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ABSTRACT

Building and Civil engineering aspect of the Nigerian economy is referred to as
construction industry. The building construction comprises the establishments engaged in the
erection of residential and non-residential buildings, offices and commercial structures etc.
The second category is the civil engineering works which involves the construction of roads,

bridges, ports, airports, dams, canals etc.

In her take-off stage Nigeria has undertaken a series of construction projects. A
serious short-coming of some Nigerian contractors is the inadequate attention given to
planning and control of construction projects using modern accounting techniques. All
aspects of planning generally involves planning for financial resources, acquisition of raw
materials, technological development etc. It is therefore important that the accountant should
know how the planned programme will affect the growth and profitable operation of an

organization.

A study of the usefulness/degree of use of the various Management accounting
techniques in the construction industry has been undertaken in this work. However, due to
time and space constraints in a study of this nature, only those techniques that are discernibly
relevant to the construction industry were examined. These techniques include Absorption
costing, Margina costing, Break-even analysis, Long-term forecasting and planning, standard

costing, and Budgetary control.

A sample of the construction companies scattered al over the country was selected for
this study with the following consideration in mind:
@ The need to fairly reflect the different types of construction organisation in the
country.

(b) The need to obtain an appreciatiable sample size.
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(c) The need to be careful not to favour only easily accessible region or to ignore areas

that may be some distances away.

Therefore every Nigerian construction company had the same chance of being
selected. It was for this reasons that samples were drawn from five cities across the country :

Kaduna, Lagos, Jos, Benin City and Abuja

Through the use of questionnaire and personal interviews with the accountants and
chief executives of the various construction companies operating at different levels of
capitalization; and through an analysis of the data obtained, the usefulness and degree of use

of the various techniques, and the problems militating against their use were ascertained.

The study went further to find out the reasons for the frequent abandonment of
construction works, especially government contract jobs. The study also tried to ascertain
whether or not the construction companies make adequate provisions for the Nigeria peculiar

inflationary trend while estimating their contract costs.

The problems militating against the application of the various management

accounting techniques in the industry were also examined.

Recommendations meant to solve these identified problems have been made. A

suggestion for further research in this respect has also been offered.
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CHAPTER ONE

INTRODUCTION

1.1 THE PROBLEM:

The construction industry is a wide, diverse, and complex part of the economy. Planning
and control seem to be difficult and often in many companies, no attempt seem to has been made
to use management accounting techniques. Any effective cost control system should highlight
areas in which losses occur or areas which operate efficiently.

Nigeria, in her take-off stage has undertaken a series of construction projects. A serious
short coming of some Nigerian contractors is the inadequate attention given to planning and
control of construction projects using modern accounting techniques. All aspects of planning
generally involves planning for financial resources, acquisition of raw materials, technological
development etc. It is therefore important that the accountant should know how the planned
programs will affect the growth and profitable operation of an organization,

If it is to stay in business, every firm must :-

1. Ensure completion of work to the satisfaction of its client (i.e. in accordance with the
greed contract).

2. Maintain {(and where possible improve) the desired prefit on capital employed.
3. Have suflicient funds available in order to [inance its various operations,
It is suggested that the introduction, maintenance, and where possible,

development and modification of the various techniques of management
accounting can make a vital coniribution towards the attainment of these goals.

1.2 OBIJECTIVES OF THE STUDY:

The main objective of the study is to find out whether construction companies in Nigeria
apply management accounting techniques in their decision making process and aim iowards

optimum leve! of performance. In other words, the objective of the research is to examine whether



or not construction management decisions are much influenced by management accounting
techniques in Nigerian construction firms, In addition :- _

@iy  The causes of {requent abandonment of construction works, especially

government contracts, by construction companies in the country will be
investigated.

(ii)  Efforts would be made to find out whether the contractors consider the

inflationary trend of the economy before submitting their tenders for construction works;

i.¢. studies will be made to show the extent to which management accounting techniques
have been employed in this regard.

(i) Another objcctive is 1o examine the degree of use / usefulness of management
accounting techniques in Nigerian construction companies and to find out whether some or all
management accounting techniques are used by the companies covered by the study. Also the
areas in which some of the techniques could be more extensively applied and developed will be
considered.  (iv)  The problems militating against the application of management accounting
techniques in the industry will be identified.

Thus the questionnaire has been designed with these objectives in mind.

1.3  SIGNIFICANCE OF THE STUDY:

It is hoped that this research will fill a gap in the literature that caters for accountants,
company secretaries, and similar professional people who are engaged in giving a vital
information service to management. The rescarch is expected to be useful to directors and both

the technical managers and accountants of the ¢construction industry in this country.



Researchers and Students who require an appreciation of management accounting would find this
study beneficial. In addition, accountants from other industries requiring an insight into this
chalienging industry could read it with advantage.

1.4 SCOPE OF THE STUDY:

The area of coverage {or this study was arbitrarily selected. Specifically, the questionnairc
was randomly administered. The [irms so randomly selected in the study represent dilferent
construction companies operating at different level of capitalization. However, ccntain
constderation guided the selection of subjects for the study.

These are :-

(a)  The need to fairly reflect the different types of construction organizations in the

country.

(b)  The need to reflect the different types of functions within organizations, for

example, general administration, production, finance, and personnel
management,

(c) The need to obtain an appreciable sample size.

Other factors that affected the size and composition of the sample include :-

(1) The attitude of management’s to initial attempts to establish contact with the

organizations.

(i)  The resources and time available for the study.

To identify the construction organizations that will be involved in this research,

respondents chosen were those who might have some ideas or knowledge of management
accounting techniques. Duc o constraints posed by finance and distance, it has not been possible

to cover all the construction firms located in various parts of the country. As a result, the study is



being restricted to a sample of Nigerian Construction Firms. It is for this reason that samples are
being drawn from only five towns ; namely Kaduna, Jos, Lagos, Benin and Abuja.

No attempt was made to fix a minimum share capital as a criterion for selecting a
company for the study. There was also no attempt to sclect only those companies that were
quoted on the Nigerian Stock Exchange because that would have limited the scope of the study
too much that the data collected would have nol been representative thereby rendering any
conclusion based on such data meaningless. In fact, as at 28th June 1991, out of the more than
838 construction compantes in Nigeria, only 8 (eight) were quoted on the Nigerian Sock
Exchange.'

1.5 RESEARCH QUESTIONS:

At the end of this study readers will be able to answer pertinent questions like:-

. Whether construction companies in Nigeria apply the various management
accounting techniques in their decision making process for optimum level of
performance.

2. Whether Nigerian contractors consider the peculiar Nigerian inflationary trend and
make adequate provision for it when submitting their contract bids.

3. The causes of frequent abandonment of construction works, especially
government contracts in Nigeria.

4, The problems (if any) that hinders the effective use of some or all the various
management accounting techniques by the Nigerian construction

companies.



1.6 DEFINITION OF TERMS:

) Construction Industry: Building and civil engineering aspects of the Nigerian
economy is referred to as Construction Industry.”

Tn other words construction falls into two closely felated categories :-

(a) Burilding Construction: It comprises the Establishments engaged in the erection

of residential and non-residential buildings, offices and commercial structures etc.

(b)  Civil Engineering Works: This involves the construction of roads, bridges, ports,

airports, dams, canals etc.
(ii)  Costing Methods: Cost data on their own cannot convey sense, logic or facilitate
reasoning. They must be arranged into comprehensible cost statements or forms before
they can be useful or meaningful. Cost methods are the systems of collecting,
~ ascertaining and presenting costs. The costing method adopted by an organization is
¥ invariably determined by its mode of operation. A costing method is a method of costing
which is designed to suit the way goods are processed or manufactured or the way that services
are provided.
It follows therefore that cach firm will have costing method which has unique
features. Nevertheless, there will be recognizably common featuses of costing systems
of firms which are broadly in the same line of business. Conversely, firms employing
substantially different manufacturing methods for examplc a food processor and a
jobbing engineering factory will have distinctly different costing methods.
Examples of costing methods are :

(a) Job Order {or Production Order) :- Costing method is used 1o cost single

orders or contract. This method ascertain costs by treating an order on contract



as a cost unit. It is sometimes referred to as terminal costing. A form of job

costing is batch costing. A conventent batch of production is treated as a job. The

batch cost is then used as basis for determining the unit cost of the articles

produced.

(b)

(©

(d)

(e}

(1ii)

(iv)

Process Costing :- Method of ascertaining costs by treating each process or stage
of production run as a cost center. This method is sometimes referred to as
average costing. This is suitable where the article lose their identity during (he
manufacturing process and there is a continuous production.

Unit Costing :- Method of ascertaining cost by reference to a unit of quantity of
product, service or time. A form of unit costing is operation costing which is
usually applied in the costing of services e. g. transport costing.

Muttiple or Campaosite Costing :- This method is used where a variety of

product are produced independently and later assembled together to form a
"complex product” e.g. Computers, Aeroplanes, Motor Cars.

Contract Costing :- Which is a special form of job costing. Each contract is
treated as a cost cenire.

Costing Techniques: Costing techniques are those techniques that aid

management in their planning, control and decision-making roles.

Management Accounting : Many varied definitions have been given and used.
One is that of Amey and Egginton: "Management Accounting is taken to
comprise the gathering, processing, communication and interpretation of data
within a business for the purpose of ensuring as far as possible that its expectations

realized, by seeing that decisions are consistent with the enterprise plan and with



“each other, that their implementation is controlled and by management comparing its own
performance with its expectations".”

The management Accountant employs the technique of financial accounting, cost
accounting, budgetary control and many others. In the broadest sense all accounting is
management accounting since all financial and cost information generated by accountants are
substantially to management. Ola, C. S. defined management accounting as "a representation of
existing accounting information in a manner which is helpful to management in its day-to-day
operations and which attempts to say what should be done and what is in fact done".

Management accounting is generally indistinguishable from cost accounting. The
fundamental aim of management accounting is that of assisting the manager in making a host of
decisions.

An example of costing technique is Standard or Predetermined Costing. This technique
enables management to plan and impose control on operations. Under the technique, costs of
production are predetermined and used as basis for preparing budgets. By seiting standards
or predetermined costs, management has a cost framework against which actual cost of operation
can be compared. Adverse variation from standards can then be investigated and their causes
identified with a view to preventing their occurrence. Other examples of costing techniques are
absorption costing, marginal costing break-even analysis etc.

Technigues depend upon the purpose for which management requires the information.
This could include control, decision making, predicting profit and price determination ete.

The difference between costing method and costing technique is that method depends

upon the nature of production while technique depends upon the purpose for which

management requires the information.



It must be emphasized that whatever costing method is used, it can be combined with any
of the costing techniques if deemed appropriate. Thus, for cxample, a process costing system
could utilize the technique of either total absorption costing or marginal costing or standard
costing,

1.7 THE RESEARCH PLAN

This dissertation is divided into six Chapters. Chapter one, is an Introduction of the study.
This chapter spells out the problems, objectives, significance and scope of the study.

Chapter two will be a brief of the Construction Industry in Nigeria. In this chapter, a study
will be made of the occupations of various companies in the industry, assets, size of these
companies, management structure and accounting necd of management in the construction
industry.

Chapter three will make a Literature review of management accounting techniques. These
techniques will include Absorption Costing, Marginal Costing, Break-cven Analysis, Long-term
forecasting and Planning, standard costing and Budgetary control.

In chapter four, the Research Methodology will be explained. This will include methods
of data collection, sample selection, criteria for saraple selection, etc.

Chapter five will analysc and interpret the data collected. This will include the net asset
size of respondents companies, results and the major findings.

Chapter six gives the Summary, Conclusions and Recommendations based on the result of

the study.
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CHAPTER TWO

THE CONSTRUCTION INDUSTRY IN NIGERIA

2.1 A BRIEF HISTORICAL BACKGROUND:

The transfer of Western construction technology to Nineteenth century Lagos was effected
by Missionaries and traders, many of whom were African indigenes or repatriates.  Missionaries
as well as traders imported Western technology and materials to construct buildings for their own
use and comfort. The Missionaries were also committed to transferring Western construction
technology as part of their civilizing mission while traders and enterprencurs involved with the
building trade were determined to transfer technology in order to expand their business (1).

The Missionaries made the greatest impact on the early development of the construction
trade both by fostering demand and by transferring the technology required to satisfy the demand.
They intentionally set out to transform the local domestic architectural requirements. The
Missionaries introduced the construction trade as a modern form of employment.

For the comfort of the missionaries, the mission house was designed first while a bamboo
shed sufficed for the Church. The mission house was also intended to impress potential converts
and to be a model by which the housing in the community was to be improved (Ajayi 1965 page
II).

The transfer of construction technology was an active aspect of missionary endeavour
infended to improve the quality of life and enhance the status of the Christian religion. The
transfer of technology in the building construction fields with respect to the operation of

expensive equipment and the management of large scale projects failed to keep pace with the



twentieth century developments in Nigeria because of a combination of the British policy of
excluding all professional and graduate Nigerians from the Civil Service, the British policy of
paying those Nigerians it hired less than one quarter the salary of the British Civil
Servants/Foreign experts (Ajayi 1965: 271-273); the British policy of paying Clerks higher
salaries than technicians, the Nigerian imitation of these discriminatory remuneration policics in
their own companies, and the considerable capital outlay for equipmeni and overhead
maintenance required for a building construction firm (2).

2.2 CONSTRUCTION INDUSTRY IN NIGERIA AT PRESENT

The construction industry is an important contributor to the process of development.
Construction work represents about one-half of the gross capital formation and 3 to 8 pereent of
the gross product in developing countries (3), Fostering a domestic capability in consteuction is
becoming an essential part of the overall development process in these countries.

Informal, scli-help building work is the predominant construction activity in poorer
countries, catering for essentially shelter and related requirements which would otherwise go
unatiended. The informal construction activitics, relying heavily on self-employed and family
labour, are small enough to escape most legal regulations. Because they largely elude statistical
enumeration therc is a dearth of information on the basis of which mcaningful assistance plans
could be drawn. As a consequence, this part of construction activity tends to recetve less attention

from government than that dedicated to formal construction projects.

