan was received as additional shareholders funds during the period, and
a total sum of 13,7 million allocated for the 5th National Development

Plan 1988/92 will also be received for the periode

The Kano State Ingestment and Properties Limitdd had, as at the end of
1987, total assets worth over KS4 million, premtax profits of avout W1

million fromthe gross earnings of over ¥5 milliong

The company also, being an active member of the Nigerian Stock Exchange
(registered in 1973), has a portfolio holdings of avout 50 subsidiary

and associated companies., Its total investments that were at K20 million
in 1980, have as at the end of 1986, risen to over K31 million made up

of quoted investments Wl4e% million, unquotad investments ¥14.5 and loans

of k2,2 millione




OBJUCTIVES OF THE COMPANY

The major objective of the Kano State Investment and Properties Limited
is the further stimulation and promotion of the industrial and commercial
growth of Kano State in particular and the country in general by way of
direct equity investment, provision of loans for suitable projects and
the provision of Technical assistance to indigenous local enterpreneurs.

The company wae therefore estatlished toc arong others:

- Carry on the business of assisting enterprises engaged in industry,
commerce, agriculture and the exploitation of natural resources in

the state;

- Investigate and advice or procure advice upon, and to aid in the
formulation and carrying into effect of all manner of proposition
and schemes connected with finance, industry, commerce, agriculture,

and the exploitation of natural resources;

- Undertake, assist or participate in, the management or control of
any partnership, company, syndicate, business or undertaking or any
groups or associations, and to become a member or be represented on
any board, committee, council or body exercising or participating or

assisting in any such management or controlj

- Carry on a general financial business and general financial operations

of all kinds and undertake or aid in any enterprise;

- Invest and deal with moneys of the company not immediately required,
upon such securities, and in such manner as may be determined by

the shareholders;

- Support or subscribe to or otherwise aid patriotic, charitavble,

national or other institutions or objects of public characterg



OPERATIONS

As the industrial development finance arm of the government, Kano State
Investment and Properties Limited plays a role in fulfilling the
development objectives of the state development plans wherever equity and
direct investment by the government is required, The company is active
and innovative in all aspects of project conception and implementation, It
undertakes direct equity participation, grants medium and long term loans
for the establishment of new and or expansion of existing industrial and

commercial enterprises.

The company evaluates investment proposals, determines their risk and
re turns, and makes its investment decision on that lines The viability

of a project therefore determines KS5IP's participation,

The viable proposals are after proper analysis, ewaluation and appraisal,
presented to the board of directors « the final decision making body =

for approvale This will then be followed by execution under close supervie
sione However as the company is wholly owned by the government, most of
the projects it undertakes are initiated by the government, on the basis

of its development objectives, as such most investment evaluation techni=-

ques are not followed,

This hinders the company's efforts to generate efficient investment

compositions

The company also liases and associates with other development finance

institutions and the banking community in the promotion of projectss






