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Introduction

MBA 883: Small Business Managementis a semest@se work of
two credit hours. It will be available to atudents taking the M.B.A
programme in the school of Business amtuman resources
management.

The course consists of 15 Units involvinghe entire facet of small
business management and small business planning.

The course guide tells you what the course MBA i8&8l about and the
materials that you require to make the readingessfal.

Other information contained in this course guiddudes Tutor marked
assignment questions.

Course Contents

The course contents consist of the WMdatuof Small business,
opportunities  analysis, the development diusiness plans and
management of small business.

Course Aims

The Aims of this course are to expose you to #rewledge of how to
establish, organize and operate a small buserdgssprise. It aims to
sharpen your skills in  such areas as definingnassi goals, assessing
market potentials, raising capital and managingnass operations.

Course Obijectives
By the end of the course you should be able to:

» Understand the nature of small business
 Evaluate business opportunities in your enviramme
* Describe business plans

 Explain the key points involved in small businepgrations
management.

Course Materials
Major components of the course are:

1. Course guide
2. Study units
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3. Text books
4. Assignment guide

Study Units
There are 15 Units of this course which shoulddrefally studied:

Unit 1 - The Nature of Small business

Unit 2 - Advantages and disadvantages of smalhegsi
Unit 3 - Introduction to Opportunities analysis
Unit 4 - Advanced Opportunities analysis

Unit 5 - Characteristics for success in small besin
Unit 6 - The technical plan

Unit 7 - The management plan

Unit 8 - The Marketing plan

Unit 9 - The Financial plan

Unit 10 - The Economic plan

Unit 11 - Managing manufacturing operations
Unit 12 - Managing service based operations
Unit 13 - Monitoring performance

Unit 14 - Accounting records for small business
Unit 15 - Sourcing capital for small business

The first five units are designed to give you timecessary background
knowledge required of a would-be-entreppeneor small business
manager. Units 6to 10 concentrate on the dpwatnt of a business

plan from technical analysis to economic analysis.

Units 11 to 14 focus attention on managing dpmra and monitoring
performance.

The last unit, 15 addresses the issue of howurreaapital for small
business.

Each study unit will take at least otwhours and it incluc
thiroductions, objectives, main content, exercisesagclusion, summary
and references. Others are the Tutor marked Assgts (TMA).

You are required to study the materialseatfland do the exercises
Some of the exercises will require that yotisitvsome small business
organizations to see things for yourself. Yousirengly advised to pay

such visits. You should also read thext books and othel
recommended references.
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Assignments/ Exercises

In each unit, you will find exercises which you arequired to do. The
exercises will enable you to understand better wbhathave learned.

Course Assessment

1. Tutor Marked Assignment (TMA)

In doing the Tutor marked assignments, you are@gddo apply what
you have learnt in the contents of the study urfiihe assignments are
expected to be turned in to your tutor for gradinbhey constitute 40%
of the total score.

2. Final Written Examination

At the end of the course, you will write the fiexamination. It will
attract the remaining 60%.

This makes the final score to be 100%.

Summary

The course MBA 883 (small business management)segigou to the
knowledge of how to establish, organize and afgera small business.

When you complete the course, you would hawenb armed with the
necessary skills to manage small businesses.

GUIDE
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MODULE 1

Unit 1 The Nature of Small Business

Unit 2 Advantages and Disadvantages of Small Bgsine
Unit 3 Introduction to Opportunities Analysis

Unit 4 Advanced Opportunities Analysis

UNIT 1 THE NATURE OF SMALL BUSINESS

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 The Nature of Small Business
3.1.1 Definition of Small Business
3.1.2 Identifying a Small Business
3.1.3 Types of Small Business
4.0 Conclusion
5.0 Summary
6.0 Tutor Marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

In this course (MBA 883), we will focus our attemtion the process of
establishing, organizing and running a small bussne But to enable us

proceed and properly guide our thoughts, ther¢heisirgent need for us

to understand what we mean by a small busine¥g¢e can do this by

identifying the characteristics a businessisimposses to qualify as a
small business.

2.0 OBJECTIVES

By the end of this unit, you should be able to:

 Explain the Nature of small business
* Define a small business
* Identify a small business in your environment.
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3.0 MAIN CONTENT

3.1 The Nature of Small Business

In the Nigerian economy and in all other ecoresnsmall businesses

litter the economic landscape, provide @wplent opportunities for
people and contribute significantly to economicalepment. In terms

of quantity, they are larger than big businesses.

Everywhere we go in our environment weee them. TF
distributive  trade, services and small alsc manufacturing. |
meldning Government can ignore their irgpawe because of th
nature and their importance in development planaimmanagement.

3.1.1 Definition of Small Business

Small business is not easy to define cabse the  definiti
porsemisial  problems. The problems ariseainly because of th
perceptions of those defining small business.ou Ymay use your own
gualitative judgement in an attempt to define a smdlusiness. TI
small urban based beer distributor who Issddeer in the evenings
obviously a small business operator. e Thsmall hair dress
kxieted in urban Lagos is also a small businesseran

A small business in America is not exactly the sasia small business
in Nigeria because the two nations are not atdhgesstages of growth.

Even within Nigeria, the definition of small busgsevaries between the
different industries. Members of different assaora of small business
also see small business from various angles whithheir purposes.

Because of the need to present an acceptabld dedaition of small
business, we shall define small businesag that is independently
owned and operated and is_not dominant in its Biéloperation.

You will quickly realize that the underlinedvords are very important
whenever we are defining small business.

They focus on the ownership, operations and tleelpe of influence in

the environment. In other words, small businedsasot dominate their
various industries.

3.1.2 Identifying A Small Business

Although we have succeeded in defining a smalliass, we need to go
a step further to provide a framework that will lelea us identify small
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businesses in our environment. We need tabksh the criteria that
distinguish a small business from a big business.
Some of the criteria are:

Initial Capital Outlay

Initial capital outlay refers to the financial resces that are required to

start up a business. If the initiatapital outlay required to sta
husiness is small then that fact alone niegd us to conclude that a
small business requires a small amount of moneyard. For example,

with at low as N3,000 (three thousand naira ordy)ewspaper vending

business can be started. Also, a road sk may require a total
initial financial outlay of about N7000 (sevitousand naira only) to

start. However, on the other hand, @& large sum of mone
BEp0,000,000 (Fifty million naira only) isreqed to starta particular
business, then that businessis nota smallnéssi Ratherit isa big

business.

A very important point you need to know in usindi@l capital outlay
criteria to distinguish a small business is thatéhs no specific amount
that constitutes the dividing line between a siipafliness and a big one.

For example ifa trader purchases a luxury busde in transportation
for the sum of N20, 000,000 (twenty millionnaaionly), one may be
tempted to think of the trader’s business agja business. But in the
real sense, a transporter who has only one inboyseration cannot be
said to be in big business.

On our part, we need to use our own judgemenktarfiamount which
divides a small business from a big one.

Number of Employees.

Another criterion that you can use in dgtishing between a small
business and a big business is the number of eegsayat the business

has. A business that has four (4) employeesobly is a small one.

Another business that has 3,000 employealsviously cannot be
described as a small one. Again we run into prolwéwhat number of

employees makes a business a small one. Theoesisact number and

this gives room for qualitative judgement. In gaest, early writers on

this topic saw a small business as one whosedtatfflstrength does not

exceed 50. Today, that number is rdonger acceptable as the
discussions on small business continues to change.
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Ownership Structure

Ownership structure is another criterion that lsamsed to distinguish

between a small business and a big one.

You know that ownership structure of besm can vary wide
Business can be owned by an individual and runswoieaproprietorship

basis.

Again, a business could be run asa partigerglwo or more people
combine to form a  partnership). At a chnu higher level,
basldedse run as a private limited liability conte with shareholders as
foundation owners.

And at a much higher level, a privatémited liability compar
canvert into a public limited liability company.

You will be able to see from our dission so far that
oantexiyrit does appear that small businesses bl owned largely by
individuals or a group of individuals. For exdmm small restaurant

can be owned by a man, his wife and children. Ty of ownership
structure makes it a small business.

Also two or three lawyers can team up to startradeactice. Again the
ownership structure makes it a small business.

Type of Technology Employed

Because of their size, small Dbusinessemploy relatively simple
technology that is easy to acquire. This is s@bse of the huge capital

outlays involved in the acquisition ofmodern technology. Sm
businesses cannot afford to employ complex andydesthnology due

to this capital constraint that we have alreadytioaed.

Consider for example a small cottage palmwiill locatedin a rural
area in Nigeria. The oil mill will consist of a athdrum used as boiler

and a manually operated screw press that estradiog oil from the oil
palm. Production will be slow and difficult foretrural workers in the

mill.

But if you compare the smallrural based palm wiill with a modern

palm oil mill like Ada Palm oil mill at Ohaji in Imo State, y
vefllize a lot of differences. The Ada Paim mill is automated and
employs modern technology in extracting palm oil.
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A Practical Business Idea for Class Discussion

Investing In an Exercise Book Making Plant

Exercise books are found in all homed aralso in many offices in
Nigeria. Students in Nursery, Primary, SecondatyoBls, Polytechnics

and Universities all use exercise books. ilabée data suggests that
there are about 23 million students in the Nigeaduacational system in

1998 and this is expectedto grow with timelf we add demand for
exercise books coming from organizations and pubiistitutions, it is

estimated that annual exercise book demand in Midjes in the region

of about 1.5  Dbilllon pieces. Supply f oexercise books used
deminated by “Apex” and “Onward” but entrynto this business by

local investors has broken the monopoly of “Apert dOnward”.

Technical Information

The plant highlighted in this write up i@ small scale exercise book
plant that can be located anywhere in Nigeaiad for which minimal
space is required. @ Working on a singlgft shof 8 hours per day, an
output of 4,000 exercise books is assured. Workm§g shifts per day,

total daily output is 12,000 pieces of varioues| 2A, 40 leaves, 60

leaves, 80 leaves, Higher education etc. Howelresrwrite up assumes

2 shifts of 8 hours each daily and 300 workingsdagr annum, Core

equipment required include High speed ctate motor driven ruling

machines, guillotine, Long arm staplergogging trays etc. All
equipments are available locally (local and inpdimodels). The key
raw materials — bond paper (17 x 27) is available algc and

abundant quantities.

The production process is relatively simplefhe back cover of the
exercise book is made using plates. The insid¢he exercise book is

bond paper which is ruled according to the exerbmok to be made.

After ruling, the papers are counted, folded artdrstd.

Trimming is done by the guillotine after which pagkng for the market
Is arranged.

SELF ASSESSMENT EXERCISE 1

Using your immediate environment as a guide, iNg $mall businesses
that can be started with a capital of NZWO, 00 (Twenty thousand
naira only).
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3.1.3 Types of Small Business

So far we have succeeded in defining small busiaedslso looked at
the criteria that distinguish them from big bussesNe will go further
to examine the types of small business.