2.2.1 Risks
Construction work involves grave risks - more sc when compared to other types of

economic activity. Unlike the (typical manufacturer or farmer, the construction entrepreneur



moves from site to site, organizes the logistics for timely assembly of all the inputs there, and
follows a custom design for each site. Jobs are usually won by means of specific bids. Costs,
therefore, have to be estimaled for each site, with assumptions made about many variables such as
site conditions, weather, productivity of labour and equipment, the time required for delivery of
inputs, and so forth. For civil work the risks involved in bidding exceed cven those for building
because the scale of work is usually larger, the use of heavy equipment ts greater and the
sensitivity to the effects of inclement weather and, in some instances remoteness from service and
supply centers is far more pervasive.

Since the majority of construction industry output is capital investment, demand tend to
fluctuate considerably more than for most other industries. The central issue in the development
of a country's construction industry is the growth of human capacity to manage these risks. The
management's task is often more difficult in developing countrics becausc of shortage of resources
and iradequacies of other systems on which construction relies.

2.2.2 The Construction Industry and Nigerian Economy.

That the construction industry s of cructal importance to the development of the National
economy in Nigeria is evidenced by its contribution to the gross domestic product as well as its
share of total fixed capital formation and employment. The building and construction industry is
often viewed as the prime indicator of a country's economic well-being. [t currently accounts for
about 80 percent of capital investments in the country {4). Also, it is the largest employer of the
nation's work force in the private sector with ncarly 838 firms that are operating all over the

country (5).



Construction activities vary a lot. These are jobbing contracts, supply of building
materials, construction of houses, school building, factory buildings, roads, bridges and other
complex contracts.

Apart from undertaking these activities, the construction industry influences the economy
in many other ways. It provides emiployment and has brought about improvements in transport
facilities. It has also led to the establishment of such local industries for the manufacture of
cement, roofmg sheets, metal frames for Windows and Doors and terrazzo flooring,

The economic importance of the construction industry in Nigeria can also be assessed in
terms of its contribution to employment opportunities. The ¢mployment aspect of construction
industry is very rclevant to Nigeria economy. This relevance derives from the fact that the
industry can effectively take on a large percentage of unskilled staff who are attracted to all forms
of wage-earning "brawl” operations of the industry.

2.2.3 Government attitudes towards Construction Industry.

One Major component of the Construction Industry in Nigeria is residential construction.
As a matter of policy, the government's approach to increasing residential houses is to provide
both land and building materials at reasonable prices. Apart trom the provision of housing to
Senior public officials, some of the state governments as well as the Federal Government have
Housing Corporations or Boards which either build houses for sale to the public or foan out
money to government officials to build houses of their own.

The impact of these measures aimed at easing housing problem had not been felt much by
a great majority of the people. The number of houses on these estates is so few compared with the
number of people who may want to buy thc houses. Secondly, in instancés where mortgage

facilitics had been supplied, the number of the people thus supplied is either too small, or the



amount of money is too small particularly in a sitwation of rising cost of building materials.
Another disadvantage is that the people who can bid for either the estate houses or the loans are
invariably the Senior civil servants who form a negligible fraction of the population.

There is no doubt that the problem areas here are many and these include:

(1) Indiscriminate allocation of building plots by various governments in the
Country.

(11) Public servants who took loans to build their own houses and still live in
government residential quarters

(iii)  High cost of building materials.

(iv)  Speculative prices of building plots.

The implications of all these problems are many and include:

(a) The opportunity for a special class of people to claim ownership of certain arcas
of the building plots in various towns of the country will lead to social
stratification and class distinction.,

(h) The extreme advantage to live in government quarters and sublet own houses at
exorbitant rate will further escalate the shortage in housing facilities. It is not
uncommon to find people over-crowding a room in many of our rural as well as
in the "local" areas of urban cities.

(¢}  The rising cost of building materials will only make the possibility of owning a

house a dream for many, who under conditions of stable prices could have been

able to build houses of their own.

(dy  Exorbitant prices of land, as in the previous case will make it impossible to bridge
the gap between supply and demand for housing facilities.

2.2.4 Classification of Construction Industry.

The Nigerian Enterprises Promotion Decree classifies Construction industry in its
schedule 2. This is 1o say, in essence, that construction industry belongs to the group of industries
in which alien firms can continue to participate if its share capital exceedsN 400.,000.00 or its

turnover exceeds N100,000.00 (whichever the Nigerian Enterprises Promotion Board considers

14



appropriate) and provided also that the equity participation of the Nigerian citizens is not less than
40 percent (6).

The overall implication of this Decree is that there is not supposed to be a single fully
alien-owned construction company in operation in the country and statutorily at least ownetship
had been indigenised at least 40 percent.

Some economic factors seem to determine the level of indigenous participation in the
Nigerian economy as a whole and these include:

(a) the overall level of construction activity,

(b)  the share of foreign firms and government departments; and

(c) the obvious obstacles of the indigenous construction entrepreneurs.

2.2,5 Competition in the Construction Industry.

Some people have said that the most formidable competition which indigenous
construction companies face in Nigeria is the foreign firm,

The argument here is that an obvious obstacle in the way of growlh of indigenous
enterprises 15 the powerful position of the foreign firms. These firms have more capital and are
backed by many Overseas interests.

It will, however, not be correct to conclude that the lack of growth of indigenous sector of
the construction industry is due to the domineering position of foreign firms. evidence abounds to
show that even if the indigenous firms had been awarded contracts which went to the foreign
firms, they would have had considerable difficulty in carrying out jobs. The problems of
indigenous coniractors are many. One important factor which militates against the efforts of
indigenous contractors is the lack of trust in the quality of their work as well as doubt in the minds
of policy makers (who award contracts) as to the capability of the local contractors to carry out the

work efficiently and on time.



T'his impression has been stoutly contested. The indigenous contractors contend that the problem
is not as much with the quality of their works as it is with the unfavourable conditions under
which they casry out the works. Rigid rules concerning disbursement of contracted payment,
refusal fo grant advance payment, and delay in pavment of bills even in respect of completed
contracts after the quality of their work as well as increase period during which contracts are
completed.

Another Major area of difficulty for the indigenous contractors is the issue of loan
facilities by the commercial banks. There are two factors to be considered here. Most of the
commercial banks, which are financially strong to grant long-term credit, are foreign-owned. The
banks invariably prefer to lend out money to foreign firms of long experience which are able and
willing to give securities for such credit. Indigenous banks have learnt not to come to the rescue
because instances abound when they ventured to loan out huge sums of money to local
contractors only o find that the money had been converted to other uses. Many such loans are still
outstanding and the defaulters have nearly forced some local banks into bankruptcy. The
interesting implication of these attitudes is that many banks, both foreign and indigenous, do not
consider many of the local contractors credit-worthy even when facts portray them to be so.

2.3 CATEGORIZATION OF COMPANIES IN THE _CONSTRUCTION INDUSTRY

As earlier indicated in Chapter one the Construction industry is an extremely diverse one,
including general building, civil engineering contracting, plumbing. painting and other specialist
trades. Building engineering accounts for 36.75 percent (table 2.1) of the total value of work done
by the industry, while civil engineering accounts for 60.08 percent. Other construction projects

account for 3.17 percent.



2.3.1 Categorization of construction companies according to number of people emploved.

There is a preponderance of small firms in the construction industry (see table 2.2 below)
e. 2. over 52 percent of the firms employ less than 2,000 people but account for only 4.84 percent
of the total value of work done by the industry. Only about 33.33 percent of the firms in the
industry employ ten thousand people and above but account for up to 88.21 percent of the value
of work done. About 14.29 percent of the firms employ between four and six thousand people and
account for 6.95 percent of the value of work done by the industry.

Table 2.2 : Number of people employed by each size of Company

Size of Firm Number of firms Value of work done
. (Number of people employed) (%) (%)

0 - 1999 52.38 4.84

3000 - 6999 14.29 6.95

10,000 and above 3333 88.21

As will be discussed later (chapter 3), it may be considered impracticable to apply the full
range of techniques associated with management accounting to the smaller firms. However, this
surmise may merely be a question of degree, i.e. in a practical situation there could be the
possibility of a limited application of a particular technique, considering the important
contribution of the smaller firms in the construction industry, this principle is important.

To follow this brief consideration of the structure of the construction industry in term of

the occupation (trades) and sizes of firms, the next section will be concerned with management
structure,
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2.4 MANAGEMENT STRUCTURE OF A CONSTRUCTION COMPANY.,
Figure 2.1 is an organization chart which indicates a possible management structure in
relation to a particular (e.g. Civil Engineering) Construction project.

Figure 2.1 A typical organization chart for a construction project .

Dircetor i/c contract

Asst. Director

! I
Project Manager Research Manager Contract Manager _l
Level “A” Level ‘A
_______________________________________________________________________________ '________.________.____.__,____
) Site Agent
Asst. Sitc Agent Sar. Qty.
Surveyor
Safety Officer Site Engr. - Plant !:ngr.i] Accountant Land Surveyor k:)ty. J
Surveyar
Snr. Works Sor. Work Snr. Works Sar. Works
Superintendent nr. WOrks Superintendent Supervisor
Supervisor
) l ‘ Works Works
Works Work.s Superintendent Supervisor
. Superintendent Supervisor

Source: One of the respondents’ organization chart.

19



Although it may be argued that the site manager (Ste Agent) is autonomous in regard to any
particular site or contract, it must not be overlooked that al contracts are influenced by "Heed
Office" decisions, i. e. by the actions/decisions of those individuas indicated on the organization
chart above level 'A’. This feature is often thought to be peculiar to the construction industry but,
of course, this is not the case, as many large industrial organizations have their various factories
scattered  across the country (even the world) and, therefore, have a similar pattern of
organization.

As may be appreciated, the management structure of an individual company within the
industry tends to be strongly influenced by the engineering science. As indicated on the organization
charts, in addition to the civil engineer in charge of a particular site, the general site agent/manager is
usualy technically qualified. The resultant disadvantage in such a management framework is that
often the manager tends to become too immersed in the technical problems to the detriment of the
financial controls and the behavioura aspects of the contract. In particular regard to human relation,
the industry is ill very dependent upon a co-operative labour force capitalistic situation, the
ultimate measure of the success of particular contract will be in profit terms rather than in terms of

technical efficiency.

25 THE ACCOUNTING NEEDS OF MANAGEMENT IN CONSTRUCTION

INDUSTRY.

As in the norma industriad Stuation, the important aspect of cost control is a joint
responsibility, it is the responsbility of both the engineer and the accountant.

The accounting needs of management in the Construction industry are such that they should
be geared not to the cost (and profit) factor, but also to the time factor. It is imperative not only that

a profit should result upon the completion of a contract, but that the contract is completed on time.
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In addition to the possible loss of reputation due to a late completion, the client more than likely
imposes a penalty clause which will ultimately affect the profit on that pasticular contract.

It is, therefore, important at an early stage to interrelate the cost and time factors in regard to
the contract(s) on hand. If a contract is completed earlier than necessary (within the terms of the
agreement) this can prove costly to the contractor, conversely, if reduction of cost is allowed to
dominate the issue, resulting in delay of completion, the contractor has not fulfilled his part of the
agreement. Therefore, a "realistic” (required) time-cost curve is necessary in order to indicate the
interplay of these two factors in the construction sifyation.

The accounting report to higher management in the construction industry {(as in other
industries) should be comprehensive, i. e. higher management should not be involved in too much
detailed information. Some summarized information should be forthcoming in respect of the
majority of contracts on hand at the particular point in time. This accounting information should

give an indication as to the progress of these contracts in terms of both costs and time.
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CHAPTER THREE

LITERATURE REVIEW

3.1 OVERVIEW OF CHAPTER.

In Chapter two the construction industry was discussed and against the background of both
the structure of the industry and management process, the accounting needs of management were
considered.

In this Chapter, a brief review of some of thg techniques associated with management
accounting will be made. The list detailed below is not intended to be in any way exhaustive,
particularly in view of the state of development of management techniqﬁes.

The accountant's task of supplying information has various facets, i. e. in the area of book-
keeping, attention directing, and problem solving. However, those distinctions tend t(; overlap in a
particular management accounting task. Similarly, the various techniques must not be seen in
isolation; as they are considered it will become apparent that there is an inter-relation between them,
e, g. between long-term forecasting/planning and budgetary control.

Some of the techniques are:

1. Absorption costing.

2. Marginal costing.

3. Break-even analysis.

4. Long-term forecasting and planning.

5. Standard costing.

6. Budgetary control.
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7. Inter-firm comparison {including uniform costing)
8. Net work analysis.

9. Risk and uncertainty analysis.

They are not dealt with in any significant order.

3.1.1 Financial Versus Management Accounting.

The nature of this study demands that considerable attention needs to be given to internal
reporting, or management accounting, at the expense of external reporting, or financial accounting.
However, the dichotomy between the two types of accounting is not significant’. It is natural to
presume that there is a large common area between the two, including of course, their language and
philosophy.

Using money as a measuring rod, both collect, analyze and  report information about a
business entity and its operations. But the emphasis of the two widely differs, more especially when
we consider their use by two widely different classes of decisions makers. Financial accounting
addresses its reports to parties external to the business. The balance sheet, the profit and loss
account, and the statement of sources and Application of funds are directed towards shareholders,
creditors, bankers, bond-holders, government and tax authorities which are outside the firm. The
focus of management accounting is essentially intcrnal, it tends to provide knowledge about
experienced costs and cost estimates to the parties within the firm which obviously are various
levels of management. While financial accounting "account for" the money entrusted to the

business, management accounting treats this money as a "measure of economic performance”.
g 4 Y p
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3.2 MANAGEMENT ACCOUNTING METHODS AND TECHNIQUES,

Due to time and space constraint this study will not be ablie to consider all the management
accounting methods and techniques. Therefore only those techniques that are discernibly relevant
and applicable to the construction industry will be considered. That is not to say that those
techniques not considered in this study are not relevant to the construction industry. In fact all the
techniques are relevant for the survival of the construction industry in Nigeria.

Those techniques to be reviewed are:

1. Absorption costing.

2. Marginal costing.

3. Break-even analysis.

4. Long-term forecasting and planning.

5. Standard costing.

6. Budgetary control.

3.2.1 Absorption costing.

Absorption costing technique is a technique that include an element of fixed cost or
sometimes referred to as "full costing technique". |

Horngren C. T. simply defined absorption costing as a product-costing practice of "applying
fixed factory overhcad to the goods produced".” It is the technique that takes into account the total
cost of running an enterprise. An effort is made to “absorb the entire cost” into individual units. That

is, both variable and fixed costs are charged to goods and services produced. The Institute of Cost
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and Management Accountants (UK) defines it as, "The practice of charging all costs, both variable
and fixed to operations processes or products.” This explains why this technique is also called full
costing. Administrative, selling and distribution overheads as much form part of total cost as prime
cost and factory burden.

