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ABSTRACT

FINANCIAL CONTROL is a combination of two terms, Finance and Control,
Finance is the methods of obtaining optimum Financial resources for an organisation’s
operation, It mainly consist of both assets and habihtes items in the Balance Sheet of
a business firms, Control, on the other hand i~ the process involve i the judicious
acquisition, dishursement and utilisation of the obtained organisation’s resources
[assets, land, labour, financing. enterprencural abihity ete]  to achieved detined

objectives with maximum etficiency possible,

Financial control. thus put together involves all aspects of the acquisition,
disbursement, utilisation and effective management of both assets and liabilities of a

business.

Finance is the life-blood of any business, Iis msutficiency and mismanagement
Jeuves a busipess in financial difficulties, declimng operation and sales, Jower profits
and hence its eventual liquidation as a result of its inability to meet its debts obligation
as they due. Thus. the prudent control of financial resources promotes and enhances

the hquidity, solvency and profitability of any Kind of business.

It is i the light of the significance of financial control system in today's
complex organisation that this research project assessed some problems face by
manufacturing companies in using Hinancial control system in the management of their
operation taking NEWPAK NIG. PLC Kadunu as a case-study.

The study revealed that NEWPAK NIG. PLC has used various tinancial control
svsiem in the management of the entire operation particalarly  the  financial

pertormance though with saome problems within the period understudy ne 1990 - 1992,

It is hoped that the data collected, analvsed along with the findings and
recommendations of the study will be of help to the management of the NEWPAK
NIG. PLC Kaduna, in parttcular and other interested manutucturing firms that may

want to take a leat trom the case study in order to prepare for future opportunities,
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CHAPTER ONE

[.1 N C N

Financial Control is that managerial activity which is concerned with the
planning and controlling of the business firm’s financial resources. Business Managers
are interested in this financial control system of any organisation because among the
most crucial decision of the firm are those which relate to finance and an
understanding of the theory of financial control provides them with conceprual and

analvtical insights to make these decision skilfully.

A company or business concern secures Capital it needs and employs it
(Fimance activity) and generates returns on the invested capital (Production and
marketing activities). A business organisation, theretore is an entity  that engages in

activities ta perform the functions of finance, production and marketing.

lo many scholars, finance 15 the life-blood of a business whose prudent
management energises and sustains the continuous tlourishing ot an enterprises, and
its inetticienmt and ineffective acquisition and utilisation in the enterprises man
eventually lead the business to precipice of economic collapse by impairing s

profitabiiity.

Thus, the prudent management of financial resources of business firm in one
way or the other may determine the success of that business in the present day rising
competition, progressive changes in technology, price changes and changes in both

financial and material, resources. etc.

In Nigeria today. it is not all business organisation that seems to pay the
requisite attention to the etfective control of their financial resources. As it 1s not
uncommon to hear businesses, whether small, medium or lurge scale, grappling with
financial difficulties, labour problems due to non pavment of wages and non-challant

in dealing with the dyvnamics of time mentioned above.



Suffice to say, 1t is the realisation ot the significance of financial resources and
the need for their prudent management in Nigeria enterprises that this research
project seek to assess the problems faced by Nigerian manutfacturing firms in their
financial controf system taking NEWPAK NIGERIA PLC Kaduna as a case study.

It is hoped that the findings of this project work. analysis of data collected
particularly the secondary data which contains the financial statements up to date of
the company for years 1990 - 1992 along with the recommendation given in the tingl
Chapter will throw some lights on the problems and weukness taced by the company in
using financial control system as an effective management tools, and an areas that not
only the case study company but even interested firms may take a leat to minimised
the effects of loss of profits, technical insolvency (inability of & business to pay its debt

when they come due) and some liquidity problems facing their business.
1.2 S MEN hY

In deed. the need for, and prudent control of financial resources in business
orcanisation be it small. medium or large scale business, made it an interesting area in
finance that requires dvnamic scholarly research work, at least to keep abreast with the

changing dynamics of time.,

The primary objective underlying the concept of financial control as an
effective management tool in manufacturing company is that a firm seeks to maximise
the wealth of its ordinary shareholders.

_ This is the basic premises underlying all finances and investment decision in a

manufacturing concern,

The role of the financial manager theretore is to ensure that the company fulfils
the primary objective of maximisation of shareholder’s wealth,  In term of the
financing and investment decision of the company, this mean that the manager must

be involved in making chorce regarding:-

A. Source of Capital:- Knowledge of the alternative sources of funds, their relative
cost, the interdependence of the costs and the advantages and disadvantages of

the various alternatives must be known.



B.

D.

Repayment Terms:- The impact of alternative methods and timing of funds
need to be repaid must be assessed interm of the impact on shareholders
wealth.

Allocation:- Fund/Capital must be allocated hetween department or section
uses in line with the primary objective.  This involves application of tormal
investment appraisal techniques.

Control:- Investment decision must incorporate assessment of the cost versus
benefit of the project to ensure optimal control and use of tunds.

Management:- Decision regarding the level of working capital needs and

control of working capital are fundamental for ensuring wealth maximisation

In most cases financial control systems are designed by business organisation

for the effective management ot firms working capital because of its importance in

realisation of wealth maximisation. Thus working capital management theretore

mvolves all aspect of the administration of both current assets and labilities using

ettective financial control system. It concerns the judicious acquisition, dishbursement

and utilisation of both assets and Habilities so s to achieve the corporate gouls and

ohjectives with maximum efficiency possible.

Generally, scholars has identified the tollowing as the major problems in

waorking capital management that every business organisation is attempting 1o solve

through the use of effective financial control svstem.

[1]

(2]

Determination of the size of financial resources that should be invested in
different form of current asset, i.e current asset structure problem.

The problem associated with how to prudently and etfectively manage both the
current assets and liabilities (item of working capital in balance sheet) so as to
achieve the goals and aspiration of the organisation with maximum etficiency
possible,

Determination of the relative compaosition of current and non current assets in
the total asset structure of the business, e current and non current assets

composition problem. and.



[4]  How the different types of current assets should be tinance (obtaiming current

liahilities) i.e current assets financing problem.

However, apart from above general problem for working capital management
companies do have their own individual peculiar problem in their working capital
management, like the case of the company under discussion, {twas found that through
out the three vears period under study (1990 -1992) it has recorded accumulated poor
financial performance which the researcher felt is as result of the company’s
non-challant-attitude toward the effective use of financial control svstem for the

management of their working capital.

After careful analvsis of the financial statements of the company, it was
discovered that the following short comings were hehind all the other problem that are

facing the company namely:

A Poor attention by management on the composition and financing of the working
capital resources of the company (like stocks, work- inprogress, trade debtors
and debts from outside sources).

B Too much drawings from the company’s working capital resources for other uses
rather than the company’s normal routine operation.

€ Too much rehiance on credit facilities in the acquisition of raw materials.

D A lenient credit-collection policy that deprived the company of revenue from

credit sales needed in the busines’s operation.

As earlier mentioned it is hoped that the findings of this study along with s
recommendation as per the working capital management problems facing the
company. will help shade some lights on areas to increased attention toward effective
use of financial control system in the management of the company’s financial

resources working capital inclusive.

Indeed, the main purpose of this research project is to assess some problems
facing NEWPAK NIGERIA PLC Kaduna in the management of its financial resources.
and how these problems etfect the use of financial control ssstem as an effective

management tool.
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Broadly-speaking. this study has the following main objectives namely:-

[l] Assessing the problem facing the NEWPAK PLC in the management of its
working capital (cash, inventory /stock. marketable securities. accounts
" receivables, short term financing etc). . .
[2]  Assessing the problems facing NEWPAK PLC in the dpplu.itnm of effectne
"~ financial control system for working capital management and other financial
operation. : : e e
[3] To assess the management support and cnmrlbu{mn toward deslgmng 1ntcrndl
financial control checks in the organisation und the compliance of such laid

- down rules and regulation supporting the controls.

The significance of this study, thus lies in showing how the above prt;hlems
effected the soundness of the profitability, financial pertormance ot the case-study
firm. Thus, NEWPAK PLC now looking for definite and lusting solution to all these
problems with which to over come their present condition of non- effective use of
financial control system in the management of the scare financiul resources. a task this
research work s set out to accomplish. Alternutive strategies are carefully laid down in

the conciuding chapter as recommendation.

1.4 HYPOTHESES OF THE STUDY . L
In line with the ubove hroad objectives and the stenificance of the reseuarch

work, the following hypotheses has been adopted for the purpose of this reseurch

- project work:

A Poor management support tor the effective application of the financial control
system adopted by NEWPAK PLC to obtain and judious utilisation of financial
resources contributed to the poor financial performance of the company.