By business types in this context, we mean tharious groupings in
the economy. This grouping is based on their dietss

Trading and Commerce Enterprises

Trading is one of the commonest business activitidtigeria today. A

trader buys goods from A and sellsthe sagmwds to B at a mu
higher price. The difference between the purcpaise and the selling

price constitutes the profit of the trader. If you look roan
gaumironment you will see small businesses selliaqs like:

* bread

e recharge cards
* soft drinks
 sachet water

The trading and commerce group of small busipessibly constitute
over 80% of the total number of small business.

Service enterprises

Service enterprises constitute another group ofl $msiness operators.

Service enterprises do not necessarilyll sgoods to people or
organizations. Rather they provide services. yTrevide the services

that are needed by members of the larger community.

Examples of service enterprises include:

* barber shops

* shoe shiners

* shoe repair shops

* hair dressing salons

* dentist shops

* a dancing theatre

 a nursery and primary school

» a HIV counseling centre

 an automobile car service workshop
* a photographer shop.
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A major reason why there are many service basedmiges in Nigeria

is the nature of services that they provide. é&@mple a hair dresser

may not be able to dress more than 12 hairs a diayhe circumstances

when there are more than 12 hairs to dress, a agwitesser may open

shop inthe same environment to take adventafj growing demand.
Also a medical clinic may have the highagnber of patientsit can
handle ina day. Ifthe numberof patients reggy medical attention
increases, it is an indication that a new mediltaiccshould open in the

same area.

Small Manufacturing Enterprises

Small manufacturing enterprises are another majdimaportant group

in the Nigerian economic landscape. yTheengage in basic
manufacturing activities that do not involvemplex technologies or
huge capital outlays.

Examples of small manufacturing enterprises include

 sachet water manufacturing enterprises
* bread baking enterprises

e laundry soap making enterprises

* nylon blowing enterprises

* exercise book making enterprises

SELF ASSESSMENT EXERCISE 2

In discussing the types of small business, we ifletithree main types
of small business enterprises. List the threesypiesmall business.

4.0 CONCLUSION
This unit treats the nature of small business.

It examines the working definition of small usss. It also discusses

the criteria of distinguishing small bussses from big ones. This
includes capital outlay, number of employees, osimerstructure and

types of technologies employed.

5.0 SUMMARY

We have gone through the nature of small businesshas has enabled

us understand them. Also we are now e atd identify them in our
various environments. In  our next unitve shall be discussing the

advantages and disadvantages of small business.
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6.0 TUTOR MARKED ASSIGNMENTS

In identifying a small business, we discussed twiteria to distinguish
a small business from a big business.

List the four criteria.

7.0 REFERENCES/FURTHER READINGS

Leon Ikpe (1999): A guide to Small Business Iitwests. Impressed
Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES

Using the immediate environment as a guitlee five businesses that
can be started with a capital of N20,000 are:

» A newspaper vending business

* A bread distribution business

* A recharge card selling point

» A yam selling shop

* A pure water distribution business

The three types of small business are:

 Trading and Commerce enterprises
* Service enterprises e.g. barber shop
* Small manufacturing enterprises e.g. bread badimgrprises.
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UNIT 2 ADVANTAGES AND DISADVANTAGES OF
SMALL BUSINESS

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Advantages and disadvantages of Small Business
3.1.1 Low Start-up Capital
3.1.2 Ease of Entry and Exit
3.1.3 Operational Flexibility
3.2 Disadvantages of Small Business
3.2.1 Lack of Capital
3.2.2 Lack of Adequate Technology
3.2.3 Lack of Managerial Skills
3.2.4 Vulnerability to Economic Changes
3.3 Why People Engage in Small Business
3.3.1 The Need for Independence
3.3.2 Job Security
3.3.3 Family Employment and Community Service
3.3.4 Challenge
4.0 Conclusion
5.0 Summary
6.0 Tutor Marked Assignment
7.0 References/Further Readings

1.0 INTRODUCTION

In the last unit (Unit 1), we discussed the natfremall business. That

helped us to be able to identify a small busineggir environment. In

this unit, we will go further to look at the advages and disadvantages

of small business. Small businesses operatédheingame markets with

larger businesses but they have thewn ounique features and
characteristics. They may have operatimglvantages that are not
available to other bigger firms. Likewise, theyynieave disadvantages

that militate against them in the macro environmemhese advantages

and disadvantages are the focus of this unit.

2.0 OBJECTIVES

By the end of this Unit, you should be able to:

 Explain the advantages and disadvantages of dugithess
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3.0 MAIN CONTENT

3.1 Advantages and disadvantages of small business

Because of their unique features, smaddlusinesses have some
advantages inthe macro environment in whitley operate. We are
now going to list and discuss some of these adgasta

3.1.1 Low Start-up Capital

One major advantage which a small business hhati# requires low

start up capital.  With a very small sum of moreegmall business can

be established. For example, with a rlyffaiused motorcycle costi
N30,000 (thirty thousand naira only) aentrepreneur can go |
transport business and if properly managed tins gaow into a fairly

big business.

Also with capital as low as N2,000wdt thousand naira or
Bousewife can purchase 50 bags of sachet watestarich sachet water
distribution business.

If you take a good look around you, youllwiiscover that there a
many hawkers along the streets hawking variousstgpgoods.

Some of the goods hawked include the following:

* gala

» soft drinks — coca cola, sprite etc.
* bread

e recharge cards — mtn, celtel etc.
» Sachet and bottle water.

If you compute the total capital of the various kavs, you will quickly
realize that it is on the very low side.

3.1.2 Ease of Entry and Exit

Because of the low-start up capital involved, iteésy easy to establish a

small business. This feature makesit veattractive for even senior
secondary school leavers to start their own buseses For example, to

start a telephone business call centre, all th@gsired are:

* 1 mobile phone
* 1 umbrella

* 1 plastic table

» 1 plastic chair
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Closely related to this ease of entrpadvantage is the ease

aglitantage. Because of the Ilow capitavolved, owners of small
businesses find it very easy to exit nfroan industry to which they
belong.

You must have realized that this easd entry and exit advantages
available to small business is mainly becauseef thw start-up costs.
Large corporations like Nigerian Breweries PLC aatrafford to easily
exit from the brewing business because of theivyedatial investment.

3.1.3 Operational Flexibility

Because of their small nature, small businessjey e the advantage of
operational flexibility. In a small buss® decision-making may be
vested in the sole proprietor who acts quicklg athout any form of
bureaucracy. The sole proprietor does not needrisult any superior

officer before taking a decision. This type of @i®nal flexibility may

not be enjoyed by a large corporate bode | First Bank of Nigeria
PLC.

In a big corporate organization like First Bank\afjeria PLC, decision

making is likely to be clumsy because of the compbegan gram of the

bank. You are aware that in a big business orgéion, before a core

decision is taken, there may be series of mee#ihsth divisional and

regional levels. At times, decisions mageed to get the Board of
Directors approval before they are taken.

To drive home our point of operational flexibilitet us consider a bank
customer who applies for a bank loan of N10,000(@&9 million naira
only) from his local bank at Aba. The average sieaito lend or not to
lend to the customer will be taken after the follogvgroups have taken
a decision.

1. Branch Analyst

2. Branch Manager

3. Head office credit unit

4. Management credit committee
5. Board credit committee.

3.2 Disadvantages Of Small Business

We have seenthat as aresult of their sizenahde small businesses

have some advantages over large businesses. ikhegsy to establish

especially as they require very low i@p When they encounter
difficulties in their operating environment, thegasily exit the industry

leaving the large businesses to suffer. Howeve should recognize
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that they also have some inherent disadvantages.shall now discuss
some of these disadvantages.

3.2.1 Lack of Capital

From what we see in the macro environment, aofletmall businesses
continue to remain small even where opportuniteeskpansion exist.

When asked why they are unable to aedp and grow, a
efitrepreneurs point to lack of capital as theiranpjoblem.  And of

course you know that this is true. Most modergdasusinesses require

huge investments in capital equipments, technodogi/working capital

which many small businesses cannot afford.

3.2.2 Lack of Adequate Technology

The world has become a small global village wittssrborder flow of
information and technology between nationsEach day advances in
science and technology flood the market place ngaéxisting products

and processes to become obsolete. This situdtioongtant change in
science and technology affects both small and bainesses alike. But

you will easily picture that small business entisgs are more exposed

to vulnerability due to changes in technologyBecause of their sheer
small size and lack of adequate capital, smalhess cannot afford to
embrace new technology. This lack of adequatehnt@ogy is a major

set back or disadvantage inherent in small business

3.2.3 Lack of Managerial Skills

A big corporation like a multinational may havelarge structure with
continental  divisions, regional units andnational operating ur
alanaged by experienced managers with ngtrobusiness school
exposures. A large corporation like Nigerian BraegPLC will have a

large pool of highly experienced managers — &g technologists,
chemical engineers, microbiologists, foodciestists, accountants etc
But you know that this may not be the case witimalsbusiness which

may not have any experienced manager in rtenagement team. A
small business may have no graduate in its managesam.

The size of most small businesses and lack ofalapiy explain their

inability to hire and retain experienced manager$is may translate to

lack of managerial skills in  most small business set u
Mbviousyypou can edy see for yourself that lack of mageri
skifistitutes a source of major disadvantage to dmalhesses.
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A Practical Business Idea for Class Discussion
Investing In an Envelope Making Plant

Envelopes need no introduction. Everyay,d across the Nation,
envelopes are used to dispatch both local anchimtienal mails. The

use of envelopes cuts across all segments obthetg. Think of the

volumes used daily by banks, insurano®mpanies, manufacturing
concerns, the Army, Police, Navy, public andvaie schools, courier
companies etc. The list is endless. It is eg@ohéhat current annual

demand for envelopes in Nigeria is in excess dflidib units in various

sizes, shapes and qualities. It is noted thaether different qualities of

envelopes in the market and these dsrgeted at different user
segments.

Technical Information

The plant highlighted in thiswrite up is small scale plant that can
easily be located anywhere in Nigeriances it does not require any
electricity.

Working on a single shift of 8 hours per day andga staff strength of

5, the plant can produce 5,000 pieces afious types of envelopes.
Working on 3 shifts of 8 hours each per day, tatalual production is

estimated at 5,475,000 pieces of envelopeslowever, this write up
assumes 2 shifts of 8 hours each per day and 3@ngalays per year.

The core equipment required for the jgmto are envelope making
machine, specification moulds, catch trays anddstgnMaxwells repair

guillotine (manual). The production process iatieely simple. Paper

of required grammage isloaded unto the machinThe specification
mould is then clamped onto the machine. Manualdraulic action on

the machine ejectsthe envelopes unto the tia@gh. Gums (specific)

are now used to complete the process and teelapes acquire their
finished shapes.

All  the equipment and raw materials foenvelopes manufacture are
available locally. To drive down operating costss advisable for the

project promoter to integrate backwards into wfacture of gum and

office glue.

3.2.4 Vulnerability to Economic Changes

In business, change is inevitable and occurngfvequently. Bird flu
disease affected the poultry Industry in NMeeadversely in the year
2006 and wiped out a very large number of birdwast poultry farms.