Two distinctive characteristics of absorption or full costing are:-.

@ in absorption costing fixed factory expenses are included in the unit cost, and

(if) the fixed factory cost is also included in the stock (inventory) values.

Full or Absorption Costing has some distinctive merits which could be spelt out as below :-

6)) It include historical cost for external reporting. This is also useful for stock
valuation,

(i)  Itmakes a clecar distinction between product and pertod cost and, hence, shows
which of the costs will depend directly on production and which on time, regardless
of production.

(iii) It highlights the gross and net profit (operating income and loss), Operating margin
is clearly distinguished from the nct profit.

(iv)  Fixed management overhead is unitized and assigned to products,

{v}  Whenecver prices are regulated e.g. as in the construction of buildings, roads, bridges
and dams, full cost is still the basis.

It is on the total cost of the product that a specified profit margin is granted to the producer

or contractor. In the industries and companies which can set prices {(e.g. price givers) it is the only

method to be adopted.
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No, doubt absorption costing has been in vogue since the beginning of' modern costing, it has
led to many wrong decisions,’ Following are its main weakness:-

) Full costing lcads to misleading conclusions about dropping the product lincs

because of the operating loss. The selling price of a product may not recover the
full cost and yet it may be advisable to continue its production in the short-run
because it still makes contribution towards the recoupment of fixed costs.

(ii)  Through this method, it is not possible to determine the anticipated effect on the
profitability of either product line or the company as a whole, since cost behaviour
pattern (direct and period costs) are not identified.

(ii)  The same data may yield materially different conclusions according to the basis

selected for apportionment of indirect costs.
3.2.2 Marginal Costing:

Until recently, total absorption or full costing was the order of the day. It was employed in
almost all situations. This practice might have proved satisfactory for inventory valuation and
income determination, the two functions of costing in the past. But for day-to-day decision making,
this was not the right approach. In the short-run, marginal costing is of particular importance. A bid,
contract, tender or offer could be accepted if after recovering the marginal costs, it makes some
contribution to the recovery of fixed overheads.

Marginal costing,(also called direct costing, variable costing, differential costing,
incremental costing) is a techntque which 1s designed to factlitate more accurate cost determination

(and thereby control), by differentiating between Marginal Costs and Fixed Costs. Marginal Costing
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is in fact a kind of partial costing. It represents the aggregate cost which varic.s with the variation in
the volume of output by one unit.’

It is, in fact a technique by which the cost of 2 unit is determined so as to include only thosc
costs which individually and exclusively are caused to be incurred. That is the cost of a product
bears only the appropriate share of variable costs.

Under a marginal costing technique, all fixed overhead costs arc treated as "period' costs,
and no aitempt is made to allocate these to production.! Any fixed expense is treated as period cost
and is charged to operations of that period, and not to the product or service to which it relates.

The Institute of cost and Management Accountants, England, defings the term Marginal cost
and Marginal costing as follows:-
3.2.2.1 Marginal Cost: "The amount at any given volume of output by which aggregate costs are
charged if the volume of output is increased or decreased by one unit". It should be noted that in this
context a unit may be a single article, a batch of articles, an order, a stage of production capacity or a
department, It relates to the change in output in the particular circomstances under consideration.

3.2.2.2 The ascertainment of Marginal Cost.

"The ascertainment of marginal costs and of the effect on profit of changes in volume or type
of output by differentiating between fixed and variable costs™. In this technique of costing only
variable costs are charged to operations, processes or. products, leaving all indirect costs to be
written off against profits in the period in which thejr arise. Thus, in marginal costing, the variable
costs are the focal point and the fixed costs are treated differently.

Most authors prefer to use the term variable costing which in fact is out of pocket outlay, and

excludes fixed costs but includes:-
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(1) Prime cost; and

(i1} Vanable Overheads.

So far as prime costs are concerned, these can be accurately mcasured. But Overhead application
does depend on estimates. The variable Overhcad should generally be applied on the basis of normal
expected use of facilities.

Fixed costs can {requently be ignored in making decisions. Only those costs that will change
as a result of the alternative courses of action open to management are relevant. These marginal
costs, frequently referred to as differential or incremental costs, represent the difference between the
cost of one course of action and another.’

Differential cost is often referred to as Marginal or Incremental Cost. The term "Marginal
Cost" 1s widely used by ecconomists, but accountants seem to prefer the term "differential”.
Engineers generally speak of incremental costs as the added cost incurred when a project or an
undertaking is extended beyond its originally intended goal.® Differential cost analysis provides the
costs which the managerial problem of alternative choice demands. Marginal cost is the varying
increment in total cost required to produce and scll an additional unit. Profits are maximized by
producing until marginal revenue equals marginal cost.

Marginal costing is not a system of costing (like job costing or process costing), but a special
technique for showing the effect on profit of changes in volume or type of output by differentiating
between Fixed Costs and Variable Costs.’

Under this technique costs are charged directly to related operations while Fixed costs are

charged against the overall profit for the period,
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In other words, marginal costs occur in connection with production and therefore, tend to
vary directly with any variations in production; however, Fixed costs tend to remain static
irrespective of production levels.

Progressive cost accountants are of the opinion that Marginal costing is superior to the total
absorption costing. They argue that in decision-making, absorption costing might lead to erroneous
conclusions, and hence losses. They claim the following advantages of marginal costing in
comparison to the total absorption:-
3.2.2.2.(i) Simplification: Marginal Cost remain the same per unit of product irrespective of the
volume of production. Since in marginal/direct costing, fixed costs are kept autside the unit costs,
the cost statements so prepared are simple and much less complicated. The reason for not charging
the fixed costs is that they are incurred on time basis and not on the basis of production.

However, a fact which is often overlooked and yet is extremely important is that variable
costs do not always remain constant per unit of output. Instead they may fluctuate from time to time
for two principal reasons. In the first place there may be changes in the value of money. In a period
of rising prices it is almost inevitable that material price and wage rates should inerease and,
therefore, cause marginal costs to increase. Secondly, the internal conditions under which the
business is operating may also influence the variable costs after a certain level of output has been
reached increasing costs will tend io apply. These may arise from overtime working, shift work, and
excessive depreciation and maintenance of plant and machinery. In addition, abnormal increase in
selling costs are not unknown, an attempt to push sales beyond a certain point may incur a

disproportionate increase in such costs. Clearly, these observations qualify advantage (i) above. In
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certain circumstances they may in fact invalidate the argument for marginal costing, canceling the
advantage altogether.

For the advantage to be a valid one, a particular point of time must be taken. If this is done,
the conditions and circumstances will not have had an opportunity to change. The longer the period
being considered the more likelihood is there of costs behaving in an "unusual" manner,

3.2.2.2 (ii) No_under or over absorption:- Since overhead costs are not allocated. there is no

question of their being either over or under absorbed. When predetermined overhead costs are used
as is generally the case when job costing is employed, there is the complication of under or
over-absorption of overhead costs. Marginal costing avoids this.

3.2.2.2 (iii) Help in all Level of Marginal:- It assists all levels of management’s in current control

costs. Above all, it guides management in "making periodic profit plans and specific decisions
relating to managerial labour, equipment, and financial policy. Flexible budgeting relies on clearly
distinguishing between those costs which vary with changes in output and those which tend to
remain constant irrespective of the volume of output.

The main reason why control is made easier is that recognition is given to the nature of the
cost. Fixed costs more often than not arise from policy decisions - e.g. rent payable would come
from deciding to obtain leasehold instead of freechold; managerial salaries would be based on salary
policy and negotiation by top management and for this reason are controllable only by the highest
level of management. On the other hand, variable costs are incurred by all levels of management and
by operators. The responsibility for variable costs can be traced with a substantial degree of certainty

and  this allows the necessary control 1o be exercised.
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3.2.2.2 (iv) No Fictitious Profits:- Sincc {ixed costs are not absorbed in unsaleable stock, there is no

question of fictitious or false profits.

3.2.2.2 (v) Help in Tenders:- The concept of marginat cost is of great help in accepting orders.
When trade is bad and the business is operating below capacity, it is preferable to accept orders at
cut prices. Even if the prices are below the total cost, any amounts received in excess of marginal
cost contribute towards fixed overhead. This increase the profits or reduces the loss which would
have been made otherwise. I the tenders are loaded with fixed expenses, their price might become
uncompetitive and as a result lost.

3.2.2.2 (vi) Solves the Allocation Problem:- Right from the beginning, cost accountants have faced

the problem as how best to allocate the fixed costs. A number of methods have been tried in
practice, but they are all arbitrary and subjective. The principal feature of responsibility accounting
is to keep the fixed cost allocation outside the areas of the concemed manager.

3.2.2.2 (vii) Choice between Products:- Where a firm is producing twoe or more items, the decision

about their production levels can best be made with the help of marginal costing. The product whose
relative contribution is larger should receive greater attention. While overall sales need be
maximized, effort should be directed at those products which are making relatively larger
contributions.

3.2.2.2 (viii) Intelligent Pricing:- Pricing can be done more intelligently since the contrtbution to be

added into any cost unit will (a) be based on the total contribution required from all production and
(b) take account of the use made by the unit of any relevant key factor.

3.2.2.3 Disadvantages/Dangers in Marginal Costing,
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The cutting of price below total cost, is, however, not that easy and calls for managerial
policy. |
Following are the principal dangers:-
3.2.2.3 (1) Difficulty in raising price later: Sometimes it may be difficult to reduce the price 1o
particular customers, while making normal figurcs for others. Again, once prices have been slashed
to meet a temporary shortage of orders, it may not be easy to increase them later when business
improves,

3.2.2.3 (ii) Possibility of Overall Loss:- If too large a percentage of the sales is made at marginal

prices, the total contribution will be insufficient to cover the fixed overheads, and that an overall loss
will result. It is only the marginal work which could be accepted at any price in excess of marginal
cost. The bulk of the output should be priced sufficiently high to absorb the fixed costs of the
machine and still provide reasonable profit; it should be costed on a total cost basis. In the long
run, economic selling prices cannot be set without the allocation of fixed costs to the products. The
difficulty in assigning fixed costs does not mean that théy can be ignored in all circumstanccs.

3.2.2.3 (iii) Incorrect Price - fixing:- Since under marginal costing period or time costs are ignored,

this may lead to incorrect pricing decisions. Two jobs might have the same marginal costs, but one
may take a longer time for completion than the other. Unless therefore, fixed costs based on time
factor are taken into account, their pricing will be wrong.

3.2.2.3 (iv) Increasing Fixed Costs:- The industry is fast moving towards automation. If

mechanisation was the first stage of industrial revolution, antomation is the second stage. The
incidence of fixed costs is naturally increasing which must be allowed for. Failure to do so might

burden the enterprise with heavy losses.



3.2.2.4 Views in Favour of Absorption Costing Qver Marginal Costing,

Those who favour absorption over Marginal costing have argued from two different points
of view. First, supporiers of the full costing techniques feel that marginal or direct costing has
theoretical weakness. In their view marginal costing fails to meet the requirements of good
accounting theory. The second argument offercd is that since the marginal cosﬁng approach focuses
on only a part of the costs that may vary with decision alternatives, it may be more mislcading than
useful. The amount of error in the approximation may be sufficiently large to lead management to
follow the wrong course of action.

The theoretical argument against the marginal costing approach relies upon the accounting
concept usually described "Cost attach". The essence of this argument is that the accounting records
are a financial model of the events affecting the firm in the real world. Therefore, the recording,
classifying, and reclassifying of accounting data in the books of account must be done in a fashion
consistent with ihe acquisition, storage and utilization of service potentials in the real world. It 1s
difficult to determinc which method 1s "consistent” with the real world. However, one study used a
postulated definition of the "true” income of the firm and proceeded o test which accounting
methods yielded the best approximation of true income as defined. The findings were that marginal
costing resulted in larper errors of estimation® The service potentials of fixed costs are as surely
expended in the production of goods and services as the variable costs are. Since all these service

potentials are needed to produce a finished product, all the related costs should attach to units

produced.
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The second argument against the marginal costing approach is more closely _related to the
benefits usually claimed for marginal costing. The essence of this argument is that full costing may
be a better measure of the total cpst of producing a product on a recuwrring basis. To be specific, the
incremental costs of producing a certain quantity of output include three possible classes of costs.
Changes in Variable Costs, changes in Semi-fixed costs, and an Estimate of the opportunity cost of
using fixed facilities. Moreover, the assumed rate at which costs are expected to vary with output
(e.g., the variable cost rates) is valid only over a specified output range. A contemplated change in
production may be outside the assumed range, in which case the average variable cost rate is no
longer applicable. For example, the acceptance of a special order may require the firm to produce
outside the range of production that was used as the basis for determining the original estimates of
fixed and variable costs. This in tun could result in either economies resulting from quantity
discounts or lower set-up costs, or diseconomies resulting from bottlenecks, depending upon the
amount of capacity available before the order is accepted.

In short, the variable costs of production may be misleading as a measure of the incremental
cost of production, of course the full costs may be just as misleading, since the incorporation of a
fixed cost per unit may overstate the change in costs in relation to a change in output. It is not likely
that either costing method will measure the incremental cost of production under all assumed
operating conditions. Therefore neither marginal nor absorption costing can be concluded to have an

advantage in this respect



3.2.2.5 The Chaice

The main difference between marginal costing and absorption costing is timing. The
marginal costing approach takes all fixed costs (period charges) to the income statement
immediately. Absorption costing assigns the fixed costs to units produced during the period. The
amount of fixed costs reported on the balance sheet is in propertion to the number of units still in
inventory.

It could be clear that those favouring marginal costing and those favouring full or absorption
costing tend to emphasize different aspects of the problem. The tormer focus on internal purposes
and are concerned with reflecting data in a form that makes management aware of both the relevant
cost classifications and their patterns of cost behaviour. For purpose of internal reporting these
consideration take precedence over the theoretical argument of cost allocations.

However, those favouring full costing reject the marginal costing technique primarily
because it violates the theoretical rule of cost attach. They feel that marginal costing should not be
adopted unless there is evidence that what is gained more than offsets the weakening of accounting
theory. They demand much more precise measurement of relevant costs before théy will accept
marginal costing. Thus the standards applied by each group vary and the difference of point of view
still persists.”