B Too much drawing trom the working capital by the management without the
consideration of the laid down rules and regulation in the financial control

system.

C Too much reliance on credit facilities in the acquisition of raw materials and
loan facilities, hence this unreahstic meuns of sources of working capital
contributed in lowering the profitability of the company. . "
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The main source of information used for this desertion includes some account
texts and journals, annual and quarterly accounting reports, the quarterly management
report of the case study firm, reports from Federal Ministry of National Planning and
federal office of statistic, annual report on the manutacturing companies in Nigeria, as
well as personal interview with principal staff of NEWPAK NIG. PLC Kaduna.

Other methods include information trom papers presented in symposia and
seminars by scholars in various aspect of the subject matter. Information were alsa
obtained from articles or journals written on Newspapers and magazine respectly by

the association of Nigerian manufacturer. '

It should be noted that the selection of any of these information for the
purposes of analysis in this project will be based on its relevance to such element as

laid down under the scope and limitation of the study as stated below.

Basically, this research project is mainly concern with assessment of some
problems facing NEWPAK NIG. PLC Kaduna in using financial control system as an
effective management tools and based on the findings of the study and analysis of data

collected. recommendation will be made.

Although reasonable efforts have been put forward by the researcher to collect
at least considerable amount of data for the writing of this project work, however. one
cannot fail to emphasis on the inevitable constraints the researcher faced in the course

of collecting such data for this project.

These obstacles relates to uncooperative attitude of the Directors of the
company to grant the researcher audience in his bid to interview them personally, even
after indentifying himself and reassuring them that the information so gathered will be
used principally for writing final vear project work rather than for any other dubious

purposes.



Because of this problem therefore this research work limited itself on the
financial pertormance of the company between (1990 - 1992) & period of three vears

only.,

I—ru- o] \_. - [ ‘r - ; . )
This project work 18 a case study on Newpak Nigeria PLC Kaduna formerly

New Nigeria packaging Company Limited based on its financial control system,

The company was incorporated on the 26th January, 1979 as a private himited
liability company.
The idea of this company was first conceived in 1975 by the new Nigeria Newspapers
Limited and uptill today NNN Ltd remains a major shareholder even though it has

heen quoted in stock exchange market as a public company.,

The primary objective of the company is to manufacture PRINTERS
FOLDING BOXES and LABELS for its customers. The company is purely
commercial venture with profit as its main pursuit and was commissioned on Tuesday
6th July, 1985.

The company imports 1007 of its Raw materials, the majority of which is paper
board. This is also the case with all packaging out tits in the country, notably Board
pack/premier packaging Nigerpack. studio press, eagle package, Industrial cartons,
EKO pack and John west packaging to mention but & few.

The company is an industry which serves a large market of small, medium and

large users of tolding boxes and lubels.

The market covers such sub-sector as: Food and Beverages. pharmaceuticals,
soap, detergent and Tolletnes. tootwear, perfumes and cosmetics, cigarette and
confectionery. Recently the company has been floated on the second tier securin
market in order to riise more fund to reduce its long term loans and working capital

problems.,



CHAPTER TWO
LITERATURE REVIEW

In this chupter we examine the tirst and current hiterature written, that are
related 1o the topic under discussion. NMost importanthy the discussion here was
centred an the historical background and concept of tinancral control as an attective
management tool in manutacturing and other business concern by examiming s
ettective apphication,

Ll ) : ACKG N

Anthony .F. defined financial control system as the process by which managers

ensure that financial resources are obtained and use etfectively in the accomplishment

ot the organisation’s objectives, Accarding ta humn:

A Ttis exercised by the management team within the framework established by the
strategic plan. The corporate objectives having been defined and the detls ot
the policy decision laid down, It is left to the financial control managers 1o
implement the decision at middle management fevel.

B It is involved with the eftfective utilisation ot tinancial resources, ensuring that

imbalance does not develop and so destros the corporate planning targeis.

K. Oshisani in his book (Business Accounting and financial control) detined
tinancial control as the process which assures that tinancial resources are obtained
economically and used efticiently and ettectively in the accomplishment of desired
goal.  According to him, it will be found that control parameters or bench - marks
which become the standards against which subsequent sctions dre compared. are

themselves the product ot tinancial planning decisions.

However, since financial control is an assurance process, it includes the process
of decision making. If the assertion is accepted that management consists of decision
and action. financial control becomes a part of the process of making financial
decision but not the decision themselves, [t cover the entire process of monitoring

action emanating from the decisions.
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Seen as an integral part of financial management, it also form part of planning,
budgeting, accounting, reporting and review. Therefore a financial control system or
process has some principal characteristies as suggested by K. Oshisani and some of

these characteristies are stated below:-

a  Its focus is on financial objectives.

b It compares two tvpes of data, planned or predetermined data and actual data.

¢ It permeates all aspects of financial management functions.

d It is concerned with those resources, revenues and expenditure which can be
expressed in monetary terms or can be combined with other quantitative data to
express same e.g Personnel, materials, procurement etc.

e It follows a definite cvcle i.e it is rhythnic as in the budget cvele, accounting
cycle, audit ¢cycle, etc.

f To be etfective it needs to be co-ordinated and integrated.

Still according to K.Oshisani the word "Control and Controls” are two terms
which are often erraneously used interchangeable. Sometimes also, the latter is used
erroneously as the plural of the former. In fact. they do not mean the same thing and
they need to be clarify for the purpose of subject matter (financial control). To have
more controls does not necessarily result in better control. The reverse is often true.
Control 18 a leadership function (controllership) while controls. are operational
functions. Control will however only be meanmngtol and ettective it the control are
functioning at tolerable and acceptable level, To do this they must possess some

attributes.

Firstly, control must be capable of influencing the behaviour of managers and
operatures. By their inherent in mechanical or natural systems. hence there is always
some amount of subjectivity or bias. It is however important that the parts of the
operations selected for control must be significant in impact and valve - setting to all
parts in the system. Controls such as budget allocations, guota - distribution,
standards of performance. cost saving goals, saving percentage etc. will be etfective 1o

the extent to which they are able to influence managenal behaviour.
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Secondly, they must focus on result i.e they must be able to assure the pursuit
of economy of acquisition as well as the etficiency and effectiveness in the use of

financial resources.

Thirdly, they require co-ordination.  An orgamsation usually consists of
divisions, sections and branches. To this end. control devices which make up the
control system must ensure that the work in these various arms are in harmony with
one another. For example, checking and cross-checking in the Account Division
though desirable should not be allowed to retard or disturb work in other programme

division.

Fourthly. the best controls are those that are nternally generated rather than
those externally imposed. For controls to he cost-effective and result bearing, they

must he:

I Local in design i.e must be part of the routine and as close to the source of
action as possible.
Meaningful, that is those affected must understand them and regard them as

o

important, fair and reasonable.
3 Timely and realistic.

2.2 AN "ON
In virtually all organisation settings, understanding the activities encompassing
the finance function has become necessary for the successtul discharge of managerial
responsibilities.  Even though procedures and application may vary according to
custom, personalities and needs, certain general principles are practised by financial

managers in almost all types of organisation,

Apart from recording. monitoring  and controlling  of  the financtal
consequences of past and current operations, finance is concerned with:
[a]  The investment decision:- Selection of projects from several avalable
opportunities considering the timing, size, risk etc.
[b] Financial decision:- Obtaining the best of mix of financing, cost of obtaining
these funds, also involves determining funds needs and productive use of the

funds.



While the orientation is toward the future, that is to allocate today’s resources
to reap benefits tomorrow.  There is also the managerial responsibility (financial
control process) to assure that agreed upon plans are followed and that organisation
objectives are pursue and met. The concept ef financial control centre around three

orientation, that is financial Accounting, Managerial Accounting and Auditing.

Financial Accounting Orientation:- It is the analysis classification and
recording of financial transaction and the ascertainment of how such transaction affect
the performance and financial position of a business” is concerned with accounting for
external users. In view of the diverse range of external users of financial data. the
accounting profession has developed general purpose financial statements; the
balance sheet, trading, profit and loss account and funds flow statement. to record
summarisation of transaction and other events affecting the entity including their

impact.

As a service to external users who cannot directly command specific financial
information from the entity and must rely on general purpose financial statements, the
accounting profession has developed a network of accounting theory, standards,
principle and procedures designed to ensure that financial reports addressed mainly 1o
external users, confirm to specified standards of accounting and reporting. known
variously as "agreed conceprual framework” or generally accepted accounting
principles”. In particular published financial statements are supposed to be relevant,
objective and represent a "true and fair” view of the state of affairs of the reporting

entity.