Big farms were able to manage the crisis whilestnall farms that had
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no access to medical technology ended up losingeil birds to Bird

flu disease. In such cases, you will realize gdkdt a small business is

more vulnerable to economic changes than big bssase  When there

are downturns in the economy,the first amdhjor casualties are the
small businesses. They are the first tgib to experience financial
difficulties and their low capital baseobviously cannot abs
hpgeating losses arising from adverse economicngdm  On the other

hand, big corporations have the capacity to absoomomic shocks due

to their strong capital base. They also have mapeed managers who

are able to manage change.

SELF ASSESSMENT EXERCISE

List three advantagesthat small business agions have over big
businesses.

3.3 Why People Engage In Small Business

We have discussed small business. We loakethe advantages and
also the disadvantages. We will now loolat the reasons
bomifless. In other words, we want to know why peaptually go into

small business.

3.3.1 The Need for Independence

A major reason why people want to go into smailsibess is that they

wantto be independent. They want to be cimrge of affairs. They
want to be the boss. They want to etalusiness risks and .
besponsible for them. You are aware that in ttieil service, there are

lots of rules and regulations government imposealloemployees in

addition to the bureaucracy that tends to dengl@yees the power to

take initiatives. Given this type of scenaridgteof people may opt to

leave the service and establish their own business.

3.3.2 Job Security

In the private and public sectors of the econong/hear such words as
right-sizing, down-sizing, retrenchment, re-orgatian. No matter how

the words are used, they all point in the satheection — staff strength
reduction. Because of the way and mean most dowmsizing
gegried out, it has generated fears in the mimmdsnany employees in

both the private and public sectors of the econonifie feeling of job

insecurity hasled a lot of employeesinto kimg of setting up their

own businesses so as to gain job securitffou will recall that some
organsations / sectors that have been subjecjet tosses are:
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* Nigerian Railway Corporation
* Nitel

» The Maritime Industry

» The Banking Industry

3.3.3 Family Employment and Community Service

There exist a lot of reasons why people set upldmainesses. One of
the such reasons is the need to create employwremeimbers of one’s
family and also to employ other members of the comiy.

This aspect is called the community service aspiesmall business.

In choosing the business to establish, the wbaléntrepreneur might
prefer businesses that are more labaotensive rather than capital
intensive. The main reason behind this is to eynplore people.

3.3.4 Challenge

When you look around you in yourimmediatavienment, you can
easily distinguish three types of people namely:

» Those that see challenges
» Those that hate challenges
» Those that take up challenges

In most situations, it is those that take uapallenges that usually have
the keen desire to set up business. A major reekgrnmany people go

to business school today is that they want to aedbe tools to be able

to take up business challenges in their environmeihitis important for

you to recognize that business requires a lot ofagge and challenges.

So some people start their own business just todstrate that they are
able to face challenges.

4.0 CONCLUSION

This unit treats the advantages and disadvantdgasail business. It
also looks at the reasons why people go into dmaihess.

5.0 SUMMARY

In this unit, we have discussed the advantafesall business. We
also discussed the disadvantages. Then wesdisduhe key reasons
why people set upsmall business. Inourt narit, we shall discuss
Introduction to Opportunities Analysis.
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6.0 TUTOR MARKED ASSIGNMENTS

1. List the advantages of Small businesses.
2. List also the disadvantages of Small businesses.

7.0 REFERENCES/FURTHER READINGS

Leon lkpe (1999): A guide to Small Business Itnesnts.
Impressed Publishers Lagos.

ANSWERS T O SE LF ASSESSMENT EXERCISES

The three advantagesthat small business aa@@ms have over big
businesses are:

» They require low start-up capital
» They have ease of entry and exit
» They enjoy operational flexibility.
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1.0 INTRODUCTION

In the last unit (Unit 2), we discussed the advgedaand disadvantages

of small business. We also looked a&hy people set up small
businesses. In this unit, we will discuss oppatiem analysis which is

a vital aspect of our study.

Opportunities  analysis provides us with general framework for
identification and analysis of small business opputies.

2.0 OBJECTIVES

By the end of this unit, you should be able to:

* Discuss the concept of opportunities analysis.
3.0 MAIN CONTENT

3.1 Introduction to Opportunities Analysis

The most important task facing the small scalén®ss entrepreneur is

that of identifying business opportunities in tHarger macroeconomic
environment. You will realize that thesconomic landscape s
dominated by such large multinationals likdohn Holt Plc, Nigerian
Breweries Plc etc. Given their sheesize and presence, the
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multinationals control the market and dictaiee operating standards.
Given this scenario, how should the small busieassepreneur analyse
the opportunities available?.

Opportunities analysis comes in very Iyandiere.  Opportunities
analysis is the binocular through which the totadibess environment is

viewed. Itrevealsthe structure of industncliiding competition and
dynamics), isolates the key players. p@funities analysis is t
intellectual tool with which the entrepreneuooks at the environment
with a view to identifying business opportunities.

Ordinarily in the economic landscape, eamthnding competition
involves looking at the following:

* the action of manufacturers.
» the action of suppliers

» the action of employees

e Inter-firm rivalry.

Given the nature and structure of competitiothemneconomy, the key
guestions to be asked by would-be entrepreneurs are

1. Given the competition, what are theodpicts and services that
could select to provide and why?

2. What is the current level of demantbr the chosen prod

or service?

3. What is the supply situation for the producservice?

4. Are there barriers to entry?

5. What is the industry likely to look like in tiiext 2 or 3 years?

Let us now discuss some basic trends that walsaas in conducting
opportunities analysis.

3.1.1 Demographic Trends

In conducting opportunities analysis, the first artant starting point is

to consider the entire population. Underditagn the total size of the
population is crucial. Also various componentag@opulation needs to

be critically examined when attempting toconduct opportunities
analysis.

But apart from the total size of the populatidng temographic trends
need to be examined. When studying a populatienfdlowing needs
to be properly studied and analysed:
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Age Distribution of the Population

The age distribution of a population is veryucial because it breaks
down the population into the various age groupss, lik

AGE POPULATION
0 - 5years 3,000,000
6-10" 1,500,000
11-16"“ 2,000,000
17 -25* 1,200,000
26 -40" 3,000,000
41 and above 4,000,000
Total 14,700,000

Figure 3.1 Age distribution of a state pplation in Nigeria —
(imaginary figures).

The importance of age distribution of a populai®that it gives us an
insight into what is likely to be the demand forigas goods or services
that an age group needs.

For example, an entrepreneur intending to gao tim manufacture of
baby napkins needs to know in advance the sizdisaoharket. He or
she needs to know that the number of people betiheeages of 0 to 5
years is 3,000,000.

The Size of the Wrking Population
Of course, we know that not all members of a pdmriaare gainfully

employed. For example, people in the age bracked @re not usually
employed but rather they depend on the working |adion. In real life,

the working population is found in thel7 and above bracket. The
importance of estimating the size of the kimy population is that it
enables us to measure purchasing povedr a population. In  our

situation — Nigeria, the work force is divided irtteo namely:

* Public sector employees
* Private sector employees.
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The total of these two groups constitutes the twotakforce. The size
of the workforce and their income gives us the pasing power of the
workforce.

The Birth Rate and the Death Rate

The birth rate affects the total size of the popoite  The death rate also

affects the total population size. Hoere if the birth re
pbputation exceeds the death rate, then the populaill increase. But

if the death rate exceeds the birth rate, thea ptpulation is likely to

decrease.  The would-be entrepreneur needatwmv the trend of the
birth and death rate of the population he or shetésested in.

The Sex Distribution of a Population

The total size of a population is not all. The sex distribution
trapulation is also important. The wouwld be entrepreneur needs
know the number of males and females an given populatic
Epample an  entrepreneur going into the ufecture of  he
relaglsrto first know the number of females in a fadn under study.

Like wise, a would-be manufacturer of after shameeds to know the
number of males in a population under study.

Mobility Trends

It is alsovery important for would be ent@meurs to understand the
mobility trends of a population. You are awateat currently there is
the problem of rural — urban drift.

A lot of people in the rural areas usuallyiftdnto the urban areas in
search of employment and other facilities not @ in the rural areas.

Ethnic and Religious Structure of A Population

The ethnic and religious structure of a populaisovery important. For

example in the Nigerian setting, a wid¢ entrepreneur ne
twitically study the ethnic structure to know foaenple the number of
Yorubas or Hausas. Each ethnic group has itsignideatures and also

the type of goods thatthe ethnic group pweba The dressing ofa
Yoruba lady differs significantly from that of a tsa Lady.

Entrepreneurs should understand these dritiespects as they devise
their plans on what to produce.
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We will also note that apart from ethnicit religion is also &
ireportant factor when studying opportunities inesvironment.

Christians have their way of life and this diffémsm the ways of life of
Muslims. Christians even have the type of gobdy purchase or will
not purchase. The same goes for Muslims.

3.1.2 Economic Trends

When trying to search for opportunities in the cma environment, the

would-be entrepreneur needs to understaeconomic trends in the
economy. Economic trends will be seen from therplay of fiscal and

monetary policies. Very critical to our analysis ¢e following:

» Gross domestic product (GDP) growth rate

 The rate of inflation and its effect on prices.

» Movements of interest rate and its impact onefrel of investment
* Broad directions of fiscal and monetary policies

3.1.3 Political And Regulatory Trends

It is very important for us to understand thatabk political system is a

pre-condition for economic growth and dep&ent. It means that
would-be entrepreneurs need to properly study dgiggal environment

and predict to a large extent the eaion of Government political
thought. Apart from politics, entreprereu need to understand
regulation.

Most businesses in Nigeria are highly regulatedoasdd be seen in:

 Business permits

* Prudential regulation

* National agency for food and drug adstration and control
(NAFDAC)

 Capital market regulations

 Foreign exchange regulations.

3.1.4 Socio — Cultural Trends

In the identification and analysis of imess opportunities, it is also
important to understand socio cultural trenda irpopulation.  Culture
basically is a way of life of a people.

The people in any given population have their #aland beliefs and it
affects the type of goods and services thaty ttwill purchase. Other
things to consider are:
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» Conservative life styles.

 Fashion. Are skirts high or low?
* Living pattern for married couples.
 Educational level of the population

A Practical Business Idea for Class Discussion
Handkerchief Manufacturing

Handkerchiefs are used by a wide segmaint societymen, womel
ladies, children and what have you. On dmend,it is very much
necessity especially for the upper and middle dgtassciety. However,

the most important factor influencing use of hamdkefs in Nigeria is

the very high temperatures especially imost parts of
Bawatnge it is usually easy to misplace, the ddrf@handkerchief is

stable and assured in a market like Nigeria.  THey success factor is

guality and good distribution network.