The above discussion highlights the fact that the choice between the two techniques is not
that simple. Since production cannot be achieved without incurring fixed costs, it is improper to
ignore them, Once the prices have been announced below the total cost, it may be difficult to raise
them in future. The controversy has been extended rather too much. The fact is that the marginal

cost technique is useful only over a short period when the demand for the product is slack. In the
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long run, both the variable and the fixed costs have to be recovered from the sales price lest the
concern should incur perpetual losses. It does not seem very sound to take on a new product line
which cannot pay its share of existing fixed expenses and have a reasonable return on investment
left over. As a matter of fact the two techniques are not contradictory; they simply represent the
extremes of the relationship. Full costing still is the rule and variable costing may be viewed as weak
and imperfect but yet useful complement to conventional managerial accounting.

In conclusion, no generalized, all embracing answer can be given as to which technique
should be used. Having regard to all the factors, the accountant should make a judgment as to which
technique is more appropriate for the requirements of a particular organization. Although any
technique can be used for internal purpose, the Nigerian Statement of Accounting Standards No, 4 is
guite clear that absorption costing must be the basis of the financial accounts."

In other words, marginal costing is not currently a generally accepted method for reporting
inventories in external reports. It would appear that the use of a full marginal costing system in the
routine cost ascertainment procedures of an organization is relatively rare. This does not mean that
marginal costing principles are unimportant. An understanding of the behaviour of costs and the
implications of contribution is vital for accountants and managers. The use of marginal costing
principles in planning and decision making is universal and is of considerable importance.

3.2.3 BREAK-EVEN ANALYSIS:

Break-even analysis, sometimes called cost-volume-profit analysis, stresses the relationship
of the factors affecting profits. The break-even point serves as a base indicating how many units of

product must be sold if the a company is to operate without toss."'
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Break-even analysis focuses on the measurement of the break-even point. Bull R. J. defines
break-even analysis as "the analysis of revenues and costs in relation to volume" 2

He further defined the break-even point as that level of activity at which total revenue is
equal to total expense, and hence net income is equal to zero. In other words, the break-even point of
a company or a unit of a company is the level of sales income which will equal the sum of its fixed
costs and its variable costs.

Cost-volume-profit analysis is a technique used to examine the relationships between
volume, total costs, total revenues, and profit. Cost-volume-profit analysis is particularly useful in
the early stages of planning because it provides a framework for discussing planning issues and for
organizing relevant data.

3.2.3.1 Application of Cost-Volume-Profit Analysis:

Cost-Volume-Profit (C-V-P) analysis lies at the centre of short-term profit planning because
it has a wider application to a whole series of decision problems. [n view of the relationship between
costs and volume of output, cost-volume-profit analysis is helpful in establishing a pricing strategy.
Cost-Volume-Profit is also relevant to the selection of the best sales mix, where a firm produces
several different products. In such a case, it is essential to select the most profitable combination of
the different products having regard to their costs of production and the prices which are obtained. A
decision to produce a sales mix which is less profitable may be made, for example, in order to
penetrate a market or to establish a stronger position in a particular market from a sales point of
view, and in such a case cost-volume-profit will enable management to asses the cost of that strategy

in terms of lost profit. Other applications include the study of product alternatives, the acceptance of
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special orders, sclecting channels of distribution, the strategy for entering a foreign market and
changing plant layout.

Cost-Volume-Profis analysis lays emphasis on cost behaviowr patterns through different
volumes of output as a guide to the selection of profit targets and the adoption of an appropriate
pricing policy. By uniting the behaviour of all four variables together in one short-term model, cost-
volume-profit analysis provides management with a sweeping overview of the planning process.
3.2.3.1 (a) Assumptions:

It is necessary to make certain assumptions about the behaviour of costs and revenues. Thus
we assume that costs and revenue patterns have been reliably determined and that they are linear
over the range of output which is being analysed. These assumpiions also imply that costs may be
resolved without difficulty into fixed and vartable costs; that fixed costs will remain constant; that
variable costs will vary proportionally with volume of 6utput, and that all other factors will remain
constant, that is, that selling prices will remain unchanged, that the methods and the efficiency of
production will not be altered and that volume is the only factor affecting costs. It is because these
assumptions are difficult to maintain in "real life" situation that break-even analysis cannot pretend
to be anything but a rough guide. [ts real value to management lies in the fact that it highlights the
inter-relationships between the factors affecting profits, allowing management to make certain
assumptions about these factors and seeing the likely effects of changes in these assumptions.

Hence, break-even analysis is useful as a management decision model.



3.2.3.1 (b) Limitations:

Discussions of the cost-volume-profit analysis bring out many opposing points of view.
Some claim, for exampile, that it is an oversimplified and highly theoretical device better suited to
the classroom than to practice while others give glowing accounts of its merits as one of the
essential tools provided to management. Actually, it can be either one, depending upon how it is
constructed and applied. When it is derived from an extensive study of prices and cost behaviour,
and when it is used with due regard for its limitations, it becomes an instrument which can be put to
effective managerial use."”
Limitation of a cost-volume-profit analysis stem from the assumptions on which it is based. The
analysis attempfs to arrest a dynamic set of forces by assuming that all of them except volume

will remain constant during the period in which the analysis will be used.

Cost-Volume-Profit analysis, though it is a very useful tool for decision making, is based
upon certain assumptions which can rarely be completely realised in practice. Hence, the fragility of
these assumptions places limits on the reliability of cost-volume-profit analysis as a tool in decision
making. For example, it assumed that fixed costs are constant, and that both the variable cost and
revenuc curves are linear over the relevant volume of output. It is also assumed that volume is the
only factor affecting costs, and that both the price of cost factors and of the product produced or sold
remains unaffected by changes in the volume of output. All these assumptions may be challenged.
Fixed costs may not remain constant over the entire output range considered in the analysis that
being particutarly true if the volume range is fairly extensive. Fixed costs may indeed be constant
over a band of output, but then will rise sharply and remain constant for another stage, as indicated

in frgurg 3.1.

Fixed Costs

Volume

FIGURE 3.1  Rising fixed costs chart.

40



Equally doubtful is the assumption that the variable cost curve is linear so that variable costs
change in direct proportion to changes in volume. As demand for output factors increase so will
their price, with the effect that the variable cost curve is likely to increase proportionately faster as
volume of output expands.

To overcome these limitations, and to retain the usefulness of cost-volume-profit analysis, it
is necessary to limit the volume range to be examined so that the behaviour of both fixed and
variable costs may be more accurately determined. The basic assumption that the cost-volume
relationship is a linear relationship is realistic only over narrow ranges of output which is called the
relevant range.

Despite its limitations, the rcal uscfulness of cost-volume-profit is that it enriches the
understanding of the relationship between costs, volume and prices as factors affecting profit,
enabling management to make assumptions which will assist the decision-making process in the

short-run planning period.

3.2.3.2 Importance of Break-cven Point:

A company’s life is limited if it is continuously making losses no matter how small. It can
however, continue if it is making profit no matter how small. The break-even point is important to
management since it marks the very lowest level to which activity can drop without putting the
continued lifc of the company in jeopardy. In the short-run working below the break-even point
may not be fatal but in the long rum if volume cannot be maintained above break-gven point quantity

a temporary or permanent short-down may be considered.



3.2.0.3 Uncertainty and Sensitivity of Cost-Yolume-Profit Analysis:

Estimates and predictions are subject to varying degrees of uncertainty which is basically the
possibility that the actual amount will deviate from the expected amount. Uncertainty can be coped
with by introducing sensitivity analysis to the certainty model.

Sensitivity analysis is an analysis of the outcome when the volume attributed to a parametre
is altered or if the sales mix changes." Sensitivity analysis is a "what if” analysis technique that
measure how the expected values in the decision model will be affected by the changes in the critical

data input.

It therefore attempts to determine what the net income might be as a result of a change in
variable cost of sales by a certain percentage. There may be a change in any of the profit facts which
include:

(i) Change in selling price

(ii) Change in fixed costs

(iii) Change in variable costs

(iv) Change in volume of sales.

3.2.4 LONG-TERM FORECASTING AND PLANNING

Alert management should relate the policies of the individual firm (o national economic
trends; one way in which this may be attempted is by the use of business forecasting. This is the
process of finding out if expansion is possible by examining the general business prospects and, in
particular, those of the industry of which the company is a part; it is an attempt to assess probable

events. Against the background of this business forecasting the individual company may then
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preparc long-term plans, using the results of the gencral business forecasting to fix the objectives of
the company (and to determine how they may be achieved).

It is suggested that the degree of accuracy, within the concept of long-term forecasting can
be increased by the application of e.g. probability theory. Notwithstanding this refinement, long-
term forecasting and planning is not easy to apply because many factors change(and will continue to
change) the business environment. However, it could be argued that the radical transformation in the
business environment that has taken place in recent years necessitates formalized long-range
planning,.

Normally long-term forecasting and planning relates to a period two to five years ahead,
whercas budgetary contro] is usually concerned with the plans for the immediate twelve months
period ahead.

The main function of lopg-term forecasting is to minimize the unknown factors which
operates in industry. A study of long-term trends will enable the company to deploy its resources in
ample time. At present, this facet is particularly significant in the sphere of capital raising as it is
very imporiant to recognise the need for further capital at the right time, i.e. well in advance of
requirement; it is lacking in business expertise to wait until the situation is desperate. However, in
using this technique it should be appreciated that while it is not always a very precisely reliable
guide, it should nevertheless be sufficiently accurate to help management in the establishment of
long-term policies.

Scparate forecasts (and ultimately plan) will generally be made in respect of:

1. Sales (related to work-ahcad/order book position)

2. Production (including personne! requirements).
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3. Trading results.

4. Cash position.

5. Capital expenditure.

These forecasts and plans will be allicd to the recjuired (i.e. internal) rate of growth, which in
turn will reflect the policy of the business, bearing in mind;

1. Anticipated national annual growth rate.

IL. Growth of the industry of which the individual company is part.

11, Growth of any related industries which would affect the demand for the company’s

product.

Budgetary control is related to long-term {orecasting and planning because some time prior
to the financial year end, the broad outline of the following year's plan is analysed into more detailed
budgets, revised according to the present year's trend.

Planning is based on forecasting, that is to say that forecasting takes place before planning.
Management must forecasts the relevant variables that are not subject to the control or manipulation
of the firm. By reducing uncertainty about these non controllable variables management may
develop plans to take advantage of their favourable consequences.

Don T. Decoster and Schafer defined forecasting as a "projection of variables both
controllable and non controllable, that is used in the development of plans and budgets".”

Planning deals with the futurity of present decisions in term of setting goals and developing
strategy to achieve them and in translating strategies into detailed operational programmes and
ensuring that plans are carried out. In other words, long-term planning is determining what

company's long-term objectives are and how to achieve these objectives.
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AckofT R L. sees corporate planning as process that involve making and evaluating each of
a set of inter-related decisions before action is required, in a situation where it is believed that unless
action is taken a desired future state is not likely to occur, and that if appropriate action is taken the
likelihood of a favourable outcome can be increased.

Ackoff explains further that corporate planning is a continues process not an art, hence no
plan is ever final. It is always subject to revision somewhere or somchow.,

3.2.4.1 Importance and Use of Corporate Planning to an Accountant.

The need for corporate planning is so obvious and so great that it is hard for any one to be
against it. But it is even harder to make such planning useful. Planning is one of the most complex
and difficult intellectual activities in which man can engage. "not to do it well is not a sin but to
settle for doing it less than well is" (AckofT 1969 p.1)

The accountant need knowledge of corporate planning to enable him make contribution to an
area of management activity. Accountant's participation is very vital because all aspects of planning
have financial implications, technological development, acquisition of raw material and require
funds which must be planned in advance. It is therefore important that the accountant should know
how the planned programmes will affect the profits or financial condition of the organization.

325 STANDARD COSTING:

This technique could be described as an analytical type of budgetary control. Rather than
being concerned with the company as a whole, and with function and departments within the
company, standard costing is primarily concerned with the control of product costs. A standard is an
estimate of what should occur under assumed conditions of operations A formal set of standard can

be nothing more than a set of estimate about the relationship between various inputs and some
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activity measure. The actual results compared with standard provide a means of performance
evaluation. In other words, a standard is a predetermined figure based on experience and estimates
and takes into account materials, wages (labour), variable expenses and fixed expenses (overhead).
A standard may be varied in the course of history but this should not be done too regularly or else it
shall fail to be a yardstick for performance measure. Standard cost is a predetermined-calculation of
how much cost should be under specified working conditions. It is built up from an assessment of
the value of cost elements and correlates technical specifications and the quantification of materials,
labour and other costs to the  prices and/or wages rates expected to apply during the period in
which the standard cost is intended to be used. Its main purposes are to provide basis for control
through variance accounting, for the valuation of stock and work-in-progress and, in some cases, for
fixing selling prices.

Standard costing is an important control technique. It establishes predetermined estimates of
the cost of products or services, collect actual costs and output data and compares the actual results
with the predetermined estimates. The difference between standard and actual is known as a
variance.

The process by which the total variance of difference between standard and actual cost is
subdivided is known as variance analysis.

The definition used by the Institute of cost and Management Accountants states that standard
costing is the preparation and use of standard costs. their comparison with actual costs and the
analysis of variance to their causes and points of incidence. This definition highlights the similarity
with budgetary control, and indicates that standard costing is another example in the application of

the principle of management by Exception. The difference, i.e. variances, between what the
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product costs should be (standard) and what they are (actual) are analysed and where possible action
is taken to counter the recurrence of excess costs in the future.
The degree of this variance analysis will depend upon the particular circumstances but the

basic variance arise from the following variations.

1. Material price.

2. Material usage.

3. Labour rate.

4. Labour efficiency.

5. Fixed and variable overhead expenditure.

It must be stressed that the basic aim of calculating variances is not to explain them, but to
eliminate them. Sales variance analysis has not been discussed, mainly because of fixed-contract
price situation in the construction industry. However, it is contended that within budgetary control,
budgeted order book/sales levels when compared with the value of the actual contracts which
materialize will tend to measure the efficiency of the marketing function.”

One of the fundamental problems in the sphere of standard costing is the meeting of the
standard. The consensus of opinion indicates that the standard should be an attainable one. Such a
standard can therefore, be used not only as a basis for the selling price but also as a measurement of
performance. [n regard to the latter, such a standard represents a reasonable performance which will
have the desired motivational impact on employees.