Financial report therefore. tend to follow a fairly regular pattern irrespective
of the nature and size of the business. For example, the contents and appearance ot
published financial statements for a manufacturer, contractor or wholesaler would be
similar except for details. Published financial report provide a "Snapshot” of the entity
at a specific point in fime and to that extent are an aid to management especially if the
reports provide comparative figures, percentage, ratios, graph, diagrams and other
interpretative devices. However, the valve of financial reports as an aid in the day by
day task of management is limited because the reports are infrequent, incomplete and

untimely.



Whereas the management of an enterprises calls tor daily decision taking and
the constant need for regular information, financial statements are published
quarterly. semi-annually. or even vearly. Financial reports are summaries of many
transactions embodying the results of many decisions. Detatled intormation rather
than summaries is required tor etfecuve financial planning and control. Additonally.
information about the present and the future is required tor managerial purposes
Published financial reports are past-based and are useful only to the extent that they

provide parameters for forecasting the future.

Managerial Accounting Orientation:- It concerned with the control aspects of

the finance tunction, and deal with preparation of financial forecasts. performance.
budget and product costing. The second group users of accounting information are
internal users often refer to as decision - makers or managers responsible tor the
tuture of the entitv, implementing the plans, and commanding and controihing
operations of the entuty day by day. Their intimate relationship with the entin
warrants their commanding whatever financial data they need at dates of their choice.
Intormation at their disposal is not intended for external users. The process of
developing and reporting information for internal users is called management

Accounting.

[t is the application of professional knowledge and skill in the preparation and
presentation of accounting information in a such a way as to assist management in the
formulation of policies and in the planning and control of the operations of the
undertakings.  There 1s no general requirement that internal management reports
output of management accounting contirm to generally aceepted accounting principles
because ot their contidental nature and their tocus on decision-making needs of

management.

Tangenual to management Accounting 18 cost accounting which is 'the
application of accounting and costing (ascertainment of costs) principles, methods and
techniques in the ascertainment of costs and the analvsis of savings and/or excesses as

compared with previous experience or with standards .

The suggestion is that whereas cost accounung 18 backward looking,

management accounting is forward looking. Cost accounting is concerned mainly with
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cost determination and cost control. Management accounting is concerned with aiding
management in enhancing etticiency, productivity and profitability in the utilisation of
scare enterprise resources through more etfective financial planning and control of

operations.

Auditing orientation:- It concerned with Accountabiliny and stewardship.,

"Accountability 1s a vital factor in management, whether ot department or divisions,
parts of enterprises or whole firms, public or private. quoted or unlisted” according to
Charles Town. 1In financial management. money is the scare resources and its
identitication as capital or revenue is not overwhelming significance. What s eritical is
the deciston as 1o whose hands are 1o be trusted with it and that decision 1s going 1o
require Accountability and stewardship for making good plans that will deliver results

deemed 10 be acceptable in the short and longer terms

When the word accountability is used. it often refers 1o the process where in a
subordinate has to explain why his or her pertormance has vaned trom that expected
by some senior person or persons.  To he effective, accountabibiy has 1o be on
common relevant ground. and to be efticient it has to be both pre-and post event.
Even in industry with clearlines of authority and the full panoply ot job descriptions
and budgets, objectives and targets in place. accountability is not as simple as is often

stated or implied.

Furthermore, accountability and stewardship has to be fair and seen to be so.
Thus it is scarcely appropriate to hold people accountable for matters over which they
have little influence or control inspite of what the book Keeping may show. In order 1o
achieve effective accountabihity and stewardship therefore Auditing orientanion of
financial control svstem introduce internal  control system Its tocus is an
controllability. orderliness of operations, protection of asets and assurance ot
accuracy and reliahility of records, Its tools include internal audit, internal check and

other accounting techniques.

Auditing both internal and external attempt to assure discipline in the entire
financial control process by confirming the accuracy and reliability of the financial
information while also attesting to the probity or otherwise of the various custodians

and users of financial resources,
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The function of financial control system should be conducted in accordance
with the basic goal of the organisation. In a profit oriented enterprises this goal should
be the maximisation of wealth of its shareholders. In a not for profit organisation it
should be the delivery of the maximum attainable of benefits to its members

constituents or other beneficiaries that is feasible with the resources entrusted to the

arganisation.

The objective of financial control as management tool has traditionally been
viewed narrowlv to achieve liquidity and profitability. It s involved in statutory
accounting, raising and managing capital funds, i.e accounting, budgeting, reporting.
ensuring availability of fund, allocating funds to alternative use ete. The complexity of
this task will ditfer from one organisation to another depending on several tactors such
as size and type of organisation, extent of competition, social and economic

environment etc.

More broadly the financial control in 4 growing organisation or environment
must assist top management in looking and thinking ahead. in seizing and making the
future rather than being buttered and loosed by it. Thev go bevond customary making

alternative choice and planning.

Therefore concerning the above stated obiectives of financial control system,
the scope or function of financial controller in @ manutacturing firm like NEWPAK
NIG PLC include the following.

A Determining the financial resources require to meet the organisations operation
program.

B Forecasting how much of these requirement will be met internal generation of
fund by the organisation and how much will have 1o be obtined trom outside

the organisation.

~~

Developing the hest plans to obtain the external funds needed.
D Establishing and maintaining a system of financial controls governing the

allocation and use of funds.



E  Analvsing the financial results of all operations reporting the facts to top

mianagement, and Iﬂilkll]}_‘ recommendation concerning future aperiation

Thus tor an ettecuve financial control system, the tradinonal role ot the tinance
manager or controller as the case may be would require him or her to extend into the
area of policy-making covering credit policy, pricing, budget standards, performance

assessment and planning.

24 IYPES OF FINANCIAL CONTROL

Financial control svstem in a manufacturing company can be classified into
different categories, based on what aspect is to be controlled. mode of eftecting the

control, focus and control system design. They are as follow:-

External Versus internal:  External control is a control system operating
independently of an organisation or a system. It focuses on accountability and
stewardship,  Its characteristic arising from its independence of posture include
fairness, credibility, legality and lack of prejudices while internal control on the other
hand refers to the whole control established by management to assist it in carrving its

function in orderly manner. safeguard its assets.

Structural versus procedural: Structural controls reter to controls built along
organisation lines or built into power vested in certain tunctionaries or section unit,
They are often referred to as check and balance. For examples no payment voucher is
vahd without the approval of the vote controller or the Director of finance. The
procedural control on the other hand refer to those built into the operational rules and
processes such that once those rules and processes are not breached the built-in
controls will ensure accountability and controllability. usually failure to follow the

procedure will result in the failure of the built in controls,

Custodial Versus efficiency: Custodial control is @ system of financial control
installed to check against abuse or mis-use of resources. The system is based on two
principles, to check the honesty of those persons who are entrusted with the custody,
use and control of the company’s tinancial resources as well as their stewardship, and

to hase acquittal on documentation of a highly objective nature. These principles are
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known as custodianship and objective evidence respectively.  Custodial control s
however rather reactive and fails to check upon ability to perform or deliver.
Efficiency control is therefore the opposite but also a supplementary control which
seeks primarily to check the ability and actual performance in achieving ohjectives

which contribute 1o the overall goals of the system.

CT_OF  WORRKING  CAPITAL IN

]
M

As earlier mentioned in the introduction chapter, the term working capital
control or management is a combination of two concept viz; woirking capital and
management”’. Weston and Brigham refers to the term working capital” as a firm:’s

investment in short term assets: cash. short term securities and stocks.”

While management or financial control simply means the judicious utilisation
of organisational resources (assets, land, labour, capital, entreprenueral ability, ete) 1o

achieved defined objectives with maximum etficiency.

Thus financial control system for working capital management involves all
aspects of the administration of both current asset and current habilities, It concerns
the judicious acquisition, organisation. disbursement and utilisation of both current
assets and liabilities so as to achieve the corporate goals and ohjectives with maximum

etticiency possible.

The concept of working capital has been given difterent meaning by different
scholars,  As Bonneville, Doorway and kelley aptly observed: "The term working
capital is not alwavs defined in the same way. Businessmen are more likely to consider
working capital as the total current assets. Members of the accounting profession
usually disagree with this definition and state that working capital s the excess of
current asset over the current habilities. This difticulty anises through the use of the

word "Capital” a word which 18 given many meanings.

Thus. while Keith V. Smith, view it as the sum of current assets of a business.
like the weston and Brigham’s definition above. Samuel and Wilke defined 1t as "The

excess of current assets aver liabilities. It is the same thing as "net-current assets”. In
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the same vein Brealy and Myers defined it as "Short-term or current assets and
liabilities” The Smith; Weston and Brigham definition differ from that of Samuels and
wilkes, Brealy and Mvers by the omission of current liabilities that represent short
term financial obligation that have to be met out of the available short term (or

CUrrent) assets.