Technical Considerations

The project under discussion is a smdut dedicated plant
thanufacture of handkerchiefs only usingcally sourced textile
materials (cotton). On a single shift of 8 hourd asing a labour force

of 6, the plant can produce 4,000 pieces of hamntlkefis. On a day of 3

shifts of 8 hours each, a production of 12,00@gse0f handkerchiefs

can be produced. However, this write up assunstsfd per day for

300 working days in a year. The key nmaeh required are hing
cutting machine, whipping machine, trimming machane loose items

like scissors.  Technical care is essential the production process of
handkerchiefs.

Handkerchief grade textile in rolled bales & ihto a pre-set cutting
and trimming machine depending on the size ohtdrelkerchief of be
produced. With the aid of a geared electric matwl angled scissors,
cutting and trimming takes places as e thbales cross
MWihreping concludes the production and the haratkefs are counted
and packed in lots ready for the market.
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3.1.5 Classification Of Goods And Services

In trying to focus on the goods oservices that the woul
batrepreneur is likely to offer to the public, thés the need to classify
goods and services into four main groups namely:

Essential Goods

Essential goods and services are those goods ancesahat are very
essential and the consumption of which are consitleery compulsory
for virtually all members of society. A major chateristic of essential

goods isthat the demand is very stable. selig&al goods will include
things like water, housing, medical care etc.

Non — Essential Goods and Services

Non-essential goods and services are those thabaessential and the
purchase of which isoptional. They will ind&u such things like ice
cream, choice wine etc.

Durable Goods

Durable goods are those goods that are used ffpitarey periods and

the purchase of which are made infrequently. dxample a motor car

will have a life span of over 20 years ioperly maintained. Also a
building can last for over 100 years with propelintenance.

Non-Durable Goods

Non-durable goods are those goods that arechased frequently and
used to provide some form of further service. &ample, spark plugs
though non-durable are usedto service carshwhare durable goods.
Also car fuel filters which are non-durable goods ased to service cars

which are durable goods.

ESSENTIAL GOODS NON-ES$ENTIAL GOODS

Water Cheese

Fuel (petrol and kerosene) Butter

Food items Whisky

Housing Wine

Medical care DVD player

Salt High definition television

DURABLE GOODS NON-DURABLE GOODS

Motor cycle Car spark plug
Aeroplane Car contact set
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Ship Car fuel filter
Refridgerator Water candle filter
Air conditioner
Deep freezer
Building

Figure 3.2 Classification of goods and services.
This is based on the Rogets consulting group model.

SELF ASSESSMENT EXERCISE

Haliru is a four year old child.
Draw up a list of ten goods that are regularly usgéHialiru as a child.

3.1.6 Steps Involved In Conducting Opportunities Aalysis

We have come a very long way. We aveh  discuss
applysimitiesand the trends that need tbe evaluated wh
oppadctimiges analysis. We will now listthe vital steps involv
gonducting opportunities analysis.

1. Write out a list of goods and services which jlank that a given
population requires or demands.

2. Divide the goods and services into essentiainmmdessential goods
and services.

3. Divide the goods and services into durable amddurable goods.

Based on your division, choose businesses in #eeafressential goods
and services. Also choose businesses in the aremalurable goods.

4.0 CONCLUSION

This unit treats opportunities analysis which iseay crucial aspect of
small business management education. In Wtmt, we discussed the
various trends that need to be examined while ottirdpopportunities.

5.0 SUMMARY

We have gone through opportunities analysis wisieh stepping stone
for the would-be entrepreneur searching for tlype of business to go
into. Inthe nextunit, we will discuss the ch&eristics for success in
small business.
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6.0 TUTOR MARKED ASSIGNMENTS

In conducting opportunities analysis, weeed to understand some
trends. Discuss those trends that ameportant when conducting
opportunities analysis.

7.0 REFERENCES/FURTHER READINGS

Leon Ikpe: Project Analysis and Evaluation (1999):
Impressed Publishers, Lagos

ANSWERS TO SELF ASSESSME NT EXERCISES

The list of ten goods regularly used by Haliru is:
* Water

* Drugs

» Soap

* Pomade
* Rice

* Milk

* Beans

* Clothes
* Powder
e Shoes
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1.0 INTRODUCTION

In the last unit (Unit 3) we discussed the Intrcitbn to  Opportunities
Analysis. In discussing the topic, we looked giaunities analysis as
the binocular through which the total business remvnent is viewed.

We also discussed trendghat assist in the conduct
appbsimitiesSome  of the trendswe discussedude economic trends,
political and regulatory trends, socio-culturahtie; we also classified

goods and services into various categories — eakant non-essential

goods, durable and non-durable goods.

We also discussed briefly the steps involved irdoating opportunities
analysis.

In thisunit, we shall discuss Advanced Opmaties Analysis which
builds on the knowledge we have acquired in Unit 3.

2.0 OBJECTIVES

By the end of this unit, you should be able to:

» Understand Advanced Opportunities Analysis
* Discuss ways of Conducting Advanced Opportuniiralysis
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3.0 MAIN CONTENT

3.1 Advanced Opportunities Analysis

In the lastunit (Unit 3), we discussed anadtiction to opportunities
analysis which basically provides us with a gehkackground to the
understanding of advanced opportunities analysis.

Advanced Opportunities Analysis provides usthwihe general frame
work and tools with which to probe the businasgrenment, forecast

the direction of business and properly positiarsmall business in the
environment. Advanced opportunities analysighés use of statistical

data to generate accurate forecasts ofergng opportunities in the
environment. It also uses past data and statistmethods to generate

future forecasts of demand for goods and servitésel economy.

Advanced Opportunities Analysis makes usd sectoral analysis,
qualitative judgements and data all combi to build an informed
opinion of what future demand should bBw various sectors of the
economy.

3.1.1 Data For Advanced Opportunities Analysis

Generally in  conducting Advanced Opporiesit Analysis, heavy
reliance must be placed on data. Aee said earlier, advanced
opportunities analysis makes use of data to rgémaccurate forecasts

of emerging opportunity in the economy. usetsee the type of data
required for Advanced Opportunities Analysis.

DATA TYPE INFORMATION CONTAINED
THEREIN

TOTAL POPULATION DATA Shows the total popult o
Nigeria arranged state by state.
Gives a picture of people in every

state of Nigeria

SEX DISTRIBUTION OF Shows the total populatioroken
POPULATION down into males and females. It
gives investors the opportunity of
knowing the quantity of males gnd
females. Those investing in
female products know their
markets in advance.

TRANSPORTATION BASIC Provides basic datan the
DATA transport sector. Gives Investors
opportunities to examine |[the
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sector critically for
opportunities.
COMMUNICATION SECTOR]| Provides data on thdig
DATA Communication Sector.
EDUCATION BASIC DATA Pro\ides basic data orthe
education sector. Investq

use the data to project for den
for exercise books etc.

Table 4.1: Types of Data for Advanced Omptunities
Analysis.
STATE TOTAL
Abia 2,833,999
Adamawa 3,168,101
Akwa Ibom 3,920,208
Anambra 4,182,032
Bauchi 4,676,465
Bayelsa 1,703,358
Benue 4,219,244
Borno 4,151,193
Cross River 2,888,966
Delta 4,098,391
Ebonyi 2,173,501
Edo 3,218,332
Ekiti 2,384,212
Enugu 3,257,298
FCT 1,405,201
Gombe 2,353,879
Imo 3,934,899
Jigawa 4,348,649
Kaduna 6,066,562
Kano 9,383,682
Katsina 5,792,578
Kebbi 3,238,628
Kogi 3,278,487
Kwara 2,371,089
Lagos 9,013,534
Nasarawa 1,863,275
Niger 3,950,249
Ogun 3,728,098
Ondo 3,441,024
Osun 3,423,535
Oyo 5,591,589
Plateau 3,178,712

investiment
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Rivers 5,185,400
Sokoto 3,696,999
Taraba 2,300,736
Yobe 2,321,591
Zamfara 3,259,846
TOTAL 140,003,542

Table 4.2 Nigeria population data (Census 2006).

STATE TOTAL MALES FEMALES

Abia 2,833,999 1,434,198 1,399,806
Adamawa 3,168,101 1,608,123 1,561,978
Akwa Ibom 3,920,208 2,044,510 1,875|698
Anambra 4,182,032 2,174,641 2,007,391
Bauchi 4,6//6,465 2,426,215 2,250,250
Bayelsa 1,/03,358 902,648 800,110
Benue 4,219,244 2,164,058 2,055,186
Borno 4,191,193 2,161,1p7 1,990,036
Cross River 2,888,966 1,492,465 1,394,501
Delta 4,098,391 2,074,306 2,024,085
Ebonyi 2,173,501 1,040,984 1,132,517
Edo 3,218/332 1,640,461 1,577,871

Ekiti 2,384{212 1,212,609 1,171,603
Enugu 3,257,298 1,624,202 1,633,096
FCT 1,40p,201 740,489 664,712
Gombe 2,353,879 1,230,/22 1,123,151
Imo 3,934,899 2,032,286/ 1,902,613

Jigawa 4,348,649 2,215

D07 2,132,742

Kaduna 6,066,562 3,112

028 2,954,534

Kano 9,388,682 4,844,128 4,539.554
Katsina 5,192,578 2,978,682 2,813,894
Kebbi 3,238,628 1,617,498 1,621,130
Kogi 3,278,487 1,691,737 1,586,750
Kwara 2,371,089 1,220,581 1,150,508
Lagos 9,013,534 4,678,0Pp0 4,335,514

Nasarawa 1,863,275 945,566 917,719
Niger 3,995,249 2,032,745 1,917,524

Ogun 3,728,098 1,847,243 1,880,855

Ondo 3,441,024 1,761,263 1,679,761

Osun 3,428,535 1,740,619 1,682,916

Oyo 5,991|589 2,809,840 2,781,749
Plateau 3,178,712 1,593)033 1,585,679
Rivers 5,185,400 2,710,665 2,474,735

Sokoto 3,096,999 1,872,(

D69 1,824,930

Taraba

2,900,736

1,199

349 1,824,930
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Yobe 2,321,591 1,206,00

3

1,115,588

Zamfara 3)259,846 1,630

344 1,629,50P

TOTAL 140,008,542 71,709,859

68,293,683

Table 4.3: Sex distribution of Nigerian Population(Census 2006)
TRANSPORTATION BASIC DATA, 2004

Road Transport

2004

Length of roads (in kilometer)

34,403

Principal roads

15,688

Paved Roads

27,957

of which bad portion 6,46

Motor Vehicle population (000)

2,176

of which newly registered (000)

402

Number of road accidents ]

14,279

of which; persons involved

2,248

of which persons killed 5,

351

Air Transport

Loaded freight (000tonnes)

22,518

Unloaded freight (000tonnes)

63,158

Passengers departing (Number)

733,445

Transiting Passengers (Number

37,857

Arriving passengers (Number)

711,781

Aircraft arriving (Number)

9,097

Maritime Transport

Loaded good (000tonnes) 1

10,634

Unloaded goods (000tonnes)

27,569

Arriving ships (Number) 6

278

of which Tankers (Number)

998

Passengers arriving by sea (NO.