Notwithstanding possible limitations, it is contended that standard costing can aid

management in the control of cost; also when based upon work study standards, it can be used to
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actually reduce existing costs. Both these aspects are very important in a competitive industry and
the application of such a technique should lead the way towards a definite improvement in the

efficiency of the company.

3.2.6 BUDGET AND BUDGETARY CONTROL:

3.2.6.1 A budget.

A budget ts a plan or target in the form of a quantitative statement for a specified time span.
It is a plan where the business hopes to be in future and how to get there. In other words, budgets
are financial or quantitative statements prepared and approved prior to a defined period of time ol
the policy in pursuit during that period for the purpose of obtaining given objectives. Budgets arc
therefore regarded as basically sets of standards indicatling the level of activity expected of cach
responsible person or decision unit and the amount of resources that could be consumed to achieve
that lcvel of activity.'* Budgeting is used to achieve control process in an organization.

3.2.6.1(a) Characteristics of a Budget:

There are three principal charactenstics of a budget.

L. It is a collection of forecasts.

2. It represents an attempt to organise and aggregate various individual forecasts into a
consistent overall expectation about the future period called the budget period.

3. It serves to mediate and to transmit sub-goals of various Managers in ways that
emphasize harmony of sub-goals with overall organizational goals.

Once the budget is evolved, the budget is an internal part of the planning and control eycle.

At the beginning of a period the budget serves as a plan or goal and does not affects operating
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decisions. At the end of the pertod the budget serves as a standard and 1t is therefore a yardstick for
evaluation of perlormance.

An effective budget system will assist in ;

(a) Providing top management with a summarized picture of the result o be expected from the
proposed plan of operations. This ease management choice between alternative plans and
determination of whether a particular plan is satisfactory.

(b) Secrving as a guide 1o executives and departmental heads responsib]é for individual segment of
the company's operation by clearly defining the responsibilitics and objectives of each
department.

(¢) Budget serve to measure performance since deviation reflects either the organization's failure to
achieve the planned standard of performance or its ability to belter them.

3.2.6.1(b) The Master Budget:

A budgetary planning and control system is made up of many individual budgets but these
budgets have to be integrated into a master budget. The master’ budget aggregate forecasts about all
activities of the firm into a project or proforma statement for the budget period and 2 balance sheet
as at the end of the budget period. The master budget provides a detailed plan for one financial year

and by its nature is participative.



3.2.6.2 Budgetary Control:

Budgetary control is essentially 2 management technique, rather than one of accounting,
This can be more fully appreciated if the defmition of the Institute of Cost and Management
Accountant is considered: this states that 'budgetary control is the establishment of budgets, relating
the responsibilities of executives to the requirements of a policy and the continuous comparison of
actual with budgeted results, either to secure by individual action the objective of policy, or to
provide a basis for its revision'."

As can be perceived, this definition endeavours to differentiate between a system of budgets
and budgetary control; the latter incorporates the important function of control together with often
associated technique of standard costing. Budgetary control applies the principle of
"Management by exception", i.e. management at all levels tend to concentrate on those items
{exceptions) which are out of alignment with the budget {or standard). The scheme of budgets,
within the frame work of budgetary control, usually covers a period of twelve months and evolves
from an assessment of sales for that particular period of time (cash budgets usually have to be
updated more frequently than every twelve months; cash flow is important in terms of high interest
rates and closer control and monitoring than is possible with an annual budget is therefore
necessary}.

The involvement of the various functional and departmental Managers in the preparation of
the integrated and comprehensive systems of budgets should help to create a certain esprit de corps,
a factor which is very often missing in industry; this should not necessarily conflict with the

necessity of engendering healthy departmental competition within the organization,
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Few individuals are ecstatic about any technique used by the boss to check their
performance. Ideally the budgeting procedure, i.e. the preparation of budget, should be formulated
S0 as to create an inter-relationship between the interests of the firm and those of each individual
Manager. Any system or technique should encourage Managers to act in harmony with the
objectives of higher management. Therefore, in using budgets as measures of performance, the
aspect of personal motivation must not be ignored.

3.2.,6.2 (a) The behavioural aspect of Budgetary Control:

The behavioural aspect of budgetary control is often overlooked. Too much effort and
emphasis is placed on budget preparation, implementation and performance target. Writers like
Chris Argyris see budgets as pressure device, rewarding and penalizing instruments and since they
are in respect of writing they are formal and concrete. He perceive budget as a “whipping posts".
Anthony Hopwood and others have observed that where the standard cost is at 2 minimum
acceptable level subordinate will not strive for higher level. Where sub-ordinate are not willing to
improve on their performance it may be due to lack of motivation and ability or skilt.”®

An understanding only of the technical aspects of the budgetary process s not sufficient for
the Management Accountant. The human, social, and organizational factor which are in involved at
all stages in budgeting arc of eritical importance and cannot be ignored. There has been considerable
tesearch into the behavioural aspects of budgeting but as with many other facets of human behaviour
the findings are complex, imperfectly understood and sometimes contradictory, so broad
generalisations are difficult to make. On one point there does seem to be agreement and that is that

budgeting is not considered by participants as a neutral, objcctive, purely technical process which is

a view adopted by many accountants.
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The human, subjective elements cannot be overemphasized-budgeting is not a mechanistic
technical procedure. lts success is totally dependent upon the goodwill and co-operation of the
participants. Without this, budgeting will become merely a paper exercise with no real impact on the
operation of the organization. The ideal budgeting system is one which encourages goal congruence,
develops motivation and avoids dysfunctional cffects. |
3.2.6.2(b) Standards and Budgets:

Budgets and Standards are concerned with sctting performance and cost level for control
purpose. They are similar in principles but ditfer in scope for standards are units concept whereas
budgets are concerned with total. Standards are however used as the basis for developing
meaningful budgets. Budgets are revised on a periodic basis, normally one year, whereas standards
are revised only when they are inappropriate or when there is a need to do so. Budget do not form

part of double entry book-keeping whereas standard(variance) do.

Whereas a budget relates to an entire activity or operation. a standard presents the same
information on a per-unit basis. Thus, a standard provides cost expectation per unit of activity and a
budget provides the cost expectation for the total activity. If the budget calls for materials cost of

N 10,000.00. The standard would express this as, sayN 2.00 per uwnit.



33 CONCLUSION:

In this chapter a literature review of some of the management accounting techniques focused
in this study was undertaken. These techniques included :- Absorption costing (sometimes known as
total absorption costing), Marginal costing, Break-even analysis, Long-term forecasting and
Planning, Standard costing and Budgetary control.

Timing, which is the main difference between Absorption and Marginal costing was
highlighted. In conclusion, no generalized, all embracing answer could be given as to which of the
two(absorption and marginal costing) techniques should be used. Having regards to all factors, the
accountant should make a judgment as to which technique is more appropriaie for the requirement
of a particular organization. The nature of work or situation in which any or all of the techniques
could be used was also highlighted in this chapter.

The merits and demerits/dangers of the use of various techniques in any particular situation

were also mentioned.
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CHAPTER FOUR

RESEARCH METHODOLOGY

4.1 QVERVIEW OF CHAPTER.

This is an empirical research attempting to cxamine the various issues relating to the use of
Management Accounting Techniques in Nigerian Construction Companies. Since it was intended to
be a sample survey, information necessary for the research work was gathered as follows:

A structured questionnaire(reproduced in appendix I) was administered to top executives of
60 selected Nigerian Construction Companies in order to gain an indication of the extent to which
the various Management Accounting Techniques are being used, improved and developed in the
Construction Industry.

In additton interviews were conducted with the construction companies’ executives, Senior
and middle management officials of the companies. The names of such executives of the enterprises
they represent will, however, not be disclosed in the analysis of data as it had been assured in the
guestionnatre that all information coliected will be treated in strict confidence.

The questionnaire was in two parts, part one covering questions on capital base of the
enterprise, its industry classification or trades and staff position. Part two required detailed
information about the use of management Acwmtiﬁg Techniques, skill of staff involved in the
preparation of Management Accounting information data and the frequency of the preparation of
such information. Respondents were asked to choose alternative that best suit their organization in

terms of applicability of the various technigues and their suggestions for improvement,

56



For those selected companies within reach, visits were made to them to get more insight into
their operations and problems. To those companies not accessible, letters were posted to their Chief
executives explaining the ohjectives of the research and attaching the questionnaire for their
response. 30% of the responding companies were also visited to verify the data supplied and seek
further clartfications.

It is hoped that this research will fill a gap in the literature that caters for accountants,
company secretaries, studenis who require an appreciation of Management accounting, similar
professional people who are engaged in giving a vital information service to Management and useful
to subsequent researchers who may be interested in fur’;her study.

42 SAMPLE SELECTION

It is impracticable to study the entire companies that make up the Construction Industry in
Nigeria. Because of that only a sample of the construction companies was chosen for the study. To
eliminate any possibility of a bias in the sampling procedure a random sample was chosen. A
sample is a limited number of elements selected from a population which is representative of that
population. The population from which the sample for this study was selected is the entire
construction comparties in Nigeria.

4.2.1 Criteria for sample selection.

A sample of Companies was selected from different parts of Nigeria, being careful not to
favour any casily accessible region or to ignore areas that may be some distance away. Therefore
every Nigerian Construction company had the same chance of being selected. As could be seen from

the above procedure, only one method of sampling was used. This method is called random
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sampling. Tt is believed that the best way to obtain a representative sample is to draw its members
from the population at random. So the main concem was to make sure the sample was random.
Other sampling methods available but were not used in this study are:
(a) Stratified random sampling.
(b)  Double sampling.
(c) Systematic sampling.
(d)  Cluster or area sampling.

43 METHODS OF DATA COLLECTION.

In this study most of the data were collected from secondary sources. Secondary in the sense
that these data were recorded by some people other than by the rescarcher directly. For example the
figures used were those supplied by various accountants in these test companies, Data from primary
sources are more reliable than those from secondary sources because of the distortion caused along
the communication line in secondary sources.

The main advantage of obtaining data from primary source is that the exact information
wanted is obtained. The researcher was not opportuned to witness the actual recording or participate
in recording these figures at the primary stages. Such secondary data may not give the exact kind of
information needed, and the data may not be in the most suitable form.

Out of the various methods of collecting data available, the following methods were used in

collecting data for this study.
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4.3.1 Questionnaire:
Questionnaire was used as device for getting answers to questions by using a form
which the respondents filled tn themselves, and were either mailed or presented to
respondents personally. There was one form of questionnaire.

4.3.1.1 Structured Questionnaire:

A structured (closed form) questionnaire was designed and administered to
executives of the various construction companies under study. This consisted of prepared
list of specific questions and choice of possible answers.

4.3.1.2 Questionnaire sent by mail:

Some copies of the questionnaire were posted to those companies not accessible to
the researcher, self-addressed envelopes were enclosed with the questionnaire tor the
correspondents' replies.

The mailed questionnaire were more in number than the personal contact
questionnaire. [t is believed that the questionnaire could reach many people in widely
scattered areas quickly at relatively low cost and cffort.

The advaniages of the mail questionnaire considered were firstly, it affords not only
wider geographical coverage than any other method, but it also reaches individuals who
were difficult to contact,

Secondly, because it does not call for a signature or other means of identification, this

method elicit more candid and more objective replics because of its greater impersonality.

5%



The major constraint of this method of data collection was the problem of non-returns,
Very few people replied the letters with the fitled questionnaire despite the follow-up letters
reminding them to fill and return the questionnaire.

Another problem was that many of the few that replied the letters did not answer most of
the questions. Further more, the validity of questionnaire data based on this method
depended on the abi]ity. and the willingness of the respondents to provide the information
requested.

4.3.1.3 Questionnaire used for direct contact:

A the same (closed form) guestionnaire was administered on executives (mostly
accountants and quantity surveyors) of the various construction companies under study. This
consisied of prepared list of specific questions and a choice of possible answers. This form
of questions helped to keep the questionnaire to a reasonable length and this encouraged
response and validity in terms of the representativeness of the returns.
For the purpose of this study, this method of data collection was the most
satisfactory. Most of the questions in the questionnaire were explained to the respondents at
the time of submission so that the respondents understood exactly what the questions
meant.
It is believed that the closed questionnaire with its alternatives would structure the concept under
study, minimizes the risk of misinterpretation, permits easier tabulation and interpretation, and make
for greater coverage and more systematic tabulation

However, the constraint experienced with this form of questionnaire was that the answers

did not reveal the respondents’ motives (why they answered as they did) and they did not yield
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information of sufficient scope or depth. Another constraint was that this form of questionnaire
did not enable the respondents to give more adequate presentation of their particular cases and did
not possess greater flexibility. Another problem encountered in this regard at time of submitting
questionnaire was that most respondents referred the reasercher to their head offices which are
mostly in Lagos. This problem was prominent in most companies being managed by foreign
personnel. Even then not all those companies that collected the questionnaire returned them.
Further more this form of questionnaire did not provide sufficient opportunity for
developing interest on the part of the respondents, nor did it allow them to develop the rapport
necessary to permit them to ask questions of a personal or embracing nature.
Other forms of questionnaire available but were not used in this study are:
a. - open form of questionnaire -
b. - pictorial form of questionnaire.

44 PERSONAL INTERVIEW

A focused interview was conducted. Respondents were asked to focus their
attention on the use of Management accounting techniques in their organization.

In other words the interviews were conversation carried out with the definite aim of
obtaining certain information about the application and.problems encountered in the use of
managenment accounting techniques in the construction indusiry. The interviews were designed
to gather valid information through the responses of the interviewee to a planned sequence of the
questions.

Before the interviews appropriate questions were prepared to serve as the basis for the

discussion, and during the interview the discussions were limited to the predetermined relevant
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issues. Respondents were allowed to express themselves freely and completely but along the
lines outlined in the questions.

This method of interview was very usefil in collecting personal information,
attitudes or beliefs and was particularly useful in probing for additional information where the
need arose. It was flexible and was applicable to different types of problems. For example if a
question was not clear to a respondents, it was rephrased.

The problem with this method was that some of the interviewee complained of lack of
time and authority to be interviewed while others kept on giving us appointments that they could
not honour even at the latter dates which they had earlier fixed,

Some exccutives in these companies did not believe in the purpose for which the study
was meant even after full identification and the submission of.a letter of introduction from the
University. |

In addition, this technique of data collection is time - consuming.