They all however agree on the concept of "net-working Capital” as the excess of

current assets aver current habilities,

In the same vein pandy in his book Financial management. identified two
concepts of working capital - the gross concept” and the "net-concept’. The gross
-concept simply refers working capital as the firm investment in current assets i.e
assets that can be converted inta cash within an accounting vear, like bank balance,
marketable securities, debtors & inventories. While the net concept refer 1o the

difference between current assets and current liabilities.

Pandy, also argued that the two concepts of working capital (the gross and the
net) are not mutually exclusive, but have equal importance trom management view

point. Thus the gross concept facilitates management decision on

4 Optimum investment in current assets; and
b Financing of current assets.
And this is with a view to avoiding two major problems viz:-

[i] Excessive investment in warking capital or

11} Inadequate investment in working capital.

As excessive investment in current assets impairs the tirm’s profitability: and
inadequate investment affect the firm’s survival by threatening the solvency of the firm
if it fails to meet its current obligations. Therefore, the financial manager’s working
capital policy should be such that allow temporary needs to be guickly and easily met

and surphuses similarly invested on short term investment out lets.

The net concept being the arithmetical difference between current assets and

liabilities also do emphasises two things:-
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[1]  The liquidity position of the firm: and
[2]  The extent to which working capital need may be financed by permanent

-

sourees of funds.

A weak liquidity position is a threat to the survival of the firm, while excess
Hguidity means wlle investment. The point pertaining to the extent 1o which working
capital funds may be tinanced by permanent sources of funds is equally important
from a financial management point of view as it makes working capital easihy

amenable to use and control which is a central task in working capital munagement

Howard Lesliers conception of warking capital, is to some extent similar to that
of Brealy and Myers. He defines working capital as constituting those assets held for
current use within a business, less the amount due to those who await settlement in the

short term for valve supplied in whatever torm,

Indeed. the above defimtion by Leslie high-lights the importance of

identification of source(s) of working capital tinancing
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and taking a leaf from Inanga’s analysis. one can early deduced that if net
working capital represents anithmentical ditference between current asses
and habilities [Pandey's view above]. then going by the above detinition by
Leslie, the net working capital represent the portion of short term assets

that is tinanced from medium and long term sources.

While the above Scholars devoted their analysis to what constitute
working capital, Burchett and Hicks focus their attention on the usage of
working capital. They defined working capital as:- "the portion of assets
[the capital emploved] ot a Corporation which is in a form of what may or
ordinarily will. over a short period of time be devoted to a variable

operative purposes .

Perhaps. the above definition. described working capital as that
portion of a company’s capital: circulating assets or circulating capital [as
some scholars defined it]. that is devoted to its dav-to-day uses. It thus,
impliedly explains the usage to which the working capital resources are put

in husiness operations.

26 IMPORTANCE OF FINANCIAL _CONTROL _ON WORKING

Pandy, identified the following as the major roles of working capital
management in any Kinds of business organisation and why working capital

resources must be prudently and judiciously managed and control,

[1]  There is hardly any organisation (small medium or large scale) which
does not use working capital resources in its day- to-day business
activities and hence there is 4 compelling need to organise for

effective acquisition. utilisation and control of such resources.

{2]  The volume of resource or investments held in and cost of capital
interest or short term funds required to finance them is of vital

importance.
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Current assets and liabilities  at  times have some distinet
characteristics in term of convertibility, maturity, etc. that makes it

an area that requires special attention of the financial manager.

For small tfirms that has relauvely limited access to the long term
sources of finance. but short term source. prudent management of

their warking capital become more imperative:

[he relationship and time lag between sales and cash receipts from
the credit sales (operating cycle) is not instantaneous and hence the

firm needs working capital to avoid financial ditficulties.

Working capital resources represent a sub-system within the firm’s
resources configuration and therefore, management has to ensure
that s acquisition,  disbursement,  utilisation  and  control i
compatible with the overall objectives and function of the

organisation,

Sharing the same view with the above Listed signiticance of working

capital management, Howard Leshers stated that:-

"Working capital may be regarded as the life blood of business its
effective provision can do much to ensure the success of i business
while its inefficient management can lead not only to loss of profits
but also the ultmate down fall of what otherwise might be

considered as a promising concern.’

Perhaps. Howand Lesilers observation seem to explain that o

business that do not have a sound financial plan and policy 1owards its

working capital resources may not be viable and survive in the long run

when the going gets tough as its profitability continue to dwindle overtime.
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CHAPTER THREE

This chapter examine the specific procedures utilised in the course

of obtaining the required data for the research project work under

discussion. It also explained the methodology used in the treatment and

analysis of the data with a view to providing the basis for easy

understanding of the contents of the subsequent chapter that is data

analysis, "chapter tour .

3.1

RESEARCH METHODOLOGY
The main sources of the information used in writing this research
project were personal interview and discussion with top management
staff, analysis of designed forms used by various departments to
supply costing information to the finance department and cost

centre.

Indeed this research work has made effective use of the following as

methods of obtaining data for analysing the finding of the study:-

[1]

2]

3]

Administration of questionnaires and oral interviews with the top
management of the company and informal discussion with some staff

members of the organisation.

Analysis of the financial records/statement of accounts and
organisation - chart obtained from the case study firm for three years
period (1990 - 1992) to see the trends of financial performance of
the firm and to factlitates an assessment ot its tinancial control

svstem problems over the period. and

The use of the library-research method, examination of documents,

journals.literature relevant to the topic ot the research project.



The population/sampling technique and other sources of both
primary and secondary data will be discussed in details in the next

paragraph.

3.2

Essentially, the firm "NEWPAK NIGERIA PLC" which is the case-
study forms the population of this research work. To be more explicit, the
finance/Accounts department. production department and marketing /sales
section whom indeed constitute the units responsible for the management

of financial resources of the company. forms the sample of the study.

Generally, research are conducted by means of sample from which
generation about the population from which it was taken could be drawn

sample by definition therefore as defines by one popular scholar "osuala” :-

"The taking of any portion of a population or universe as

representation of that population or universe”.

Then, for this research project the three departments as mentioned
ahove found to be responsible for obtuning and utilisation of financial

resources of the company were chosen as the sample of the study.

The designed questionnaires  were  administered  in the
finance/Account department, marketing sales department and production
section. The questionnaires was designed 1n such a way that valuable
information were obtained pertaining to the management level functions
namely top, middle and lower level management, their actual roles in the
management of scare financial resources of their organisation and their

plans towards better financial control system in the company.

It covers areas of the objective of financial control svstem, the

achievements or problems, the components of financial resources, how



they are obtained and managed efficiently and effectively in the
organisation and the short-comings (Umitation)associated  with  the

activities.

In order to avoid mis-interpretation, questions were discussed with
the respondents in advance and administered with the permission of the
departmental heads. Close-ended questions with possible answers listed
for the respondents to thick as applicabie to their company so as to
minimise/limits the chances given wrong/not-applicable answers were
asked. L

Questions jumped and not answered by respondents were asked
during the interview with top management swaff pamely the managing
Director, Financial Controller. production and marketing Muanagers.

34 INTERVIEW
Interview were conducted with the Managing Director, Financial

Controller, Marketing and production Manager respectively,

The interview cavers all aspects of financial control aperations of
the company. Infact it covers procedures and policies used by the company
in the management of their financial resources, the specific problems they
are facing and the success they recorded in the use of financial controf

system as a tool for effective management of the company.

The interview questions were alsa discussed in advance with the
respondents before the commencement ot the interview so that the
answers relevant to the questions raised were the ones given. Efforts were
made in trving to reframed questions jumped by the respondents and asked
in additions to those carmarked on tor the interview with the consent of
the respondents. The respondents freely answers my questions probably to
impressed me about their compuny’s effective operation; some questions
to support a point raised by respondents were also asked as the situation

demands so as to obtained more information on how the respondents
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Manages the financial Control System of their company and the problems

thev are tucing in doing so.

This section provides the basis or methods that wus used in the -
analysis and treatment of data gathered in the next chapter. Itis important
that this section is well understood us it contains the format and guidelines
that were followed in the analysis of the data in the subsequent chapter

{"chapter four").

3.5-1 THE PRIMARY/SECONDARY DATA

The data gathered from the used of yuestionnaires, interviews and
other findings which forms the primary source of information were
explained theoretically, and when and where necessary transferred into
tables and percentages arrived at to plainly convey the vital information.