506

Passenger departing by sea (NO

3 329

Railway Transport

Length of railway lines (km)

3,505

Number of Loco motions (NO.)

46

Number of Carriages (NO.)

251

NO of Wagons (NO.) 1,41

D

Passenger Traffic (O0O0OPassenge

rs — 1,157,042

km)

Goods traffic (000tonnes-km) 1309871

Sources: Federal

Ministry of Work, Federal Minjsaf Aviation,

Nigeria Port Authority, Nigeria Railway Corporation

Table 4.4 Transportation basic d

ata Communication &ctor 2004
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DESCRIPTION 2004

Telephone lines in use (fixed) (0Q0) 1030

Telephone lines Cell phone (molile) 8.300
(000)

Tele density 7.77

Outgoing Direct traffic (million) 6%.3

Incoming Direct traffic (million) 421.6

Telephone exchange (Number) 312

Telephone booths (Number) 4158

Telephone Transit Centres 53

Internal Mall 41.4

Total Mail sent abroad (000) 4.6

of which by air (000) 4.4

Mail received from abroad (000) {L3.0

of which by air (000) 12.5

Source: National Communication Commission (NCHUjgeria Postal
Services.

Note: 1 in paid minutes
Table 4.5: Communication Sector Data
EDUCATION BASIC DATA, 2004
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DESCRIPTION 2004

STUDENTS:

Student in Primary School (000) 2546
4

Students in Secondary School (000) 6343

Students in  University eqdivalent 267.
(000) 5

Students in University (000) 621.
4

TEACHERS:

Teachers in Primary School (000} 627

Teachers in Secondary School (Q00) 209

Teachers in  University equdiivalent NA
(000)

Teachers in University (000) 23.8

INSTITUTIONS:

Number of Primary Schools 57,%82

Number of Secondary School 111,590

Number of University equivalent 76

Number of University 52

Source: Fed. Min. Education, National Unsty Commission,
National Board for Technical Education
N.A = Not Available
University equivalent includes institutiondike the
polytechnics, specialized tertiary,

Table 4.6: Education basic data.

3.1.2 Use of Data for Advanced Opportunities Analys

Table 4.2 shows the total population oRNigeria broken dov
\roous states. Table 4.3 displays the sex digtab of population. It

breaks down the population of the various statesnrales and females.

Break down of a population into males and femaéeg&hmportant data
implications for a would-be-investor.

In the first place, the total population of evetgts is displayed and also

the break down into males and females. Breakndfa population

into males and females makes the job of an investsier. For example

an investor in female hair shampoo shouldst fiknow the number of
females in his target market e.g. Anambra State.
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Also an investor in sale of men’'s shighould have an idea of the
number of males in his/her chosen target market.

Now take a closer look at Table 4.4.

Table 4.4 displays Transportation basiatad in Nigeria. The data
displayed includes Ilength of roads inigd¥dia, the motor vehicle
population in Nigeria and information on maritinnartsport.

For example, a manufacturer of car tyres shouldl the information on
the number of vehicles very useful in designingdpiadion plans.

Again table 4.6 displays data on theducational sector. The data
displayed shows the number of studemts primary, secondary and
university equivalent.

For an exercise book manufacturer itovjgles a background to
understanding the market potentials of exercisé Inoaking business.

In summary, the data available to theould be investor should be
properly studied and forecasts made for the future.

SELF ASSESSMENT EXERCISE

List three types of data that may be usefdéldwanced Opportunities
Analysis.

A Practical Business Idea for Class Discussion
Production of Distilled Water

Distilled water is a very interesting product. islinteresting in the sense

that its simple production process has not beeengadequate investor

attention. Distiled water is wused byhe battery chargers, clinics,
hospitals and pharmacies for the mixing of drukgs penicillin powder.

Generally distiled water is used in yansituation where the use of
ordinary water is contraindicated. Asan B8igg one hasto choose
between producing distilled water for use by bgttdrargers or distilled

water for use by hospitals and clinics. Produdaordhospitals imposes

extra burden on the investor because of the adapdrement that the

water produced must be pyrogen free. This witdrowever focuses

attention on producing distiled water r fouse by battery chargers.
Market demand appears assured when omasiders the number of
vehicles on the Nigerian roads all ofhieh have Dbatteries that use
distilled water.

Technical Considerations
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The project under consideration is a plant dedicaighe production of

distilled water for use by battery chargers. Wiogkon a single shift of

8 hours per day, the plant can produce 010i@res of distilled water.
Working on 3 shifts of 8 hours each per day, totaput of 3,000 litres

Is assured.

However, actual production capacity is liditdo a single shift of ¢
hours each per day and for 300 workildpys in a year.
kguipment required for the project are the foitg: Water filtration

unit, preparation tank, water distillation umwtith condenser, funneled
filling unit, weighing scales and loose items. The material is water.

Production Process

Water is passed through the filtration unit for umipes to be removed.

The  filtered water is then treated  withsodium carbonate

hemtbhess. This treatment to remove nemsl is carried out

threparation tank. From here the water is let ihéodistillation unit for

heating.  The vapour arising from the heatevater is cooled by t
water circling the condenser and is collectadl distilled water in the

funneling tank. From here it is funneled into plabottles for sale.

FINANCIALHIGHLIGHTS

Nreinvesiment Outlay:
Repaccommodation (2 yes
MEEbo@ry /Equipmer
B0 EE0

Boookiag Capita
Fofabo Project Co
P50jecied Year 1 Incor
PEPECED0 Year Expen:
Propec@DO0 Year Pro
3,000,000

3.1.2 Forecasting Future Demand

Given past and current data on thematwl for various goc
aawvices, the key problem is how to forecast futlemand. The future

Is always surrounded with uncertainty. In thieerature, there are so
many forecasting methods. Some are quantitatideotirers qualitative.

We shall discuss a quantitative methodised in  forecastir
meihod is called the growth factor technique.

The growth factor technique is mostly used wherdéraand for a good
or service has a fairly stable base and also gvatistime.
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In using the growth factor technique, the uagstion usually made is
that the factors affecting demand will not changdl that is needed is
to use a growth rate and make projections.

EXAMPLE

The demand for passenger cars in Nigeria in ye@r 500,000 cars.

It is envisaged thatincome and other factomsciifig demand for cars

will not change in the near future. Popaolatis growing at 3% per
annum. How many cars will be demanded in year 2008

SOLUTION

In year 2007, cars demanded amount to 500,000 dargear 2008, cars
demanded = 500,000 (1.03) = 515,000

Cars demanded in year 2008 = 515,000 cars.

Note: The population growth rate = 3% per annuim.the absence of
any other factor, the demand for caxgill be proportional to the
population growth rate of 3% per annum.

4.0 CONCLUSION

In this unit, we discussed Advanced @pmities Analysis. We
discussed data for advanced opportunitiagalysis and the types of
information they contain. We saw data on popaoigtsex distribution

of population and communication sector. We alsguised the use of

data for advanced opportunities analysis. We distussed forecasting

of demand using the growth factor technique. tiAdise gave us better

insights into opportunities analysis.

5.0 SUMMARY

This unit treats Advanced opportunities nalysis. Advanced
opportunities analysis builds on the kiealge obtained in our
discussion of introduction to opportunitiegnalysis. It is a more

advanced treatment that uses data awdecdsting to predict
opportunities and demand in the market place.

In the next unit, we shall treat Clwderistics for success in small
business.

6.0 TUTOR MARKED ASSIGNMENTS

What types of data are required for Advanced Opipdtres Analysis?
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7.0 REFERENCES /FURTHER READINGS

Leon lkpe (1999): Project Analysis anévaluation. Impressed
Publishers, Lagos

Leon Ikpe (1999: A guide to Small Business Investise
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES
The three types of data useful for Advanced Oppmities Analysis are:
1. Total Population data.

2. Sex distribution of population data
3. Education basic data.
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1.0 INTRODUCTION

In the last unit, we discussed advancegodpnities analysis, which
provided us with a background for looking at bussiepportunities. In

this unit, we shall discuss the chaastics for success in small
business. In treating the characteristics for s small business, we

shall be looking at characteristics for success small business.

2.0 OBJECTIVES

By the end of this unit, you will be able to:

 Identify those characteristics that aressential for success in
small business.

* Discuss the characteristics in detail.

3.0 MAIN CONTENT



MBA 883 SMALL BUSINESS
MANAGEMENT

3.1 Characteristics for Success in Small Business

In practical terms, it is easy to know that notaalsiness turn out to be
successful. Some are successful while some are not

Apparently, there must be reasons thatndsta to explain i
hedbods every business that turns outto becemsful. There must be
those characteristics that are essential for sacc@sese are called the
characteristics for success in small business. islthose characteristics

that we now want to discuss.

3.1.1 Technical Competence

One of the most important characteristics for sssae a small business

is technical competence. Technical competencergéd the ability of

the entrepreneur to understand the business iniguesd also possess

the requisite knowledge and skills tongage in the busine
Epample, a person engaged in the bssineof photography mt
understand the handling of cameras, films and tsome exte
fihmcessing. These are the things thaintribute to successful
photography.  An architect engaged in aechifral practice must b
able to design good houses.

A motor mechanic who does not understand how te &uocar will end
up losing all of his customers.

A medical doctor engaged in medical practice shbeldble to handle
simple ailments like malaria. If that is ndhe case with him, he will
soon find that clients will not make repeat cadlistte clinic.

So the firstthing that the entrepreneur neetts know how-to-do-it
side of a business. That is what we call techrticaipetence.

Even where the entrepreneur takes the bussines the next level, the
issue of competence continues to be vemelevant. In
bokingsg organization, core competence whictbismdle of skills that

an organization possesses is very importantCore competence a:
bundle of skills enables a business provide goadsoaservices to its

customers. The core competence of Federal ex(tedsx) is logistics
management. It is the understanding dbgistics managem
thetbles Fedex provide courier services to its tdieationwide. Sony’s

core competence is miniaturization. This core cetepce enables it to

build strong and compact electronic goods thatemdd class. So we

need to repeat the fact that every successfid@mneur needs to have

good technical knowledge of the business he/sbeiigy into or thinks

of going into.
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3.1.2 Mental Ability

Another important characteristic for success inlsimsiness is mental

ability. For an entrepreneur to be successful, lehe must have good

mental ability. When we talk of mental ability, evare talking about the
capacity to understand. Mental ability ensltkee entrepreneur think

and develop competitive strategies. Thalityabto think enlarges the
entrepreneur’s vision and generates ideas on heag@ompetition not

in small terms but from a wider perspective.

In business, apart from knowledge, there is thg grrcial need for the
entrepreneur to possess general knowledge. Toesegsion of general
knowledge enables the entrepreneur to have a wielerof the various
components of a business and also picture howjdlreyogether.

Mental ability enables a good entrepreneur tticgpate the moves of
competitors well in advance and take necessariegitasteps to ensure
business survival.