Other methods of data collection under this category which are available but not used for this

study are:
a. - Observation
b. - Telephone conversation
c. - Questionnaires to be filled in by administration
d. - Report based on observation or informal conversation

e. - Results of experiments by other researchers.



45 CONCLUSION:

In this chapter the research methodology has been explained. The area of coverage has
also been explained. The sample selection and the desire to eliminate any possibility of a bias in
the sampling procedure was also described.

The criteria for sample selection and methods of Data collection have been described.
Questionnaire and personal interviews which were the two methods used in collecting data for

this study were extensively described in this chapter.
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5.1

CHAPTER FIVE

DATA PRESENTATION, ANALYSIS AND FINDINGS.

OVERVIEW OF CHAPTER:

A detailed questionnaire was circulated on a national basis to accountants,
directors, Managers, and foremen associated with the construction industry, in order to
establish indications as to the actual use, improvement, and development of the
various management accounting techniques by these accountants in their individual
companies. As a further development of the questionnaire, several of the responsive
organizations were visited, and as a result a more detailed appraisal of their individual
situation was evolved.

The response (sce table 5.1) was encouraging considering the down turn

of the industry in recent years and its competitive nature of operation.



5

TABLE 5.1

Summary of replies to detailed questionnaire coverage

Number of questionnaire circulated = 60

Number of questionnaire received and analysed = 42

Percentage response (o questionnaire = 70
Questionnaire returned No | % response
(i) ___Questionnaire returned by post 7 1167

(11) _Questionnaire returned by hand in

addition to personal interview 10 | 16.67
(1i1) Questionnaire returned by hand but

q
r

r.
4
-

WithoTmt personal merview

Total 42 70

TRADES OF RESPONDENTS.

The construction industry is an extremely diverse one, including Building

Ingineering, Civil Engineering contracting, and other specialist trades.
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In this study about 19.05 percent of the test companies undertake only
building engineering works, 21.43 percent undertake only civil engincering works, and

about 59.52 percent undertake both civil and building construction works (see

table 5.2)
TABLE 5.2
Industry classification of respondent companies.
% of
Trade of Firm/Nature of activity. No. of respondents | respondents.
Building engineering only 8 19.05
Civil engineering only 9 21.43
Building and Civil engineering 25 59.52
Total 42 100.00

Source: Summary of replies to detailed questionnaire.



Table 5.3

Inflation and the construction Industry,

Question:- Do Management of your company relate the policies of your company
to the peculiar Nigerian inflationary trend in making its long-terms

forecasting and planning decisions?.

Options:- No. of % of
respondents, respondents.
Yes 27 64.0
No 15 36.0
Don’t know - -
42 oo

Source: Summary of replies to questionnaire.

TABLE 5.4

Reasons for frequent contract abandonment.

Question:- What do you think is responsible for the frequent abandonment of
construction works in Nigeria?.

No. of % of

Options:- respondents. respondents.
1. Due to lack of efficient cash management 15 357
2. Due to lack of forecast while bidding 11 26.2
3. Due to the practice of giving mobilization fees

before commencement of work by contractors

4 9.5

4, Due to (1) and (2) combined 8 19.0

Source: Summary of replics Lo questionnaire.
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5.3 DATA ANALVSIS, INTERPRETATION AND FINDINGS:

The questionnaire was designed to obtain a positive or negative indication as to the
potentiality of the various techniques. The replies in respect of each technique will now be
considered.

5.3.1 Absorption costing and Marginal costing:

About 64.29 percent of the respondents considered that absorption costing technique is
applicable in the construction industry. Qut of these only 54.76 percent
of them actually use the techniques in their various companies. About 80.9 percent of the
respondents indicated that marginal costing technique is applicable in the construction industry.
However, only 73.81 percent of them actually use the techniques in their various companies.
(see table 5.5).

5.3.1.1 Relevance and Possible Development of Marginal Costing Techniqgue within the

Construction Industry:

Marginal costing (which differentiates between fixed and variable costs)
may be said to operate when the price quoted for a tender is less than the estimated total cost of
the contract (excluding profit). This difference on any j)articular contract will be assessed by the
contractor, bearing in mind such factors as the need to keep in a market, the need to retain his
labor force, etc. It may be more profitable to vary the mark-up  according to the competition,
i.e. a variable mark-up, based upon the amount of competition expected will almost
invariably result in higher profits than a constant mark-up.

Sometimes, due to shortage of work in the industry, many contractors :buy it”,
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i.e. under-tendering in order to hold on to work gangs which had built up inthe  prosperous
years. Such usage and development of marginal costing is only advocated for the short term,
particularly in view of the fact that the total profit margin on all contracts over a period of years
must ultimately be related to the firm’s capital employed.

As may be appreciated, the wider implications of bidding strategy are outside the
scope of this study. However, in common with other competitive marketing situations it may be
stated that one way of determining the probability of winning with a given bid lies in the studying
of previous bidding data.

80.96 percent (see table 5.5.) of the respondents considered that marginal costing could be

applied in the following areas.

1. Tendering, particularly when work is short.
2. Presentation of information to lower jevels of management,
3. Site profitability, the “contribution” of each site to head office

fixed overhead costs can be calculated.
A small number, who were not convinced as to the practicability of applying marginal costing to
the construction industry, stressed the difficulty of analysing the marginal costs on-site and also
indicated that it is more realistic to trace many so-called fixed overhead costs to the site. This
latter point tends to be valid when a civil engineer is spending all his time on one or two
confracts of long duration. In regard to the former criticism, 1.e. difficulty in assessing marginal
cost, the tradition of casnal labour within  the industry may also tend to accentuate this

difficulty.
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TABLE 5.5

Use of Absorption and Marginal costing techniques by Respondents:

ABSORPTION MARGINAL
NO. OF NO, OF
RESPONDENTS. | RESPONDENTS.

Techniques considered applicable by

respondents. 27 34
Actual use of techniques by respondents 23 31
percentage consideration applicable 64.29 80.96

percentage of actual use by respondents.
54.76 73.81

Source: Summary of replies to questionnaire
Four (9.52 percent) respondents did not indicate whether these technigues are applicable in the
industry and whether these techniques are in actual use in their companies.
Nineteen (45.23 percent) respondents indicated that both absorption and marginal costing
techniques were being used in their various companies.
5.3.2 Break-even Analysis:
The graphical presentation of fixed and variable costs compared with
sales revenue may be modified by the consjruction industry. A chart (see figure 5.1) may be
created which indicates costs and revenues related to number of houses. The chart indicates the
number of structures to be built (and sold) before the company “breaks even™ (B on the chart).
Depending on the state of the market, once this break-even point is attained the
building contractor may prefer to become more selective in his bidding on new contracts for the

remainder of his financial vear.
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Figure 5.1 A construction company break-even chart

Revenue
and costs

M)

;’2 :Yl EY3

No of houses
Source: Developed by researcher
Any decrease in the number of houses to be built (from Y1 to Y2) will decrease the

margin of safety. Conversely any increase in the number of houses to be built (say Y1 to Y3) will

increase the margin of safety.
FPXY = Fixed cost
VPF = Variable (marginal costs)
XS = Sales revenue
PV. = Total cost line
B = Break-even point.
BPX = Lossarea

SBV

il

Profit area.



5.3.2.1 Contract Profitability:

Each contract may become the subject of a break-even chart whereon contract’s budgeted
costs and revenue can be plotted. Such graphical presentation will highlight in advance the
periods when capital will be required. The question of liquidity is very important due to the
nature of construction work,

Projects using alternative materials structures, with varying degrees of necessary
maintenance may be compared by a development of the break-even technique. Nearly two-third
of the respondents wete either undecided or doubtful about its possibilities. 54.76 percent of the
respondents indicated that the technique is applicable in the industry but only 19.05 indicated that
they use the technique in their companies. However, it was suggested that this technique could be
modified and applied to individual project where there is a possible interplay between fixed and
variable costs, €.g. plant ownership versus plant hire, or where alternative types of construction ar
feasible. For contract profitability, each contract may become the subject of a break-even chart
whercon the contract’s budgeted costs and revenue can be plotted. Such graphical presentation
will highlight in advance the period when capital will be required.

5.3.3 Long-term Forecasting and Planning:

Although there would seem to be less opportunity for the development of this technique in
the construction industry because of certain inherent factors, e.g. the possible discontinuance or
delay of long term government contracts, a facet should be considered within the context of long-
term forecasting and planning.

If long-term forecasts and plans (for say, three years) are to be a viable proposition for the

construction industry, it is imperative that more firms become marketing oriented in the sense that
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the marketing function brings the goods or services which a business wishes to sell to the
attention of the markets to which it wishes to sell. Market research (which concentrates on a
specific market) may also be undertaken, either by the individual business or, where it can be
done more effectively, by an agent. Examining records kept by the business and data published
by government departments, economic and business periodicals, and economic and research
organizations, will aid development of long-term forecasts and plans because such a study will
indicate both the market potential and the extent to which individual business is in a posttion to
take advantage of the changing environment in its particular sphere of the industry.

About 35.72 percent of the respondents indicated that long-term f{orecasting and planning
(for, say, five-year period) could be applied to the industry. However, only 9.52 percent out of
these indicated that they practice this technique in their companies. The fellowing points were
made to support this view. The technique could be useful in these situations:

1. In the long-term control of head office costs (including capital expenditure) of

the larger organization.
2. Where the policy of the organization is one of expansion which could possibly
necessitate the anticipation of increased funds, e.g. new capital issue.

3. Where the organization is involved in an industrialized building situation.

Although about less than one-half of the respondents commented upon the
impracticability of the technique, their expertence of the industry was reflected in various
statements related to the difficulty of accurately assessing long-term demand, the non-continuous
volume of work from clients, particularly the government, makes long-term forecasting and

planning so much guesswork. However, it could be argued that a forewarning of these
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fluctuations in work load, via the use of the long-term forecasts and plans could aid the marketing
function of the organization. It is also a fact that changing government policy can make quite a
marked contribution to market fluctuation in the construction industry, also, as most contracts
tend to be for less than two years, a five year base for forecasts and plans may prove o be
unrealistic.
5.3.4. Standard Costing:

It is sugpested that there is a great degree of scope for the development of this
technigue in the arcas of tendering and site control. It has been stated that it is possible to
develop a Bill of Quantities which gives separate standards in respect of labour, materials and
plant for each construction operation. This type of bill is prepared direct from the drawings for
the purpose of obtaining competitive tenders and it presents the required information in an
entirely new manner.

Operaticnal Bill is an entirely new form of tender document wherein the work
to be carried out is analysed into operations, processes, or stages of work; these become
the units for estimating (and later pricing) labour content. In addition, details are included of all
materials and plant necessary to complete each of the aforementioned packages of work.

In conclusion, as may be appreciated by the amount of deliberation upon standard
costing, there is ample scope for its development in the construction industry: however, further
discussion here is of necessity curtailed in order to maintain the element of perspective.

Nevertheless if those concerned use some of the techniques, the way will be open for the use of a



tender, based upon standard operation costs, which may be applied as an effective Management
tool to the most important area of site cost control:

Majority of the respondents appreciated that this technique could be used within certain
areas of the construction industry e.g. in repetitive situations. It could also be used as a means of
controlling site labour, particularly where the standards originated from a work study base.
Standard costing was also envisaged as a natural development of existing estimating activities of
the industry.

Approximately a third of the respondents considered the technique impracticable. The
cost of costing was mentioned in view of the accumulations of (possibly ineffective) data i.c.
standard operations costs, actual operations costs, and variances between standard and actual.

Use of Standard Costing Technique by Respondents:

No. of
respondent
]

Technique considered application by respondents | 23

Actual nse of technique by respondents nil
Percentage considered applicable 54.76%
nil.

Percentage of actual use by respondents

Source: Summary of replies to questionnaire
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5.3.5 BUGETARY CONTROL:

5.3.5.1 Head office costs:

These ‘Head Office costs e.g. rates of administration office block, higher
Management salartes, will tend to be fixed in character and will be the subject of

various departmental budget e.g. accounts department, marketing department,
(Although reflecting the policy of the business, departmental Managers should be
involved in the preparation of the budget which is related to their individual area of
responsibility; however, it will be necessary to stress the connection between one budget
and another in order to co-ordinate the efforts of Management).

It is suggested that such costs should be apportioned to the various contracts in
proportion to the budgeted duration of each contract expressed in labour and time.

5.3.5.2 Cash Control:

In the construction industry, the need for cash control is reflected by the
indication of actuarial use of budgetary control. However, the technique should be
developed to a higher degree in the small business, particularly when the extent to
which inefficient cash control contributes to the possibility/probably of bankruptey is
appreciated. It is imperative that a comprehensive yet simple budgeted cash flow
statement be introduced by the small contractor and used on a regular basis. By
anticipating cash shortages(s), the contractor may be able 1o obtain short term finance to
cover the critical period(s). Because of the risk element in the industry, it is also advisable
to allow for contingencies sometimes called a “tactical’ reserve,

Less than half of the Ircspondents considered that budgetary control is applicable in the

industry, the shorter time base being the obvious advantage; contracts gained can be quantified
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and form its basis, rather than the “guesswork™ which is required in the application of long-term
forecasting and planning.

Some respondents agreed that budgetary control could be applied as an *umbrella’ system
within the construction industry i.e. it should cover both head office and site costs. 1t was
suggested that the technique could be more realistically applied to the various contracts/projects
rather than, say, period of three months.

However, as each contract normally has to be completed within a time scale, the two
aspects would tend to be interrelated.

The other important aspect of budgetary control was also mentioned: the aspect of
co-ordination. It was suggested that a full commitment to the technique would

improve the co-ordination between the many and varied professionals in the industry

(i.e. the architects, consultants, engineers, quantity surveyors, estimators, and accountants)

TABLE 5.7 Use of budgetary control technique by respondents.

No. of
respondents.