Also, the Annual Financial statements obtained trom the case-
study company covering a period of three vears (199RI992) forms the
secondary sources of information tfrom the company. The profit and loss
account and the Balance sheet were the two sets of statement ot aecounts
obtained from the company. The data from this source were transferred
into financial ratios and percentage to plainly explain the vital information,
interpreted and suggestion offered by way of comments, Below, the
components of secondary sources data analysis was discussed in detail.

A)  Profit and Loss Account:- Alsa call the income statement.  This
measures the company’s success in making profit or loss usually over
~one year period. However, some organisation in addition to this
account prepare monthly management account for internal uses,

+  The profit and loss account is divided into three parts namely:-

i, The revenue/income. that the firm has realised during the period
and the cost of good sold. -
ii, The expenses incurred by the business during the period and



il Net income or loss for the period, if expenses are lower than gross

income: protit is then realised and when expenses are greater than

gross income the company incurs a loss,

A ofit and loss account is usef Or measuring  curren
The profit and | i ful for measuring current

profitability of the company’s financial operations. It allows comparison

with previous profit and loss account through effective comparison of

profitability, sales and expenses over several periods, management of any

company can determines trends of the financial performance in the

business operation

B)

lii

The Balance sheet: this can be detined as a classitied hist of debit and
credit balances remaining on the company’s books after the
preparation of all books of account. Such balances are assets and
liabilities of the company. The purpose of preparing a balance sheet
is to present a true and fair view of the financial position at a given
period of time uvsually a vear for any company as o statutory
requirement. Three things deserved notice in the Balance sheet and
they are the total asset, total liabilities and owners equitv. The detail

explanation of these items in the Balance Sheet is given below:-

The Assets are anything owned by the company that has a monetan
valve. They can be tangible or intangible. They are often classified
with the case with which they can be converted into money with the

muost hiquid asset as cash.

Liabilities are the obligation (tinancial or otherwise) owned by the
company to outsiders. They are often classified inorder of their

solvency as they can due.

iii) Owners Equity consists of the funds or money that the Company’s

owners have invested plus any earnings retained in the business

(Assets less Liabilities )
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Having explained the meaning of the financial report statement ot

accounts obtained from the case studv company ‘NEWPAK PLC. The

broad method of financial ratios analysis were used i analysing these

secondary source of data.

B

iii

Ratios analysis or financial ratio analvsis is a veny useful way of
analysing accounts, A financial ratio is one figure in a set of
accounts. As Weston and Brigham aptly put it:-

"Ratio analysis related Balance-sheet. and profit and ioss statement
items to one another, permit the charting firm's historv and the

evaluation of its present position.
The matn use of ratio analysis in a4 company are:-

To help management diagnose a situation,

To help management in planning for the future and i financial
control, and

To help management monitor performance of the business, with the
information from ratio analvsis, management can thus analyse
business situation and monitor the performance ot their own

competitors.
Basically, financial ratios are classified into tour main graups:-

LIQUIDITY RATION:-

These are ratio which measure the firm's ability to meet its maturing

short term current obhgations,

Are ratios which measure the extent to which the company has been

financed by debt,
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Which measure how ettectively the firm is using i11s resources, and

D 1T TY RATIO:-
Are ratios which measure management overall effectiveness as
shown by the return generated on sales and Cuapital emploved

[investment].

Suffice to say. ratio analvsis can he used by both the firm and its
investors as a means of judging a business pertormance.  Equipped with
this sort of information lenders or investors can decide whether to put
money or not in a business. For internal control uses, management can
utilised ratios analysis to helts strengthen weak sports and reverse trends

that are moving in a negative direction.

As Brealy and Mvers correctly observed -
"Ratios can help vou to ask the right question but they don't answer

them'.

Thus, Financial Ratios analysis are means towards achieving an end

either by management or an investors or analyst.
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CHAPTER FOL R
DATA ANALYSIS

I'he chapter tour provide the analvsis of data collected (both
primary and secondary data). It highhghted the financial control system i
NEWPAK Nigeria PLC Kaduna, particularly problems facing the company
in the management of their tinancial resources and cross-examined the

vahidity or otherwise of the stated Hypotheses of the study.

4.1 NAN “ON )L SYSTEM AT NEW

KADUNA,

The management of "NEWPAK NIGERIA PLC." Kaduna consist of
the Board of Directors who are the policy making body ot the company. It
is headed by a Chairman. The Board also appoints the manuaging Director,

whao is the chief executive of the company.

The Managing Director is responsible tor the entire business, 18
profits and the investment decision of the company. He Is also responsible
for considering a wide range of alternative goals to be pursued in the
company.  He 1s assisted in managing the day 1o din operation of the
company by a cardre of Assistants. Departmental  controflers  and

MANAagers.

Suffice to say as discovered in the course of the research, the middle

management of the company are continuously faced with such question as:

[1]  Are current policies. rules and procedures for doing o particular

work still appropriate”?

[2 Are the activities and efforts of the subordinate organisational units
properly co-ordinated and well-balanced in line with the company's

goals?



[3] Is each employee still adequately effective in his work?

The Board of Directors relies on the initiatives the managing
Director for the set goals to be adopted in the company. The Board
reviewed and ratified the proposed goals and allows the chief executive and
his departmental heads to monitor and maintains surveillance and control
over the achievement of the set goals. They are responsible for the
management and execution of the goals and objectives of the company.

The middle management were assisted by their Assistant officers
down to the lower level operating superiors who are followed by the
operating staff in the factory.

In the same vein it was also found out that the financial controller
was at the helm of financial affairs and responsible for overall financial
planning and control. He advises the company concerning dividend policy,
capital expenditures, obtaining additional financing and the sources for
doing so; obtaining other assets and investment decisions. He is assisted by
two Departmental managers, viz:-

[1]  The management Account manager
[2] The Finance Account manager.

These were followed by some senior Account officers and other
subordinates. And while the management Accounts managers Is
responsible for ascertaining various cost elements and advising the
financial controller on all various cost formation, assets, fund acquisition
and other investment decision. The Finance Account manager is solely
responsible for arranging for the acquisition of funds, their distribution and
utilisation in the organisation.

The Financial Controller, his departmental managers and the

internal - Auditor are responsible for establishing, maintaining and
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auditing the company’s financial policies, procedures and statement .of
Accounts, though external-Auditor do come on behalf of the shareholders
for a major systematic-check against frauds and other irregularities. The
Financial Controller and his subordinates undertake the financial analysis
of the business and interpret the economic trends m the company,
including the budgersl:atemerﬁ of federal government tfor the compuny.,

Also as vne of the highly placed officer of the financial deparlmemﬂ
of the company put it:- "We make use of our computer division in the
preparation and analysis of our financial statements and other records so as
to have timely and accurate information, which' can facilitate decision

making in the organisation.”

By and large, from the interview it was also gathered that the
financial controller and his deputies, the marketing manager and the
production manager were more directly involved in the organisation.

While the financial controtler and his deputies overseas all forms of
funds acquisition (whether sales, revenue or otherwise), their
disbursement and utilisation in the company, marketing manager is
responsible for sales (cash and credit sales) and other promaotional
programs; the production manager is charged with the smooth operations
in the factory, raw material requirement and management in ¢lusive, He
however pointed out that they all works hand in hand with other
Departments for overall realisation of effective and efficient use of the
company financial resources through well designed Financial conirol

-

sysiem in existence. R

In the same vein, respondents also explained that their company
adopts the following financial control system in deciding the business

optional financial resources:

! Effective use of the Company’s financial resources to cater for the
smooth operations of the business by making sure that fund are
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available when needed: and having adequate ~stocks of both raw
materials and finished goods to faailites continuous production and

meet customers demand and aspiration, -

2 Departmental heads were usually usked to submit their monthly

. needs for approval at the middle management meeting and finally by

the Chief Executive before acquisition and supplies are made by the
procurement department and

3 Giving Credit to only refutable credit worthy customers and
manufacturing companies that use package materials for their
product and requiring deposits from them hefore giving them the
allocation. This answer was also given when question was asked as

to the credit policy of the company. - L

- It was also discovered that the company made prudent nnagement
of their Financial resources by depositing excess tund in the compuny’s
Bank to earn interest and utilised those needed in the business operations

of the company. R R

The company also provides for "trade-discounts” to those customers
that makes prompt payment of the money they owed as a condition under
which credit is extended (credit - terms). Asked further ubout the
company's method of debt collection. respondents answered that mostly
deposit are required from the customers, but in a situation where u total
«credit sales is made or the customer failed to balance-up the amount of
money owing, depending on the agreement hetween the company and
credit- customer, a letter of reminder is send to the debtor and where it
failed threat is made that non payment will atiract black listed as expluined
by a marketing officer. '

'
o

Question was then asked as to whether the company undertake any
research on its customers before extending credits to them since suies is

one major sources of the company fund. The answer obtained was simply

P ]



'NO" because to the respondent’s view. the position of the credn
customers. viz retutable Industrial companies and wealthy individual

determines their credit worthiness,

Asked about the major sources of short term and Jong term
financing for the company, the respondents answer that they rehes on their
Bankers for short term loan and overdraft.  While that of the long term
financing mostly comes from income generated from profitable capital
investment, ordinary shareholders funds, long term Bank loan and

debentures.
When asked. what are the limited factors considered by the
company’s management for effective management of financil resources

through the existing Financial Control System. According 10 the financial

controller he identified both internal and external tactors ettecting the use

of Financial Control System as an ettective management tool i the
Organisation:
The internal factor are:
[a] The company’s resources and capabilities.