3.1.3 Human Relation Skills

Possession of good human relation skills n@leer characteristic for
success in entrepreneurship. In general ternssydry easy to see that

most successful entrepreneurs have goadmah relations  skills.
Possession of good human relations skills ensbets the entrepreneur

gets along well with the following:

* their employees

* business associates
e customers

e suppliers

¢ government

Generally when we are discussing human relatiotis ske are thinking
of three basic skills namely:

 Communication skills
» Motivational skills
* Leadership skills

Let us discuss these three skills briefly. Comroation basically is the

process of exchanging information between one peasd another. Or

it could be between one person and a group of pers@€Communication

also could be Dbetween an enterprise atidrd parties or customers.
Inside the enterprise or organization, the entregueneeds to exchange
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information at various levels. There is needdmmunicate with the
workers so that management functions are acconaplish

Communication provides a link between pgdeo in an organizatic
Generally, the principles of communicatioindicate that effective
human relations skills involve the following:

» Addressing people by name

» Smiling at people

» Speaking to people (audibly)

» Being warm to people

* Being friendly

» Showing Interest in people

* Being a great listener

* Looking for opportunities to praise people
* Acting like a member of a team

* Being humble

Motivational skills is another key characteristfor success in business.
An entrepreneur invariably works with people sahe/ho turn out to

be subordinates. Managers should understand tdowtivate people.
Ordinarily, motivation is a process of inducing peo to engage in an
activity willingly. Although in the literature, nmey has been identified
as a key motivator, there are other motivators ssch

» Good work environment

* Full appreciation for work done
* Job security

* Promotion on the Job.

Leadership skills is another important humarati@n skills. A good
leader attracts good followership. A good leat@ws how to do it.
Some good leadership traits include the following.

« ability to socialize well with people

* self assurance

* self control

» emotional stability and ability to withstand psases.
» good moral standing

* confidence

SELF ASSESSMENT EXERCISE

List four leadership traits that you are aware of
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A Practical Business Idea for Class Discussion
Commercial Grinding Mill Project

A lot of the food and drink input of Nigerians isoguced from assorted
grains like millet, corn, soya beans;. These grane converted to such
items like soya beans and milk, ogi, corn flourncata, bourn vita and

the rest. On a more relevant scale, the coiorecd cassava to gairri,
fufu or starch involves the process of grating. sé&thon these types of
market information, it is easyto see why a lwekigned commercial
grinding mill located in high density areas andselo to markets can be
relied upon to generate significant cash flowsrtanaestor.

Technical Information

The project highlighted in this write-up is a grimgl mill shop designed

to provide dry and wet milling services to theubjic. The shops will

have a uniform design and replicated ih dhe locations where the
investor is operating.

Each milling location (shop) will have five (5) asirunning on wet and
dry basis and two cassava graters. To accommuuateconsistencies
of NEPA, each shop will have a stand by generatdraadeep bore hole
since this project consumes a lot of water. Serwitl be on first come
first served basis. For a start, the investor khtake-off with four (4)
shops carefully targeted at high density locations.

Technical Data

MILL FEATURES: Hopper inlet systems. Low noise thvi cone
receivers.

POWER DRIVES: Electric motors. Single phase 2 &g

POWER: Power Holding Company or 10 KVA
generator

ACCESSORIES: Power drive Dbelts, spare pullepslts and
nuts,

Grinding discs and electric motors, water
pumps.



MBA 883 SMALL BUSINESS
MANAGEMENT

FINANCIAL HIGHLIGHTS — [N
Pre-Investment outlays 20,0p0
Rent / accommodation (2 yrs) for 4 locations ,000
Machinery / Equipment 100,000
Utilities 400,000
Working Capital 20,000
Total Project Cost 636,000
Projected Year 1 Income 1,200,000
Projected Year 1 Expenses 400,000
Projected Year 1 Profit 800,00B

3.1.4 High Achievement Drive

Generally, most successful entrepreneurs are vghydthievers. But
success does not come easy. You must work foHigh achievers are
always driven by the passion to achieve and sddceewhatever they
are engaged in. But how do you identify a highear?

In  small business management literatudeigh achievers have th
important characteristics namely:

e Taking responsibility for all their @ms especially in finding
solutions to problems.

» Taking of calculated risks

» Ensuring feedback in their operations.

Lazy people unlike high achievers hate kworand do not he
ffgctives to be met. They have small plans. tidhievers are usually

driven by a passion to succeed and they do havpléins. Big plans

attract energy.

3.1.5 Creativity

Creativity happens to be another important chiarestic for success in
entrepreneurship. Ordinarily, creativity the ability to pocess ani
arrange information in ways that lead to new knolgk

Creative people end up with Innovations ando ainovative ways of
doing things. They create new processes and design

For example, Edwin Land developed the Polaroid Camwhich was an
enhanced camera with the ability to predugictures instantly. T
move by Edwin Land gave Polaroid a head-stagt ds closest rival,

Kodak.
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Creative people have a lot of characteristicsesofiwhich include the
following:

» They generate many new ideas in a short time
» They are motivated by challenges

» They convert problems into opportunities

» They believe in themselves

 They value their mental independence

» They are very flexible in their thinking

» They enjoy experimenting with new ideas

4.0 CONCLUSION

In this Unit, we discussed the chamdsties for success in small
business. Some of the characteristicsscudsed are Technical
competence, mental ability, Human relation skifid &reativity.

5.0 SUMMARY

Success in entrepreneurship requires deegracteristics for success.
The characteristics should be present thne entrepreneur or learnt
through formal or informal education. If the cheteristics for success

are embedded in an entrepreneur, it means tha¢ssiogll come easy.

Technical competence, mental ability, humamlation skills and
creativity have been discussed as kekaracteristics for success in
entrepreneurship.

In our next unit, we shall discuss the Technicahpl

6.0 TUTOR MARKED ASSIGNMENTS

Human relation skill is very important in an epreneur. Discuss the
three components of human relation skills

7.0 REFERENCES/FURTHER READINGS

Leon lkpe (1999) A guide to Small Businesebiments. Impressed
Publishers, Lagos.

Leon lkpe (1999): Project analysis anevaluation. Impressed
Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES

The four leadership traits are:
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» Good moral standing
* Self assurance

* Self control

» Confidence.

SMALL BUSINESS
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UNIT 2 THE TECHNICAL PLAN
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1.0 INTRODUCTION

In the last Unit (Unit 5), we discussed charactiessor success in
small business. In this Unit, we shall discussTtehnical plan. In
discussing the Technical plan, we shall examinezéin®us components
of the technical plan.

2.0 OBJECTIVES

By the end of this Unit, you will be able to undarsl:

» what a business plan is
» what a technical plan is
* how it is related to a business plan

3.0 MAIN CONTENT
3.1 The Technical Plan

A key function of management of any business iamitay especially
when a business is to be started from the scratdihen a business is to
be started especially from the scratch, the erdgrequr needs a formal
business plan. The business plan is a documeghwkis out what a
business is going to do and how it is going totdo i

To ease our discussion we shall divide the busiplessinto five
segments namely:

» the technical plan
 the management plan
« the marketing plan
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* the financial plan
* the economic plan

Following our arrangement, we shall discuss thierteal plan is this
unit.

Technical Plan

Management Plan

Business
Plan

Marketing Plan

Financial Plan

Economic Plan

Figure 6.1: Structure of a small business plan

From what we have seen so far, a technical plarc@mponent of what
is known as a business plan. The technical pldreades the technical
Issues affecting a business. But before wévedanto Technical plans

proper, we would do ourselves some good if wa fidiscussed factors
affecting location of a business.
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3.1.1 Factors Affecting Location of a Business

A very important aspect of business plagni is the ability to site a
business where it should be and also maximizengto the owners.

Choosing a location for a business [t an easy task. However,
irrespective of the type of Dbusiness that to be started, certain key
factors stand out as influencing the locationlmiisiness. Some of the

factors are described below.

Personal Factors

At times, personal factors alone determinghere a business will be
located. For example an entrepreneur might ddoittecate a business

in his home town just to generate employment fer tlocal folks. Also

another entrepreneur might choose a lacatisimply because of the
climate.

Nearness to critical markets

A majority of businesses are set up mainly for pprabtives. A few are

non-profit making. And so if a business is to reegatronage, it has to

have customers. Therefore, businesses tendod¢ate close to where
their markets are. From our own undeditapn markets tend to be
concentrated in large cities like Ibadan, Lagosisba, Kano and Aba.

The large cities have critical markets based em fhopulation and the
accompanying purchasing power. A city thHass a large work force
invariably will have high purchasing power eded to translate needs
into effective demand.

Nature of the business concerned

Apart from nearness to critical markets, the natiditthe business goes a

long way to determine where it will eb located. For example
aonvenience goods store should be located whergtoroers have quick

and easy access to, wholesalers locateording to different criteria.
They may not locate at critical mass areas.

Rather they locate where the rent is fair and dlaels available too.

Barber shops, restaurants and tobacco shops téochte close to each
other.

Nearness to Suppliers

For manufacturing businesses one of the major faetibecting location
IS nearness to suppliers especially ofitical raw materials. Raw
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materials costs are critical costs in a manufaaguset up and in many
cases raw materials form about 70% of the totabkaafsa product.

Nearness to Power Supply

Another major factor affecting location f obusinesses is nearr
tdower Supply. Power isvery important fewery business but more
important especially in a manufacturing concerfiower is required to
power the various machinery and equipment. Posvaisb needed for

offices. Even where power is available, errapower supplies disrupt
production plans and invariably lead tmanufacturers not meet
market demand.

Transportation

Every business needs transportation servicesCustomers coming to
every business location make use of roads wheyeetkist. If roads do

not lead toa business location, it becomes vdifficult to move raw
materials into a factory and also finished goodsifthe factory to the
consumers of the goods.

A Practical Business ldea for Class Discussion

Palm Oil Production Plant

Palm oil is an important food item in the Niger@int. It is primarily

used in cookingand isrichin Vitamin A. It used as industrial raw
material by soap and vegetable oil #wdes hence its ndustria
importance. Put together therefore, we haveodymt that has a wide
market and presents good investment oppt@gsnfor a small scal
investor.

Technical Considerations

The project considered in this write-up is a medsained palm oil plant.

Since the basic raw material for the project istiruit bunches (FFB)

from the oil palm tree, the problem of raw mates®@lircing is not likely

to arise. The basic d&nnecessary machinery for the projecte
trwler / sterilizer, rotary stripper; digester asldrifier.

Production Process of Palm Oil

Quartered fruit bunches are introduced into théebodsterilizer and left
for about 30 minutes under hot steam for boilind sterilization to take
place. The quartered bunches are then fed intmthey stripper which

strips the fruits from the quartered bunches whiehstill at a very high
temperature of about 110oc. The loose fruits ftherotary stripper are
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then fed into the horizontal digester for mageratin the digester, the

palm fruits are beaten in to a paste. Hot watechvis introduced into

the digester forces the thick paste and watertiveil clarifier unit. In

the clarifier, the oil is separated from the wated palm oil is collected

from a tap. Investors are advised tmse the tenera oil palm fruit
because of its high oil yielding abilities.