Technique considered applicable by respondents- | 15

Actual use of technique by respondent 8

Percentage considered applicable 35.72%

Percentage of actual use by respondents 19.05%
Source: Summary of replies to questionnaire
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(1)

(2)

3)

FINDINGS:
The following findings emerged as a resuli of this study.
The consensus of opinion indicated that there is scope for the application of the various
management accounting techniques. However, many of the others would have to be
modified to suit the particular needs of the construction industry. This is true in any
industry in the sense that they have to be adapted to the needs of management in the
individual company within a particular tndustry.
On the whole 54.37 percent (see table 5.8 (a)) of the respondents indicated that the
techniques under study are applicable in the construction industry. However, on the whole
only 29.36 percent (see table 5.8 (b)) of the respondents in indicated that the techniques
were actually being used. Eleven (26.19 percent) considers additional techniques like
payback period, Net Present Value (NPV) and zero-based budgeting as also aplicable in
the construction industry. Seven (16.67 percent) respondents indicated that both
absorption costing, marginal costing, Break-cven analysis and budgetary Control
techniques were being used in their companies.

The difficulty is that in many cases, more¢ refined techniques cost more than the

benefits they bring. Also, it must be remembered that the construction industry is
by no means homogeneous and large difference exist between the techniques applicable.
e.g.; to a speculative house builder in contrast to a general coniracior.
Respondents were asked whether their management cousider the Nigerian peculiar

inflationary trend in making their long-term forecasting and planning policies. 64.0

percent (see table 5.3) of the respondents indicated that proper inflationary forecasts were
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being made in their various companies planning policies. 36 percent of them indicated that no
enough provisions for the peculiar Nigerian economic trend were being considered while
making their companies’ policy guidelines.

(4)  Respondents were also requested to give reasons for the frequent abandonment of
construction works by Nigerian construction companics. 33.7 percent (see table 5.4) of
them indicated that lack of sufficient funding and proper fund management was
responsible. 26,2 percent attributed the reason to lack of proper forecast of the Nigerian

inflationary trend before submission of tenders for contract jobs.
9.5 percent of the respondents indicated that the practice of giving mobilization fees to
contractors before the commencement of work was responsible. 19 percent of them
indicated that the combination of first and second reasons were responsible for the projects
abandonment in the industry.

(5)  Inthe course of personal interview, majority of the accountants and chief executives in the
construction companies remarked that poor monitoring and lack of proper projects
implementation were responsible for the frequent contract abandonment.

Corruption which results in over-invoicing to accommeodate bribes and dubious
manipulation by contractors were pointed out as some of the reasons.

(6) All the respondents indicated that many problems, amongst which were cost allocation,
organizational, communication and interual control hinders the proper use of the various

management accounting techniques in their various companics.



TABLE S8

Summary of replies to the applicability and actual use¢ of some

Management Accounting Techniques in the construction industry.

Question (a): Do you consider the following techniques applicable to the construction industry in
Nigeria?

Techniques Yes | % No % Undecided | % Total(%)
Absorption Costing 27 | 6429 11 ]26.19 4 9.52 100
Marginal costing 34 ] 80.96 4 1952 4 9.52 100
Break- even Analysis 23 15476 15 135.72 + 9.52 100
Long- term forecasting

and planning. 15 13572 23 15476 4 9.52 100
Standard costing 23 | 54.76 15 L3572 4 9.52 100
Budgetary control 15 |35.72 23 154.76 4 9.52 100
Total 137 | 54.37 91 | 36.11 24 9.52 100
Other(s), please specify 11 |[26.19 27 | 64.29 4 9.52
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Question(b): Which of the following Techniques do you use in your company?

Techniques Yes | % No | % Undecided | % Total(%
)
Absorption Costing 23 15476 |15 35.72 + 9.52 100
Marginal costing 31 (7381 |7 16.67 4 9.54 100
Break- even Analysis 8 11905 |30 71.43 4 9352 100
Long- term forecasting
and planning, 4 19.52 34 80.96 4 9.52 100
Standard costing 0 {0 38 {9048 4 9.52 100
Budgetary control 8 j19.05 {30 71.43 4 9.52 100
Total 74 12936 [154 (61.12 24 9.52 100
Other(s), please specifv 7 [ 16.67 |31 73.81 4 9.52
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3.5

CONCLUSION:

In this chapter the data obtained in the course of the research was presented and
analysed. Based on the data available the classification of respondent companies into
Building and Civil Engincering was made.

The possibility and actual use of the various management accounting Techniques
as indicated by the various respondent companies in the construction industry was

analysed in the various tables.

The gap between the possibility of use and the degree of actual use of the
techniques by the respondent companies was also presented. The findings which included
the scope of use of the various management accounting technique and the problems
militating against the progress of the construction industry in Nigeria was highlighted in

this chapter.



CHAPTER SIX

SUMMARY, CONCLUSION AND RECOMMENDATIONS

6.1 SUMMARY:

The construction industry is a wide, diverse, and control seem to be difficult and often in many

companies no attempt seem to have been made 10 use management accounting techniques.
If it is to stay in business, every firm must:

1. Ensure completion of work to the satisfaction of its client. (i.e. in accordance with the
agreed contract)

2. Maintain (and where possible improve) the desired profit on capital employed.

3. Have sufficient funds available in order to finance its various operations.

The introduction, maintenance, and where possible, development and modification of the various

techniques of management accounting can make vital contribution towards the attainment of

these goals.

The main objectives of the study was to find out whether construction companies in Nigeria apply
management accounting techmques in their decision making process and aim towards optimum
level of performance. Another objective was to examine the degree of use /usefulness of
management accounting techniques in Nigerian construction companies and to find out whether

some or all of these techniques are used by the companies covered by the study.
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It is hoped that this research will fill a gap in the literature that caters for accountants, company
secretaries and similar professional people who are engaged in giving a vital information service

to management.

The area of coverage for this study was arbitrarily selected. Specifically, the questionnaire was
randomly administered. The firms so randomly selected in the study represent different
construciion companies operating at different level of capitalization. No attempt was made to fix
a minimum share capital as a criterion for selecting a company for the study. There as also no
attempt to select only those compantes that were quoted on the Nigerian Stock Exchange because
that would have limited the scope of the study 100 much that the data collected would have not
been representative thereby rendering any conclusion based on such data meaningless. For
example, as at 28 June, 1991, out of the more than 838 construction companies in Niperia only 8

(eight) were quoted on the Nigerian Stock Exchange.

A survey of the trades of various companies in the construction industry indicated that
building engineering accounts for 36.75 percent of the total value of work done by the industry
while civil engineering works accounts for 60.08 percent. Other construction projects account for
3.17 percent. (see table 2.1).

This is an empirical research attempting to examine various issues relating to use of
Management accounting techniques in Nigerian construction companies. Since it was intended to
be a sample survey, information necessary for the research work was gathered as follows:

A structured questionnaire (reproduced in appendix 1 ) was administered on top

executives of 60 selected Nigerian construction companies in order to gain an indication of the
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extent to which the various management accounting techniques are being used, improved and
developed in the construction industry. In addition interviews were conducted with the
companies’ executives and senior and middle management officials of these companies.

Because it was impracticable to study the entire companies that make up the construction
industry in Nigeria, only a sample of the construction companies was chosen for the study. To
eliminate any possibility of a bias in the sampling procedure, a random sample was choscn. These
sampie of companies were selected from different parts of Nigeria, being careful not to favour any
casily accessiblc region or to ignore areas that may be some distance away. Therefore every

Nigerian Construction company had the same chance of being selected.

Two methods of collecting data for this study were used. They were (1) questionnaire and
(2 interview. Questionnaire was used as a device for getting answers to questions by using a form
which the respondents filled in themselves, and were either presented to them personally or

mailed to them.

Interview was another technique used for collecting information from people in face-to-face
contact. A focused type of interview was conducted. Respondents were asked to focus their
attention on the need, use and problems encountered in the application of Management accounting
techniques in their organization. Respondents were allowed to express themselves freely and

completely but along the lines outlined in the question.

The consensus of opinion indicated that there is scope for the application of the various
management accounting techniques. The only difficulty is that in many cases more refined

techniques cost more than the benefit they bring. Also it must bee remembered that the
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consiruction industry is by no means homogeneous and large differences exist between the

techniques applicable.

On the whole 54.37 percent (sce table 5.8 (2) ) of the respondents indicated that the techniques
under study are applicable tn the construction industry, but on the whale only 29.36 percent (see
table 5.8(b) ) of the respondent indicated that the techniques were actually being used. Eleven
(11) respondents considered additional techniques like pay-back period, Net present value (NPV)

and zero - base budgeting as also applicable in the industry.

6.2 CONCLUSION

It has been the wish of the researcher in undertaking this study to make some coniribution
(however limited) towards prompting all interested parties as 10 the relevance of the various
Management accounting techniques to the construction industry, and making them aware of the
fact that although their industry is very complex and diverse in character many of the techniques

may be modified successfully and applied to practical situations.

The industry has the reputation has the reputation of being reserved in regard to the
introduction of new techniques. Although this seems to be case in the smaller sized companies
this apparent lack of enthusiasm also applies to other industries, the construction industry is far
from being unique in this matter. Management accounting is most efficient at finding
management weaknesses and although it is intended to be damming criticism of management
accounting, the frequently heard* I am not going to change my business to suit my accounting

information” is probably the greatest tribute to its ability as a fault finder. However, it must not be
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overlooked that the kind of information generated as a result of management accounting may also
bring to the attention of management the efficient arca of activity.

The management structure which naturally evolves from the nature of contract work
seems to be appropriate and that efficiency of the industry depends upon, inter alia the quality of
relationships on-site, and between head office and each individual site,

The foreman is an extremely important individual in the management structure, being
essentially a fink between management and men; the “climate” of the site is largely determincd
by him and his personal relationships with his men

The site Managers and contract managers covered by the survey were satisfied with the
type and frequency of information received from the accountant but suggested that there was
room for improvement in the spcedier presentation of information.

Within the management structure of the individual construction company the majority of
the accountants acted as financial stewards rather than as linancial advisers, which fact tends to
reflect the historical bias which most accountant derive from the nature of their datly work. There
would seem to be an element of hesitancy on the part of accountants to become involved in the
wider implications of management, this is possibly because accountants by tradition and training
are conservative and cautious 1n their attitude.

Majority of the participating quantity surveyors interviewed were of the opinion that the
majority of the techniques could be applied in the construction industry; however, they added a
rider in to the effect that many would have to be modified to suit the particular needs of the

industry. Nevertheless the potential for development exist.

87



As to the actual use, some of the interviewee’s viewpoint indicate that the industry is in
two camps. On the one hand there seem to be contractors who take an objective view of cost --
reporting and financial controls and forecasts, and apply those techniques{modified when
necessary) which are likely to meet their needs. The remainder of the industry appears to work on
an extremely adhoc basis and accounts historically for completed contracts. This division is
dependent on the size of the companies concerned, ¢. g the larger contractor tends to use the
range of techniques associated with management accountancy. This viewpoint was substantiated
by the general indications of the survey, i.e. most of the technique are used in the industry but in
the casc of the smaller firms the of utilization is either limited or non-existent.

It would be wrong to assume that the various techniques of management accounting are
being applied to the same degree throughout the total population of companics in the construction
indusiry, but various case studies indicated that companies in the medium to large range are
applying and developing many of them to advantage. [n the case of large contractor, the full range
is in the use and there is also a degree of development in the casc of the medium - size contractor,
there is not the same degree of penetration. Very limited use of the techniques seem to be the case
in the small firm. The successful contractor, according to the indications of the survey, is using
most of the technique within a wider concept of good business management, and such utilization
has contributed toward the success of the company.

Therefore the consensus would seem to indicate that the techniques are being. used in the
industry in varying degrees as aids in more realistic decision- making and positive cost control.

Possible development of the techaique in the construction industry should be seen against

the economic background, e.g. constraints on the ready supply of capital have changed the
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emphasis to a growing realization that a company of the 90°s must consider liquidity to be as
important as profitability. This is even more pertinent to the construction industry and any
technique which aids cash control is to be considered a potential aid in the area of financial
control and management. All the techniques which have been considered can be developed and
modified for use in the industry to a greater or lesser extent, and it is also suggested that an
improvement in ‘information flow’ would be welcomed by the various levels of management. In
so far as individual techniques are concerned, development is suggested in the following areas,
inter alia:

Marginal Costing: The application of the contribution / marginal- costs factor to the
actual marginal (site) costs of a contract could obviate the need for actual physical (short-term)
interim valuation.

Break-even Analysis: Projects using alternative materials / structures with varying
degrees of nccessary maintenance may be compared by a development of this technique.

Long-term forecasting and planning: Although there would secem to be less opportunity

for this technique in the industry, it is imperative that more firms becomes marketing - orientated.



6.3 STUDY LIMITATION

The first experience of the limitation of this study was the lack of co-operation and
response from top financial executives of some of the construction companies, Most of the
respondent companies expressed that they were unwilling to respond quickly and adequate
because of the fear that their capital investment policies might be disclosed to their competitors.
This was despite the assurance that all information disclosed would be treated as confidential.

Efforts were made to verify the data supplied by those respondents whose questionnaires
were sent by post. Some of the information were based upon the replies which may not be the
whole truth. It is possible that the replies may be subject to many subjective influences on the part
of the respondent executives. Some of the questionnaires were returned blank or with very few
questions answered.

Most of the companies expressed apparent unwillingness to supply needed information,
especially companies whose executives were foreigners. The researcher was often mistaken for a
government tax agent collecting information to better assess the respondents.

Many of the companies tended to have a special liking for secrecy. In fact even in
government ministries were information that otherwise would be for public consumption were
consider secret. For example, in one of the States Ministry of Works & Housing visited, the
researcher was not allowed access to the number of construction companies registered, and their
classification according to trades and specialtics. This was despite the fact that an identity card

was given in addition to a letter of introduction from the university.
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The bureaucracy in government Ministries and parastatals that make it almost impossible
to obtain research information should be relaxed. Ministries should be staffed with well qualified
people who recongnise the need for the vital statistics required for a scholarly research.

6.4 RECOMMENDATIONS

It would seem from the earlier chapters that there is scope both for an increase in the
general use of management accounting techniques in the construction industry, and also for the
development , modification , and improvement of those which are in use at the present time.

It is suggested that any industry which may have to face rising costs and smaller profits, as
well as the threat of a cut in public sector contracts, has every reason to seek the savings which
the expert use of management accounting techniques can offer,

The following are some of the recommendations for the construction industry:

(1) It is suggested that every board of Directors(or board of management) should include one
member who fully appreciates the principles of management accounting and the associated
techniques. A less insular approach io the exchange of data is also important and whenever
possible main contractors should influence their subcontractors in the use of the appropriate
techniques.