[b] The Company’s working capital requirement and

[e] Staff salaries and other operating expenses.
While the external tactors on the other hand includes:

[a] Company’s external sources of obtaining financing
[b] Activities of competitors

[¢] Economic trends in the country and fluctuations in the prices of

inputs from the company’s suppliers, and



[d] Changes in technology use in the factory,

But one find contradiction in this answer, because 1t the actions of
competitors are usually considered as limiting tactor in - controlling
financial resources, the company should not have been delaving supplies to
customers who already put some money as deposit in the company as this
will eventually discourage the potential customers from doing business

with the company in tivour of competitors supplving the same product.

This also. indicate that there i1s o problem ot non-implementation of
policv. Because it the imiting tactors above where as a matter ot policy,
considered in financial resources management. then the hkehhood of
loosing customers to competitors as i result of bemg dissatustied should not

have been taken lightly.

However the respondent explained that their company believes in
the production of quality package product and that this coupled with the
efforts of the marketing department in intensive advertisement and other
sales promotion programs. and given wide publicity of  their sales
representatives in some part of the country help them in retaining their

customer loyalty.

Asked about their company's policies towards hetter Financial
Control System. a senior Account officer identified the tollowing steps to
be taken:

[1]  Practical implementation of all approved plans
[2]  Appraisal of plans periodically.

[3]  Prudent use of financial resources

[4]  Monitoring the performance of the workers towards defined goals,

and
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[5] Comparing actual performance with budgeted plans to find draw-

backs, and make arrangement for corrective action,

As for the success recorded in their company for the use of tinancial
control system in the management of the company financial resources, they

highlighted the following points:

[1] It enhances the prudent management of our financial resources to

some extent.

(2] It helps the company in maintaining sound capital structure and

promotes liquidity and solvency position of the business.

[3] It facilitates efficient management of the company's resources in
ditfferent  departments in  the organisation  and  enhance  c¢o-

ordination of the activities of the vanious departments, and

[4] It make us cost conscious, as it has greatly reduced unnecessary

spending’s.

By and large, from the interviews and questionnaire it was
discovered that NEWPAK PLC, has a formal svstem of Financial Control,
that is through top and middle management decision, planmng and control
which are reviewed annually. Still when asked the degree of the tlexibility
in planning and financial control function of their company. they answered
that their company believes in flexible plans and budgeting covering one
vear. As mentioned earlier the Board of Directors are the highest
authority for approval of plans exceeding one vear: with the one vear plan
relying on the blessing of the Managing Director and where there is
difference between planned and actual pertormance in financial control
svstem. Then the head of Department where such difference occurred in
held responsible and the usual policy is to vesugate and discover the

courses for corrective action,



Below, an analvsis of the Financial statement of the case-study

company is made using Ratio Analvsis as explained (n the procedure for = -

collection and treatment of data (chapter three). These analysis is also
hope to help in seeing trends in the performance of the company and
- facilitates an assessment of its Financial Conmrol System problems over the

- three year [1990- 1992). S o Yo

4.2 FINANCIAL RATIO ANALYSIS OF NEWPAK PLC KADUNA,
[EINANCIAL STATEMENT 1990 - 1992) ' '

As earlier explained in chapter three the following financial ratios
with at least two example will be calculated for the company under each of
~ the four major ratio pamely Liguidity. Leverage, Activity and Profitability
ratio. | ' o
[A]  LIOQUIDITY RATIOS

1 Current ratio
2 Acid - test ratio/Quick ratio,
[B] LEVERAGE RATIOS

3 Debt to Total Asset -~ Rato

4  Debt to Equity Ratio/Debt to Network Ratio

[C]  ACTIVITY RATIOS

L

inventory Turn over Ratio L e e

6  Receivable Turnover Ratio/Debt Turnover Ratio



(D] PROFITABILITY RATIOS
7 Return on total assets ratio/Earning power
8 Return on Equity - ratio.
The above listed ratio analysis are caleutated using information
extracted from NEWPAK Financial statement for three years (1990 - 1992)
with the help of tabulation ot the figures as detailed below und the

photocopies of the financial statement attached.

[A] The Liquidity Ratio: These are ratios which measure the firm’s
ability to meet its maturing short term/current obligations.

(1] Current Ratio is given as
Current assets

Current liahilities



TABLE 4.2-1

Current Asset
Current Liabilities
Current Ratio

Current Ratio Position of the company

[RA [9a9i (992

N N N
6,272,589 3,138,193 7.122.092
4.042 886 2.762,780) 6,326,043
1.55 1.14 1.13

Source:- Computed from NEWPAK PLC Financial statement

The current ratio is the first test of the solvency of a company. It indicate
the ability of a company to meet its current obligations. It appears that the
NEWPAK PLC solvency position is a bit tavourable because the above
current ratio shows that for every naira the company must pay within a
vear, there is &L35 in 1990, 21,14 in 1991 and N1.13 in 1992 respectively
in asset that is either cash or will become cash during the vear to pay for
the Naira. This is within the recommended 3 1.00 to 32,00 ratio in most

text hook,

[11] Quick - Ratio or Acid test Ratio in given as

Current Asset Less Inventory/Stock

Current Liabilities,

TABLE 4.2.-2
Quick Ratio/Acid test position of the company
199() 1991 1942
ad s >N
Current Assets 6,272,589 3,138,193 7,122,092
Inventory/stock 2811975 1,136,935 3,740,061
Current Liabilities 4,042,886 2,762,780 (,.326,943
Quick Ratio (). 86 .72 .53
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This is more severe test of immediate solvency than the current
ratio as stock and work in progress (Inventories) amount are excluded. - .-
Using this method therefore the company's solvency position is not
favourable because it cannot meet the standard of 810U requirement for
every asset that will be sold to pay current obligation as recummended.

- B)Y  Leverage Ratios:;- These are ratios which meuasure Ihe exlend w

which the company has been Financed by dchl

(iii] Debt - to Total - asset Ratios is givenas . 0, ™
= Total debt _ SR A
Total Asset ' a L

TABLE 4.2-3

. __Debt to total - asset Ratio.  _____ .~

f . | 1990 . 1991 1992

' N I > R ~ S
Hotal Current Liabilities 4,042,880 2762780 - 6326943
Longterm - loan 9411530 122974 T 164,888
Total debt 13,454,416 IR88S554 . 6491831
Total current Assets 6.272.589 3,138,193 T 122,092
Fixed Asser 5,196,400 T 6153747 T 5907858
Total Asset 11,468,989 9,291,940 © 13,029,950
Debt to total asset ! 1.17 03r 0.50
Ratio X100 =117% 0.31x100=231% 0.50x100 = 50%

The company’s debt ratio in 1990 is 117%, in 1991 it fell to 319% and
in 1990 it again rises it 509 of the firm’s financing its wtal assets. This
means that the company have relied mostly on the outside creditor in 1990
but drastically reduce in 1991 and 1992 1o finance its toral assets
requirement. Because the ratio tell us that for each an every M1 worth of
asset, outside creditors have supply ®1.17kobo in 1990}, L300 1n 1991 and
NS0 in 1992 whnle the remaining D.70 and NO.SO for (991 and 1992
respectively were supply by the shareholders of the company to finance its

acquisition,

w0



Thus the trend is favourable but the company should try not exceed

the S0% debt financing from outside, therefore the need to raise more |

money from equity capital is very important hecause"no investor will like to
hold the horns of a cow with another person milking her”. Perhaps this
may explain why the company is now quoted in the Nigerian stock
exchange market to raise fund from the prospective sharcholders.