Technical Data

MACHINERY: Digester with capacity of digesting 489 of loose
fruit per hour.

CLARIFIER: Volume — 1000 litres per operation

POWER: Power Holding Company + Electric motot&f)

Plant Installed Capacity: 2700 tons dFB handling capacity per
annum.

FINANCIAL HIGHLIGHTS N
Pre-Investment Outlays 100,000
Rent/Accommodation 250,000
Machinery/Equipment 800,000
Utilities 400,000
Working Capital 200,000

Total Project Cost 1,750,000
Projected Year 1 Income 5,000,000
Projected Year 1 Expenses 3,700,000
Projected Year 1 Profit 1,300,000

3.1.2 The Components of a Technical Plan

By components of a Technical plan, we mean thasggtthat ought to
be considered as parts of the technical plan. p@urin this discussion
is to itemize the various items and draw up a chistkater. Let us now
look at the various items starting from land anddmgs.

Land and Buildings

In the consideration of land and buildings, we $thdéocus our attention
on the place where the business is locatedloe tocated. Also apart
from the land, we shall focus attention on thednods to be erected on
the land, we should look at their adequacy or wilser.

All  things relating to land and buildsyg will come under land and
buildings in the Technical plan.
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Has this been taken car¢ of in
plan?

Rent payment

Land acquisition
Construction of offices
Construction of factory buildings
Drainage
Perimeter fence
Security

Table 6:1 land and buildings checklist
Machinery and equipment

The first component of a technical plare identified was Ila
hnddings.  After the land and buildings, the nisin to be considered

is machinery and equipment. In a manufacturingipetachinery and
equipment are very critical. In this segmenis itecessary to identify

the  machinery and equipment that will e b required for ¢

penased

For example a sachet water manufacturing planthaiie the following
machinery and equipment.

* Borehole with fittings

» Water treatment plant

» U. V purifiers

» Sachet water filling machine

After the identification of the machinery andjugment, there will be
the need to identify the raw materials to be usebtheir sources.

Following the identification of the raw matds, there isthe need to
describe the production process of the productestion. For example

in laundry soap manufacture, caustic soda is rdawiih palm kernel oil

to yield soap.

| Has this been taken care of ih the
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plan?

Identification of machinery |/
equipment
List of machinery [/ Equipment
required for the manufacturing
Raw material requirement
Raw material sources

Production process

Maintenance arrangements

Table 6.2: Machinery / equipment checklist
The Production Plan

We have just discussed machinery and equipmera technical plan.
Letusgo a step further to discussthe proogluplan. In discussing
production plans, we shall define capacity intrefato production. In

the literature, there are three types of capacityely:

* Installed capacity.
This is the highest output of a machine if it woek®ry second,
minute, hour, day and month.

* Attainable capacity
This is a realistic capacity of a Imae and it takes
gaosideration, plant break down, repairs, publiidags etc.

* Actual capacity
There are 3 shifts of 8 hours each peay. Actual capacity
depends on the market, availability of raw temnials and other
inputs.

Utilities
Under utilities, our intention is to sduss the availabilty of basic

utilities that are involved in standard manufactgror business set ups.
The key utilities involved are:

* Power
This refers to both public and private sourcesavigr and their
reliability.

» Water supply
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This refers to both public and private sources atewsupply and
their reliability.

SELF ASSESSMENT EXERCISE

In a manufacturing set up, the Plant has threeciizm
List the three capacities

Has this been taken care of infthe
plan?

Public power supply
Private power supply
Total power requirements |of the
machinery / equipment
Public water supply
Private water supply
Total water requirements pf the

business

Table 6. 3 Utilities check list
Technical Support and Maintenance

Businesses that are technical in natumequire that machine
agdipment should operate at maximum iefiiy. Operating at
maximum efficiency means that the relevant mackiaad equipment

should be routinely serviced. There is also tleguirement that repairs

be carried out on equipment if breakdown occurs.

In  most practical cases, technical support can drranged for a small
business. Technical support can be providgd an Engineering firm
which can carry out repairs on machinery, genesattr.

4.0 CONCLUSION

The technical plan was treated in this unit. Urttertechnical plan we
discussed matters relating to the technical aspéetbusiness plan. In

doing this, we also developeda check Kstthe components of the
technical plan.
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5.0 SUMMARY
We have said that business plans are ndects that set out what a
business seeks to achieve. We also saw thati¢atplan is a major

component of a business plan.  Under the technmah, we discussed
such things as land and building, machinery andpegent etc.

In the next unit, we shall discuss the managemiant p
6.0 TUTOR MARKED ASSIGNMENTS

What aspects of a business plan does a technaacplver?
7.0 REFERENCES/FURTHER READINGS

Leon Ikpe (1999) A guide to Small Business Investisie
Impressed Publishers, Lagos.

Leon lkpe (1999): Project analysis and evaluation.
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES

The Three capacities of a plant are

1. Installed capacity

2. Attainable capacity
3. Actual capacity
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1.0 INTRODUCTION

In the last unit, (Unit 6), we discussed the Techl plan. In this unit,
we shall go ahead and discuss the Managemant plen doing so, we
shall discuss the various components of the managigohan.

2.0 OBJECTIVES

By the end of this unit, you will be able to:

» Understand what a management plan is
* Discuss the components of a management plan

3.0 MAIN CONTENT

3.1 The Management Plan

We have earlier said that a business plan acardent which sets out
what a business is going to do and how it is gtondp it.

The way a business plan is arranged is in comgene In  unit 6, we
discussed the first component of a businein which we called the
Technical plan component. The next component wivielshall discuss

Is the management plan.

The management plan addresses the issues cangchow a business

will be run. It will address issues ceming the legal form
thesiness, the organization structure of thesiness, the manageme
team and the staffing of the business.
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Also issues regarding to regulation and ifass permits are usually
contained in the management plan segment of adasspian.

The management plan is very importanecabse in every business,
success or failure depends on the management.

3.1.1 The Legal Form of a Business

There are various forms in which a sibess can be operated.
Understanding the legal form of the businesm@ortant as it enables

us to understand what a business can do legatlg what it cannot do.
Let us now discuss the wvarious formsm which a business ca
bperated.

The Sole Proprietorship

In the Nigerian setting, the simplest form of besis organization is the

sole proprietorship. Under the sole pedprship, a man or woman
undertakes to establish a business anoh rthe business as the sole
proprietor. The sole proprietor is responsibler tf@ strategic direction

of the business. He reaps all the profits andl lagsars all the losses if

the company fails to make a profit.

Registered Business Names

A lot of men and women go about their businessdisam own personal

names. In their shops or business locatiaih®y may not have sign
boards indicating where they are. Buhe t proper thing to do while
engaged in small business is to register the ndriedusiness. In line

with the Registration of Business namesct of 1963, any person
wishing to do business in any name othleant the person’'s name is
required to register the name as a business ndemamples of business

name are:

* Leo Okoro trading as Leotraco Industries
» Peter Umoh trading as Umoh agencies.

Usually when a business is registered as a busnaess, a certificate of
registration is issued by the registrar of busmemmes. The certificate
of registration is different from the certificatéincorporation which we

shall discuss at a later stage in this unit.

Partnerships

Another form of small business organaati is the partnership.
Partnership is defined asthe relation whickubsists between persons



MBA 883 SMALL BUSINESS
MANAGEMENT

carrying on a business in common with a view ofiproApparently two

or more persons can combine to form partnership. A partr
bamited liability for what is done on behalfthe firm by his other
partners unless the articles of partnership otrserprovide.

Another important thing to note is that no formai# required to bring
a partnership into existence. Thus creation aheaship can be either
orally, by conduct or in writing.

Incorporated Companies

In Nigeria today, many businesses are runn@sporated companies.

The most important feature of an incorporated camgps the principle

of its corporate existence. Following sthiprinciple, an incorporat
company is regarded asa separate legakyentistinct from, though
composed of, the individuals who make up the cajedpody. The rule

about the concept of legal entity of an incorpesta company was laid

down in Salomon Vs Salomon which stated that “thmgany is at law

a different person from the subscribers.

So that although the company has no physical existaevertheless, it
is regarded in law as a separate person like atwral person. Thus a
company can sue or be sued in its own name.

Let us go ahead and discuss other key featuresamhaany.
The Memorandum of Association

The memorandum of Association is the company’stehand it defines
the limits to the company’s powers. The memdun of Association
must contain the following information.

a. The name of the company

b. The objects clause — defining the powers ottrapany.
c. The limited liability clause

d. Capital clause — the amount of its Authorizepiteh

e. Registered office

The Articles of Association

The Atrticles of Association are the regulatigoserning the internal
management of a company. Usually tharticles of associati
aubordinate to and controlled by the memoranduassbciation. Items

to be found in the articles of association are sualters as transfer of

shares, meetings, voting rights etc.
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In the Incorporation of a company, alhe necessary documents
including list of directors are lodgedvith the Corporate Affairs
Commission. If the application is swssfal then a Certificate of
Incorporation is issued.

At this point in time, we must point out than the Nigerian context,
there are two main types of companies — privatepanic companies.

SELF ASSESSMENT EXERCISE

List four information that you can find in aemorandum and articles of
association of a company.

3.1.2 The Organization Structure

We have discussed the various forms of businggmaation. We did

this so that you would be able to dmiish each form of business
organization from the other. Having donthat, our next task is to
discuss the organization structure.

In many standard businesses, work isranged in units, sections,
departments and divisions. The organization sirecthows the various

units in an organization and the relships between the units.
Reporting lines in the organization are also aagatun the organization

structure.
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Board of
Directors
Managing
Director Secretary
Accts / Admin Production Marketing
Manager Manager Manager
Admin Production Marketing
Officer Supervisor Officer
Clerical Machine
Officers Operators Sales Clerk$

Figure 7.1: Organisation Structure in a Manufacturing Firm
A Practical Business Idea for Class Discussion

Palm Kernel Cracking Plant

After the manufacture of palm oil, the palm kensdeft as residue. In a
lot of areas, most of these palm kernels atte jalsandoned and left to
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waste possibly because the primary investocbbected his primary
interest — the palm oil and has nothing more tavilo the kernel. At

the other end of the Investment vehicle, theret exganizations/people

seeking to use the palm kernel for otleativities. Before the palm
kernel can be reached, the outer shhlhs to be removed through
cracking. So we now identify an investine opportunity where the
investor positions to crack palm kernelslyorand sell the kernels to
other users like the palm kernel oil producers.

Technical Considerations

The project under consideration is a palnrnélecracking plant to be
devoted solely to the cracking of palm kernel®Working on a single

shift of 8 hours, the plant can crack 5 tons dfrpleernels. If the plant

is run on 3 shifts per day, the plant is capableratking 5,475 tons of

palm kernels per annum. However, tacoammodate time lost to
maintenance of equipment, equipment faslureand breakdown, we
indicate thatthe plant can run for 300 daysaryear. Actual running

capacity will be based on the investormarket opportunities and
demand. Although it is noted that the key equipnf@nthis project is

the cracking machine, Investors should Izvare that the
cracker/separator is a more technically supemoachine to the simple

cracker which only cracks but cannot separate d¢nedt from the outer

shell. Investors should therefore insigin the cracker [/ separator
equipment to make production work easier and d@stest.