(2) A comprehensive forecast of the inflationary trend of the National economy, particularly as it
applies to construction industry, should be made before submission of contract bids. Contractors
should be given adequate time for submission of tenders for efficient costing.

(3) There should be adequate funding and efficient fund management for projects. There should

be proper feasibility studies before projects are sited. Stitf penalties should be meted on
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contractors who fail to perform according to contract specifications i.e. thase who abandon the
projects.

(4) Governments(at all levels) should continue the implementation of inherited projects.
Governments should also appoint people of proven integrity to monitor implementation of
projects. Government should pay debts owed to construction companies immediately to reactivate
the construction industry.

(5) Higher Management should encourage a regular interface between the accounting staff and
site management (including foremen).Accountants should have access to site and should be urged
to visit those which are within their area of responsibility, Sound co-operation between financial
and technical people is essential.

(6) Both site Managers and foremen should be encouraged to feel involved in the financial
implications of contract work and a good feedback system is essential if they are to participate
fully in construction management

(7) Accounting information, if properly disseminated, can instill loyalty; the recipient is more
likely to understand and appreciate his contribution to the total effort, and the higher management
of the industry should realize that such a situation is vital in construction work which relies upon
a favourable site environment.

(8) Accounting is concerned with communication between human beings; it involves the
establishment and operation of information system ; it is therefore, imperative for the accountant
to review his lines of communication and improve them where possible. It may be argued that

because of the geographical barrier that exists between the accountant (situated at head office) and
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site management, the accounting information should be so presented in order to encourage
accurate interpretation and the promotion of prompt and correct management action.

It is therefore vital that all responsible parties should make a co-ordinated effort to
establish within the industry, information systems which will fulfill the real accounting needs of
construction management.

(9) It is a fact that the quality of management is fundamental to the growth of productivity and in
this process two of the Major factors are:

(a) The introduction of modern management techniques(often undertaken with the help of
management consultants) and;

(b) The systematic development of juntor and Middle Managers.

(10) Education in the techniques of management accounting should be included in this
development and the firms in the industry should consider utilizing the facilities offered by the
various professional iastitutes, University and the construction industry. In addition, each
individual firm should organise internal courses which will also have the added advantage of
bringing together different management disciplines.

(11) The status and significance of the site manager should be re-appraised and much more
attention should be given to his training and development. These managers are not simply
technicians for whora a craft and technical training alone is sufficient; they are men of whom
competence is required also as Managers and organisers.

(12) Another way in which the industry may encourage the development of management

accounting is through the employment of academic consultants, or alternatively through
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encouraging joint research between members of the firms staff and the staff of a nearby
University, Polytechnic or college of Technology.
{13) The industrial accountant should take every opportunity of ‘educating’ management, and the
practicing accountant should give his clients as much detail as is economically possible.
{(14) The construction industry should attempt to cvolve a self-perpetuating system of
management based upon the efficient utilization of scientific knowledge, in order to attract the
right calibre of accountant, it must provide a challenging opportunity within a profit - orientated
management team, for the image of the industey tends to militate against the recruitment of high-
calibre executives and managers.
{15) Every attempt must be made to encourage the accountant of the present(and of the future) to
take a more positive attitudes, to become more of an adviser to management than merely a
financial steward.
(16) Success, even survival, depends on the rigorous control of a firm’s cash position and the
most economical deployment of its staff. Every firm must know how much it can afford to spend
on any job if it is to profitable.
{17) Although it may be argued that the client has no responsibility in so far as the development
of management accounting is concerned, it may be possible for the client to influence
development techniques in the construction industry by:

a. Limiting invitation to tender to a realistic number of firms, thereby limiting the

completion of “unnecessary’ tenders.
b. Stipulating adherence to recognised accounting procedures associated with a

precedence diagram/critical-path schedule.
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c. Entering into negotiated contracts whenever possible in order to facilitate fuller

use of techniques and thereby improve efficiency and lower costs.

Where the accountant believes he has discovered something of significance he should
convey his conviction to management.

18.  Inaddition, the accountant working in the construction industry must become more
involved in the general management scene; he must realize that the successful application of
management accounting techniques requires the closet cooperation between himself and technical
management. As a construction company is basically so different from a manufacturing business,
he must take the trouble to gain the specialised knowledge of this peculiar industry.

Conversely, he should be ready to learn from the experience of accountants in other
industries and be less insular in his approach to his discipline.

[t should be the responsibility of the accountant.to exercise some ready means of effective
control over the various sub-contractors; this control may take the form of establishing standard
costs for certain repetitive types of work, Finally, the Nigertan Accountant must become more
business - minded and orientates his company towards a profit - geared policy. He should
endeavour to substantiate the belief that accounting training has a special and unique relevance for
decision making at the top management level and take his rightful place in the construction
management team. Because of the magnitude of the construction industry, any increase in
efficiency resulting from the increased utilization, development, and modification of the
techniques associated with management accounting should make a vital contribution to an

improvement in the economy of Nigeria.
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6.5 SUGGESTION FOR FURTHER RESEARCH:

Further research may be conducted to involve all companties that make up the construction
industry in Nigeria. Where it is not practicable to involve all construction companies in a survey
of this nature, effort should be made to classify the companies in the industry into three main
categories. This classification could be small size, medium size, and large size companies. A
representative sample from each of these categoties can then be taken and studied separately.

The result that would cmerge from these separate studies might assist in identifying which

of the categories have more (or less) problems in the industry.
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APPENDIX 1
POSTGRADUATE SCHOOL
AHMADU BELLO UNIVERSITY
ZARIA.

DACHL A. LADAJAU
RESPONDENTS QUESTIONNAIRE

Dear Respondent,

Below are questions relating to the use of management Accounting Techniques in
Nigerian Construction companies. You are expected to read carefully and then tick the answer(s)
that applies to your company.

This is not a test of intelligence, therefore no wrong or right answers. You should feel free
to indicate your opinion choice as best as you can. Your choices and feelings will be considered
confidential and will be used only for the purpose of the study. All questions are to be responded
to please. Your co- operation is highly solicited.

TERM OF REFERENCE,
Management Accounting Techniques are considered by the researcher as costing techniques that

aid Management (at all levels) in their planning, coatrol and decision making roles. The important
techniques associated with decisional and control process are total absorption costing, marginal
costing, standard costing, budgetary control, and Long- term forecasting and Planning.



& Professional qualification / degree / experience

{Please tick one).
(a) Chartered [:]
(b) Cost and /Management [:I
(c) Certified L]
(d) Experience E:l
(e) Any other(s) please specify :]
7. What is your role in the company?
(a) Financial controller I:]
(b) Financial adviser !—_—’
{c) Any other, please Specify ...
8. What is your level of Management decision making participation?
{(a) Lower Management decision
(b) Middle Management decision |:|
{(¢) Top Management decision ‘:j
(d)} Do not participate in decision making, l—_—l
PART TWO
In the execution of the contracts undertaken by your company
1. What are the contract priorities?
{a) Technical consideration (::I
(b) Financial implication . l:]
(c) Speed of execution !:]
(d) (b) and (c} are of equal importance I:‘
2. Do you have a separate Management Accouting section in your organization whose main

pre- occupation is on deciding what expenditure to incur or not? Yes [ Ino ]

3. How many of the staff in the management accounting section of your organization have
any formal training in accounting? (give it in the term of percentage) tick the appropriate box.

100% 75% 50% 25% 10% Nil
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4. To what extent is management accounting information used by your organization in its
decision making?

(a) Little I—_—I
(b) Much !:' | {d) None ]
{c) Very much j:]

Do you consider the following techniques applicable to the construction industry? (tick
only those you think are applicable to the industry).

(a) Absorption costing D
(b) Marginal costing
(c) Break- even analysis

]

(d) Long term Forecasting and planning
(say 5 years period)

(e) Budgetary control(say 1 year period)
(f) Standard costing

() Network analysis

(h) Any other(s) please specify. ]

ool BU

Which of the above technique do you use in your company

@ L () |

® L (® -

(c) ] (h) None of the above ]

(d) [ ] (i) Any combination please specify

€ D

Does the management Accounting technique you employ assist in the following matters?

(a) Planing and control of activities Yes [ No [ ]

() Fixing of tender prices Yes (] No [

{c) Making decisions Yes (1 No [ 1

(d) Reduction of costs Yes L[] No []

{(e) Non- Acceptance of unprofitable Yes D No L]
contracts.

(f) Motivating employees Yes L] No L[]

Does the company use the same technique(s) for every type of contract (e.g, long-term and
short term contract(s)? Yes [ No [ 1
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10,

1t

12.

13.

14

15.

Long-term forecasting and planning is said to symbolize the purposefulness of modern
management. Do management in your company make use of long-term forecasting and
planning (say 5 years and above) as a decision making technique?

Yes E:] No 1:] Don't know

Do management of your company relate the policies of the company to the Nigerian
National economic trends in making its Jong term forecasting and planning?

Yes [:' No D Don't know

What particalar accounting variables are of utmost significance in your contract decision
process?
{a) Turnover or sales (i.e. no. of contracts completed

and amount of money involved). L]
(b) Pretax profit
{c) After tax profit ]
(d) Return on invesiment ratio ]
(e) Retained earning C_]

() Other variables, please State ..........cccvvrcniiiicnnireiecee s s

How often do you prepared / receive accounting information for higher management?
(a) Daily ] {d) Quarterly

(b) Weekly

{c) Monthly ]

Are you satisfied with the present frequency of accounting infermation preparation

Yes ] No
If the answer to the above is No, please recommend a suitable frequently for preparation
of accounting information

......................................................................................................................................

How often do you prepare / receive accounting information for site management.
(a) Daily

(b) Weekly 1

{c} Monthly L}

Are you satisficd with the present frequency of accounting information preparation for

the site.
Yes D No D
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16.

17.

18.

19.

20.

21

22.

23.

If the answer above Is "No" please recommend a suitable frequency for preparation of
accounting information.

[s action taken promptly on the information received from the report stated in question
12 and 14 above? Yes [ No

Which of these levels of management receive reports?

(a) Head office only
{b) Site Management only 1]
(c) Foremen 1]

{d) Any other(s) please SPeCIfY ....cvvvevrmvimrrieererrvrreienernsssrenreesaasane

In connection with question No.12 do you consider the system followed as being
effective.
Yes ] No |:]

Preparation of budgets and standard for your organization is done by:
(a) A budget committee

(b) The organization executive(s) only ]
(c) On departmental and Sections basis L]
(d) Outside consultants ]

(e) Others, please SPecify ..ot renee e s eaens

Does your organization have a committee dealing with the approval of budgets,
operating statements and variances?

Yes [ No [

[n approving sectional / divisional / departmental budgets, in what order are these factors
ranked? (please indicate by putting 1st, 2nd, 3rd etc.)

(a) Attainment of sectional ohjectives ]

(b) Attainment of the whole organization's objectives ]
(¢} Other(s) please specify .....cccnun.....

Are variances compuled for separate
(a) Cost centers ]

(b) Departmental [ ]
(c} Other divistons, please specify ... cvivciveiicieeee s

The kind of problem(s) the company encounters in the areas dealing with management
accounting techniques are:

(a) Cost allocation problems L]
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24.

25.

26.

27,

(b) Attitudinal problems ]
(c) Organization problems (]
(d) communication problems ]

() Internal control practices problems ]
(F) Other major problems, please SPecify ......coocvcviiviiicnie e

What do you think is responsibie for the abandonment of construction works by Nigerian
construction companies?

(a) Due to the practice of giving mobilization 1
fees to the contractors

{b) Due to lack of efficient cash management L

(¢} Due to lack of consideration of the Nigerian ]

economic trends in contract bidding
(d) Other(s), please SPECIY .....cccvvvmmincriciccminsineseerieeens reesee st ranans

What do you think is responsible for the frequent revaluation of contract price in
Nigeria?

(a) Due to rising cost of building materials. 1
{b) Due to frequent demand for increase in wages 1
{c} (a) and (b) combined. 1
{d) Due to the fact that most of these contracts are ]

not handled by qualified engineers.

Do you agree with the suggestion that all construction works in Nigeria should only be
handled by construction companies who have gualified engineers in their employment?
Yes ] No

Do you suggest the inclusion of at least one qualified accountant in the top management
decision - making team of all construction firms in Nigeria?

Yes L[ Not necessary ]



NB:

COMMENTS ON THE RESEARCH STUDY AND THE QUESTIONNAIRE

This section is left for any advice the accountant or executives in related industry, may
wish to give.

Criticisms of the form of the questionnaire, its inadcquacies, ctc. will be welcomed.
Similarly, views on the practicability and impracticability of the various management
accounting techniques in the Nigerian construction industry will be of considerable

assistance.
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APPENDIX 11

Summary of people emploved by organizations covered bv the study.

Question; State the number of people presently employed by your company.

Response:
No. of people No. of Percentage of
employed respondents respondents.
I- 1000 23 54.76
1001- 2000 15 3572
2001- 3000 4 9.52
TOTAL 42 100.0

Source: Summary of replies to questionnaire.

There are more number of companies with less than 1000 people employed. For instance
54.76 percent of the test companies employed between 1- 1000 people. Only 9.52 percent
employed between 2001- 3000 people. That is to say there is a preponderance of small firms in

the construction industry.
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APPENDIX {11

Summary of gross asset sizes of Companigs covered by the study.

Question: What is the gross assets size (i.¢. capital employed in assets) of your company? Please

specify the amount.

Response;
Asset Size . No. of Percentage of
respondents | respondents,

N1 million- N3million 11 26.19
above N5m- N10miilion i1 26.19
N11 million- N50Omillion 4 9.52

NS5 Imillion- N100million 8 19.06
N10tmilliom- N500million 4 #.52
N501million- Nibillion 4 9.52
TOTAL 42 100.00

Source: Summary of replies to questionnaire.



APPENDIX_ 1V

Professional qualification/degrees of respondents personnels.

Question: What is your qualification?

Qualification No. of Percentage of
respondents | respondents,
Chartered Accountant 8 19.06
Cost and Management 4 9.52
Accountant
Certified Account 10 23.80
Degree/Higher National Diploma 4 9.52
No gualification (just experience) 4 .52
Others, please specify, (HDIMT,
ANIM, ACEA.) 8 19.06
No response . : 4 9.52
TOTAL 42 100.00

Source: Summary of replies to questionnaire.
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