{iv]Debt ta Equity ratin/Debt to Networth Ratio is given as:-
Total debt
Networth Equity

TABLE 4.2-4 : .
Debt to equity Ratio/Debt to Networth Ratio " -
I L) DR L) Y L
—— NN
Total debt 13,454,416 2,885,554 6.491.831
-~ Ordinary shares 725,(}“4] - 4,723,000 C 4,725,000
. Share premium | 51400 T TTTTTUTRIAND T 51400 T T
Reserves TTLO08.400 L0400 Lo08400 1
Networth equity 5,784 800 - 3.784.800 L 5,784,800
Equity ratio i 2.33 ’ (J 49 o 1.12

Cos

This also tell us that for every 81 from shareholders equity, the
campany has raised N2.33 in 1990, N0.4Y in 1991 and N1.12in 1992, in the
form of debt (current und long term debt) which means that the money
from outside creditors have slight muti- doubled those {nvested by
shareholders in the business. Thus the company will sooner or later find it
difficulty in ruising additional tunds, as creditors are likely to be reluctant
to lend the company more money and the Financial Controtler may likely
subject the shareholders to undue -~ danger it he continue to barrow maore

funds from outside,

[c]  Acuvity Rarios: These are ratios which measure how effective the

firm or company is using its resources,
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" [v] Inventory turnover ratio is given as

= sales

. Inventory

TABLE 4.2.5 _ o
' N INVENTORY TURNOVER RATIO

' . 1994 19491 1992 s
g' ) TN TN T TN T
Sales/Total Revenue T81642567 4657830 T 91997387
Stock and work In progress . 2811975 - 3,730,461 1,136,935
{IiwaitthyTu?nﬁvEf‘fa“nTn""'“f‘?.‘?(fﬁr‘ﬁ'é'S"""f 1.25 times UMW timies™
!. Ay : =

" As ‘prescribed In téxt book, generally the higher "t'ﬁe_"iﬁ'\ée_ﬁo_r_);
twrnover, the more efficient the inventory management of a
business/company. Thus, the inventory turnover ratio of NEWPAK is not
stable for the three years pertod, 2.9 times in 1990, 1.25in 1991 and 8.09
times in 1992 respectively. These suggest thiat the stock level drastically
reduced in 1992 and excess stock/inventories of course are unproductive
and represent an investment with a zero rate of return and hence lowers
the company’s profitability. This expiained while in 1991 the inventory
level is higher then 1990 and 1992 thus recorded lower total revenue,

vi Receivable turnover Ratio also called debtors turnover ratio is given

as:
= Annual sales
e - Account Receivable
" 1. TABLE 4.2-6 o '
: ' ' Receivable Turnover Ratio
] _ 7w T 1091 1992
. Sales total revenue . 8,164,236 - 4,657,830 19,199,738 |
[Motal debtor or A/c Receivable | 3,294373 " |~ 1,941,470, 3,310,311
ﬁr?wver Ratio i 2.48times | 2.40times: 2.7Btimesj

' Also, as stated in some text books, the higher the valve/amount of
trade-debtor/Receivable turnover, the more efficient in the Management
of debtor account as a working Capital Asset. It indicates the number of
times in the average that debtor [receivables) turnover or payment are
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received from debtor. In the case of the company under study, the valve ot
the trade debtors declined in 1991 it was 2.40 times as compare (o previous
of 1990 it was 2.48 times but improve slightly again in 1992 at 2.78 times,
Thus as mentioned earlier the company is either having problem with its
collection policy or with both its credit and collection policy. Perhaps they
have a lenient credit policy or a lenient debt collection policy or both.,

D PROFITABILITY RATIO:

These are ratio which measure Management overall effectiveness us

shiown by the returns generated/realised from sales-and investments.
[vii] Return on total-Asset ratio, also call earning power ratio is given as:-

= Bg] u[“ﬁ] IIIE:[ Lax

total Asset

TABLE 4.2-7
RETURN ON TOTAL ASSET RATIO

1991) 1949 ] 1992

~ N N
Profit & loss after tax (2,470,161) (3.820.914) 131,733
Total current Asset 6,272,589 3,138,193 7,122,002
Total Fixed Asset S 196,410 6,153,747 5,907,858
Total Assets 11,468,984 Y. 291,940 13,029,950
Return on total asset (2.154) (0.411) (.0]
Ratio in percentage 215.4% 41.1% 1%

The return on total asset is a measure of the profitability associated with all
financial resources invested in a company’s total asset (fixed and current
asset). Thus as shown in the table above, the company earns a loss of
(N2 154k) and (M)L411) on each Naira it invested in total asset in 1990 and
1991 respectively. In 1992 it earns a marginal returns of &).01 kobo on
each naira invested in total assets during the year and hence also highlights

the non-profitability associated with business.
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[viii] Return on Equity - ranio js given as

= Net profit after taxes
Shareholder equity Net worth

TABLE 4.2-8
Return on Equity - ratio
19U() 194 | 1992
N N i~

Profit & Loss after tax [2.470.161] (3.820,914] 131,733
Ordinary shares 4,725,036 4,725,000 4,725 .01
Share /Premium 51,400 51,400 51,400
"Capiml /Reserve OGS 460 1.OGS 400 1008400
Owner Equity 5,784 .800) 5.784.8t4) 5,784,800
Return on Equity Ratio [10.427] [1.661] 0.023

The return on Equity ratio measures how efficiently o company’s
management has work for s shareholders, that s maximisation of
shareholders wealth. When a company is earning @ higher protit returns,
effective use of long term debt will help increases the shareholders wealth.
In the case of NEWPAK PLC in 1990 and 1991 1t earn a loss of [N).427
kobo] and [N).661] on each Naira invested by the stock holders. In 1992 jt
earn a marginal return of MNLO23 kobo per each Naira invested by the stock
holders.

This call for immediate improvement in efficiency of the
management function of the company through the financial control system
as an effective management tools so as 10 fully maximised the wealth of the

shareholders of the company.

By and Large, as mentioned earlier, ratio analysis can be used by
both a company and its investors as a means of financial planning and
control 1o judge the company’s performance overtime. Equipped with this
kind of information lender/investors can decide whether 1o put money in o

company or not. And for internal control purposes management can made



use of ratios analysis to help strengthened lapses and reverse trends that
are moving in a negative direction. For example NEWPAK PLC may make
use of these analysis to identify areas of weakness in the financial control
system and thus effect improvement in the performance of their business
nperation.
4.3 ’ ES

In this section, with the help of all the above analvses we crossed
examined the validity or otherwise of the Hypotheses of the study as earlier

mentioned in chapter one.

HYPOTHESIS:

Poor management support for the effective application of the
financial control system contributed to the poor financial performance of
the company. Broadly speaking management function should be concern
with the prudent utilisation of organisational resources [assets, land,
labour, capital entreprenueral ability etc.] o achieve defined company’s
goals with maximum efficiency possible in a manner consistent and

compatible with the overall corporate objective.

In the above hypothesis it s argued that there is lack of prudent
management of the Financial resources of the company because of the
non-compliance with policies underlving the Financial Control System. To
verity this statement let us go back to Financial stutement of the company
which gives the composition of the items of working capital of the company

and the sources of financing them.

From the statement we can see that the company has been varying it
s investments among its items of working capital, both current asset and
current liabilities. Throughout the three years period [ 1990 - 1992] stocks
and work in - progress plus cash at Bank and at hand carried the highest

percentage of investment in current assets. This indicate that over the
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period the company has o much of iix funds tied-up in stock and
work-in-progress and others ving idle in bank account. Tt means the
management is not taking advantage of short term sources of investment
like government treasury bill, marketable securities or commeraul papers
for examples S0 as ta carn some returns. . S R .

!

HYPOTHESIS:2

Too much drawings from the working capital or financial resources
of the company by the directors of the company for private uses without
due consideration of the laid down rules and regulation us stipulated in the
financiul control system designed.

During the interview and response to guestionnaires it was
discovered that the expenses on the top management staff usually poses
problem in controlling the financial resources of the organisation. In 1990
and 1991, the top management staff’s expenses only constitute 5(% of the
total operating expenses of the company.  Some of these expenses
according to the respondent does not even have i direct bearing 10 the

company’s husiness operation. With this trends theretore. no matter how

- effective a financial control system ix, it is bound to fail and this uccount for
the company poor tinancial performance in 1990 und (991, According o
the financial controller, their fair success in 1992 was targely due to stick
campliance of policies underlying the financial control system during the
period having realised the implication of non compliance of the company’s

financial guidelines.
HYPOTHESIS:3

_ Too much reliance on credit facilities in acquisition of raw materials
and loan facilities, hence this unrealistic mean of sources of wurkmg capnal

"

contributed in lowering the profitability of the company.



When the production mamager was isked to comment on s
operation during the vears under reviewed.  He said the company often
staved without production activities due to wk of raw matenals,  The
reason according to this respondent is that some of the companm suppliers
hoth domestic and toreign refused to supply them these materials because
of the frequent non-pavment of accrued owning by the company. Also the
company’s Bank is no [onger giving short term loan due 1o global economic

recession generally,

As a result of this trend it 15 often ditticult tor the company to
operate at a full capacity and this has contributed preatly tor the poor

financial performance of the company over the vears.
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CHAPTER FIVE

In this chapter, a general summary of the chapters and research
finding is provided, recommendation based on the findings are offered and
an overall conclusion of the study drawn.

5.1 GEN U CT WORK

We have in the first chapter seen the introduction. statement of the
problem. the significance, scope and limitation of the stdy. the briet
history of the case-study Company [NEWPAK PLC,] und the hvpothesis

which are cross-examined and verified in the chapter tour.

The chapter two shows how the literature relevant to this study were
reviewed. In chapter three the procedures tor Collection and treatment of
data were highlighted. Population of the study, questionnaires, interviews
and methods of analysing Secondary data were discussed using financial

ratios,

Chapter four present the analysis of the various data Collected.
Financial Control System operative at NEWPAK PLC Kaduna, the
questionnaires, the interview and Financial Statement of the Company
were critically analysed. Problems faced by the Company in its Financial
Control system were discussed. Financial ratios analysis Computations,
tables and percentages were used to highlights and verified the problem so
as to plainly convey the vital information which was interpreted by way ot
comments. Also with the help of all the above analysis, the hypothesis of
the study were cross-examined and confirmed in the chapter four,
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1
[ B

This sectton Summaries the tindings ot the study and the problems
facing the NEWPAK PLC Kaduna in the nse of Financial Control System
as an effective management tool as discussed in the data analysis [chapter

four],

That the Board of Directors of the Company headed by a chairman
are at the helm of all affairs of the Company. They made and approved all
strategic Plans and Policies of the Company. While the Managing
Director, his Departmental Controllers and Managers are responsible for
the running of the day to day affairs of the Company.

The Financial Controller, his deputies. Finance Accounts and
Management Accounts Managers, the Marketing Manager and production
Manager were more directly involved in the Management of financial
resources of the Company, but work hand in hand with other Department
for overall realisation of the Company’s goals, The Company has a formal
System of Management its Financial Control System through the top and
middle management decision and plans. The other findings of the research

work are stated below:-

[1]  According to one of the respondents, the company relied on short
term loan and Bank overdraft as the major sources of financing. But
this was refuted in data analysis with the help of the secondary
data/Financial statement. Apart from the short term financing the
company usually seek for long term loan as indicated in the financial

statement.

(2]  There is non-implementation of poliey of considering competitors
actions as one of the limiting factor above as the likelihood of

loosing dissatified customers to rival firms was ignored.
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The company adopt the following policies in determining its
optimum Financial resources needs, viz effective use of Financial
Control, requiring Departmental requests before acquisition and
supplies are made. and given credit to only refutable credit worthy

customers.

They made prudent management of its financial resources by
depositing them in banks to earn interest and utilised those needed

in the business.

Production of quality package product, advertisement and sales
promotion programs are said to be the company’s plan toward better
product and retaining customers loyalty, ' .

The company believe in flexible plans and budgeting covering one
year, which relies on the blessing and approval of the middle
management and Managing Director.

The liquity ratio of the company indicated, that the liguidity position
of the company is good; while Leverage ratio of the company shows
that the company generally relies heavily on outside creditors to
finance its business operations. The activity ratios of the company as
computed indicated that the company follows a lenient credit
collection - policy and is not generating sufficient business to cover
the cost of its investment in total asset. The profitability ratio also
presents that the company 1s not earning sufficient protit to cover its
expenses and has problems of inefficiency in the management of the
organisations resources. -

The following are said to be the company’s policies toward better
financial resources and Financial Control System. '
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Practical implementation of all approved plans

Appraisal of plans periodically.
Prudent use of Financial resources.,

Maonitoring the performance of the workers towards defined
goals, and :
Comparing actual performance with budgeted plans to find draw
backs and make arrangement for corrective action.

4

The following are also said to be the probicms facing the compuny in
the use of Financial control system in the management of their
financial resources. '

Difficulty in obtaining financing when needed,
Difficulty in determining who is a credit worthy.

Delays in getting payment from some of the company’s trade
debtors,

Frequent non-availability of raw materials for daily production
activities. ' .

Too much overhead expenses that do rot have direct bearing to
the company’s production activities (for example to management
expenses).

The following too were said to be the success recorded by the
company using effective Financial control in the management of
their Financial resources especially where it fully implemented.
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[a] It enhances the prudent management of the company’s Financial
resources.

[b] It helps the company in maintaining sound capital structure and
promaotes liquidity and solvency position of the company

le) It facihitates etficient management of the company’s resources n
ditferent departments or sections and enhance co-ordination of
the activities of the various Departments, and

[d] It makes them cost anxious and has greatly reduced unnecessan
spending's.

53 "OMMEND: N

In the light of the findings of the study as listed above, the data
analysed in chapter four and the problems highlighted facing NEWPAK
PLC KADUNA in the use of effective Financial Control System as
management tools. The following options and suggestion which are the
personal recommendations of the writer are deemed necessary and useful
for the purpose of overcoming or minimising the problem tacing the

Ct I!‘['Ip;! n\.

It goes without saying theretore that a quahinn Financial control
function, of course. can only operate ettectively in the framework of & well
organised company and that the tinance team cannot exist in a4 vacuum.
There has to be a supportive corporate framework with total backing from

the chief executive. Five key factors are essential:

[i] There has to be a clear definition ot the role of the centre and of
the business units who is empowered to do what. what the
responsibilities are. where the frontiers are and what 1s and is not
negotiable,
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[1i]  There has to be a clear-cut organisation structure with detined
relationships  and interrelationships.  such as inter-trading
between the business units.

(hi]  Itis only when this has been established that it will be possible 1o
set out the responsibilities of central finuncial management as
against business unit management and business unit financial
managements,

[iv]  There have to be clear-cut and strict procedures for setting
objectives, plans and budgets.

[v] Reporting disciplines have to be firmly established and backed by
top management. This means taking sanctions in cases of ill-
discipline.

For its part management looks to its financial control svstem 1o
provide 1t with the necessary strategic support in the form of connections
with the banks and the tinancial world, 1o ensure that relanons with the
authorities are on a proper basis, to handle the full range of financial
transactions, and to manage the information system so as to made sure that

there are no unpleasant surprises,

The following suggestion should be taken into account when

designing financial control system for anv business organisation.

First, the financial control system should be able to identify the
essential information needs, agree these with management and provide the
information in a wav that makes business sense as well as satisfyving all the

legal requirements.

Financial control system should be able to correlate information
from the various departments or section of the company to provide a total

company picture.,



It 1s also essential that what is produced using financial control
system is information to be acted on and not just a collection of data, there

have to be reterence point such as budgets and plans.

There must also he commaon practices. common understanding and
company wide principles tor both the internal and external information, 10

ensure that all the information is produced in the same basis,

Financial control system has to be able to install, not impose,
company wide rules so that there is a common basis for organisational
interrelationship such as intertrading and intercharging. These rules have
to be reasonable and simple so as to he readily understood and accepted

throughout the company.

Finally, the financial control svstem view is 1o look ut the compam
as a whole and 1o give management at all levels an impartial perspective. it
has 1o have management’s confidence. This is eritical as the definition of
good and bad performance indices also means the definition of good and
bad performance, as meuasured by tigures most of all. Managers must
therefore have confidence both in the reliability of the figures and in the

impartiality of those carrving out the interpretation,

It will be apparent that the financial controller are in an extremely
exposed position: they are key members of the management team with an

input to corporate strategy plan i.e. the hinancia! control system.

The studv has covered all aspect of financial control system
presently in operation in this company. The lmitation highlighted above
may not cover all the short-coming in the finanaal control system.

However. the evaluation and appraisal of the system carried out has
shown that the system is sufficient and  covered all aspect of financial

resources requisition and utilisation.  The present day economy demand
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for a very strong and solid financial control svstem for any business
organisation to survive, since the introduction of second-tier foreign
exchange market when naira continues to depreciate  against other
currencies.  This has increased price of imported goods and consequently

prices of locally manufactured goods also increased.

This research work has afforded me the opportunity to clig deep
into past and present records relating to financial control system of
packaging industry particularly NEWPAK PLC which has enhanced my
knowledge, experience and interest in hnancial resources management
using the financial control system adopted by the compuny as an effective

management tool.
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