Palm Kernel Cracking Process

The palm kernel cracker / separating machinsuslly mounted on a
rigid platform reinforced with metal and cemebtocks because of the
vibrations from the machine. The cracking prodgssslatively simple.

Palm kernels are fed into the hopper and the epswitched on. The
cracked palm kernels are then discharged intodha gernel separating
chamber for separation of the kernel fromthghell The kernels are
then bagged ready for the market.

TECHNICAL DATA

CRACKING Capacity: 15 tons per day
MACHINE DETAILS Specifications:
Cage rotor of about 350 mm diameter ahd 4
Cracking openings, cast cracking pads and
Adjustable basement.

POWER Power Holding Company
POWER DRIVES 20 Hp electric motors with geared @i
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Has this been taken care of inthe
plan?
What are the divisions ip the
business?
What are the departmenty in the
division?
What are the units in the
department?
Who are the key managers?
What are their qualifications?
How many staff do you need?
What skills do you want in them?
What are the salaries that will be
paid to the staff?

Table 7.1: Management plan checklist

plan?

Has this been taken care of in the

What consultants do you need?

Why are they needed?

What form of legal ownership wi

be used?

What licenses do you need?
What permits do you need?
Has the
NAFDAC?
Who is the Chief Executive ¢

business register

business?
What

experiences

special qualifications

are needed f

ed  with

f the

or

pr  the

Chief executive post?

Table 7.2: Management plan checklist (continued)

4.0 CONCLUSION
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The management plan was treated in this unit. re Hee discussed the
forms of business organization that you are likelgncounter. We also
developed a check list for the components of theagament plan.

5.0 SUMMARY

We have said thata businessplan isa datuntieat sets out what a
business seeks to achieve and how it wants totdo Tihe management

plan is a key aspect of a business and examineadhagement aspects

of the business. It focuses attention on theistatif an organization to

enable it meet organization needs.

In the next unit, we shall discuss the marketiranpl

6.0 TUTOR MARKED ASSIGNMENTS

The management of any businessis very crudiait hasto succeed.
When preparing a management plan for a start-upgiravhat do you

consider as the most important things that meshlthe management
plan?

7.0 REFERENCES/FURTHER READINGS

Leon lkpe (1999) A guide to Small Business Investise
Impressed Publishers, Lagos.

Leon lkpe (1999): Project analysis and evaluation.
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSME NT EXERCISES

The four information to be found in amemorandum and articles of
association are:

1. The name of the company

2. The objects clause

3. The amount of the share capital

4. The registered office of the company

UNIT 4 THE MARKETING PLAN
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1.0 INTRODUCTION

In the last wunit (unit 7) we discubsethe management
adidchssed key issues concerning how tmall business will L
managed. In this unit, we shall discuss the ketarg plan which is a

crucial component of the business plan.

2.0 OBJECTIVES

By the end of this unit, you will be able to:

* Understand the marketing plan.
* Discuss the contents of a marketing plan.

3.0 MAIN CONTENT

3.1 The Marketing Plan

We have seen that a business plan is a key docuhsrgets out what a

business are going to do and how it is going td.do A business plan

though seen as a large picture is made ap some smaller ple
prctures. The marketing plan is one of such ptansctures.

The marketing plan addresses all issues concetimngarketing of the

small business products or services. Thearketing plan addres
iIssues relating to the market, competition, pgeproduct distribution

policies, advertisement and other issues.
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3.1.1 Potential Customers

A starting point for our discussion igo properly define who the
potential customers of the business are or will liustomer definition
Is not an easy task as we shall soon see.

Sometimes confusion arises as to what is castomer because people
also fail to distinguish customers from consumers.

The term consumer refers to the person or oneusbs a product (or

service) for his personal satisfaction or benefit. the industrial sector,

the consumer is the one who changes the form pfaeduct to alter its

identity. For example a soap manufacturer will baystic soda and use

it to manufacture soap. He is the consumer ofathiematerial. On the

other hand, _a customer may be a consuorera dealer who buys a
product and eventually resells the product.

Also even for a service, the business should gledentify the types of
consumers that they wish to serve.

For example there may be many types of hotelausec of the types of
customers that need to be served namely:

* hotel for students
* hotel for travellers
« hotel for high class individuals.

Has this been taken care of in|the
plan?

What type of business are you
planning?
What products or services willlyou
offer to the market?

Who is your potential customer?
How do you define your potential
customer?

What are your customer
characteristics?

What are their income levels?

Who are the consumers |of vyour
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product or service?
Are the consumers differegnt from

the customers?

Where are your customers located?

Table 8.1: Potential Customers Checklist.

A Practical Business Idea for Class Discussion
Palm Kernel Oil Extraction Plant

Palm kernel oil (PKO) is derived from the pregsif the palm kernel

with palm kernel cake as residue. Market demang@dtm kernel oil is

very high because of the various uses to whichput. PKO is used to

produce bar soaps, liquid detergent, edibkgetable oil, body cream
and pomade. In the medical area, it isluses an anti-convulsant i
domestic households, used in the manufacturantehista-mines and

other pharmaceutical preparations. The majontdief the prospective
investor in this project will be major soap prodisc@ever brothers, PZ

etc), refiners of vegetable oils, pharmaceuticampanies and also the

feed millers who will use the palm kernel cakeadditive to livestock

feeds.

Technical Consideration

The project under consideration is a plant dedicaighe manufacture

of palm kernel oil and palm kernel kea The co
gwdapment required include oil expelletoaster, receiving tank ¢
storage tank. Because the oil will be consumelusgan beings, it is

saferto use stainless steel for both the iviege tank and the storage
tank. Working on a single shift of 8 hours gday, a total output of 3

tons of PKO and 3.6 tons of Palm kernel cake iseaelble. On 3 shifts

per day and for 1 year, installed capacity of thiant is 3,285 tons of

palm kernel oil and 3942 tons of palm kernel calédtainable capacity

Is projected at 90% of the plant installed capacity

Production Process of Pko

Clean, sorted palm kernel fruits are loaded uneadlaster for controlled
heating. @ The heating increases the rat®il ektraction. The heated
palm kernels are now fed into the oil expeller tlylo the inlet cone. A
collecting funnel drives the kernels into the cioglextracting chamber
where the kernels are pressed by a motorized quress. Palm kernel
oil is collected through a funnel into the reaegvtank while the palm
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kernel cake is discharged through the terminatéliand collected as a
residue.

TECHINCAL DATA
OIL EXPELLER Cage Stator with sieve filtration.
SPECIFICATIONS Gear motorized Screw pressing system
: Cake adjuster unit oil tap and central flgw.
Hanging hopper inlet cone.

FINANCIAL HIGHLIGHTS N
Pre-Investment Outlays 100,p00
Rent/Accommodation 400,000
Machinery/Equipment 700,000
Utilities 350,000
Working Capital 300,00
Total Project Cost 1,850,000
Projected Year 1 Income 20,000,000
Projected Year 1 Expenses 17,000j000
Projected Year 1 Profit 3,000,0p0

3.1.2 Evaluating The Size Of The Market

Apart from identifying who the potential customéittoe small business

is, there is the need for usto go aheawl evaluate the size of the
market for our products or services. The evauoaifthe size of the

market is very important because it gives us aimodf the total market

size in terms of naira and kobo.

A standard marketing plan should state the maiketaf the product or

service in question. The size of the market ialgestimated by using

both qualitative and quantitative methods. Malde us approach our

studies carefully, let us follow the lldving steps in our effort to
evaluate market size:

 Define demand

» Examine factors affecting demand

» Examine demand for Intermediate and capital goods
* Build market demand

Defining Demand
For us to be able to properly prepare a marketiag, pve need to define

and understand what we mean by demand. It wil g to prepare a
good marketing plan.
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For purposes of our study, we shall defildemand for a product
service as the total quantity of goods or servibatable customers in a

defined area are willing to buy at set prices. effiect therefore, demand

refers to a set of quantities that customers afmgvio buy at different

prices. In the tditional economics setting, the demand rve
gownward sloping (with a price and quantity axis).

It will also be very important for us at this patiar time to define and

distinguish between two types of demand — Totaketa demand and

Project demand Total market demand refers ttottaé demand within

a set Geographical area like Nigeria. or Fexample we can m
atatement that the total demand for beer in Nigeri® million bottles

per annum. The meaning ofthe statementaisin Nigeria, the total
guantity of beer demanded is 10 million lmsttlat the current ruling

pries. But we also needto define anotiygge of demand which v
shall call Project demand.

Project demand is not the same thing as total mhdemand. Itis a sub

set of the total market demand. If a kaarfor a product orserv
already  exists, project demand is therojepts share of tc
deriatd. |If a market is saturated with goods, n@jepts may face the

difficulty of selling their products or services.

By and large, it is important to focusatien on a project demanc
Mistakes which tend to be fatal occur when analgstduse market and
project demand

Factors Affecting Demand

We have just defined demand which is very imporiaoiur study. But
we need to go a step further to examine the faetifecting demand in

the market place. It is going to help us bailgood demand schedule

and also a better marketing plan.

In the traditional economics platform, one of thestmmportant factors

affecting demand is price. If we assume a welblveld demand curve,

then the higher the price of a good, the sm#llequantity that will be

bought. Also the lower the price, the gre#terquantity that will be
purchased. This appears to be a ratiorgthaviour especially where
human beings are involved.

Another important factor affecting demand for adarct or service is the
income of the population. Given a MKeds of income ailabl
murchasers, it is logical to believe atth the higher incon
paamle, the more goods and services they arg likgdurchase. So we
cansay with a measure of confidence thadopulation with a higher
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income is more likely to purchase morgoods and services than a
population with a lower income.

Apart from income, population is another major dactffecting demand

in any given  setting. It is certainthat a large populatiol
derta@nlys more goods and services than a smallelgtiopu A major

aspect of any population which we should notdorgs the ethnic and

religious structure of the population.

The ethnic structure of a population feetk the type of goods and
services that willbe demanded. For exampie the Nigerian setting,

palm oil tends to sell much more in the southeatestthan in the North

because most southerners tend to use palm oilcaaking.  But in the

Northern States, ground nut oil seems b® more available and by
implication the people use more of it for their king.

Also, religion is another aspect of anpopulation that needs to be
looked at while drawing up any demanschedule. Again in the
Nigerian setting, Pork is not an acceptablet dier Muslims but most

Christians eat pork. These are the type of cliliqauts you need when

you are trying to build a demand schedule whicboafrse is a critical

input in building of a marketing plan.

Prices of other goods also tend to affect demarféor example tea and

sugar are said to be complementary goods sincegthégand in hand. It

is therefore logical to say that the pricétea at any giventime will
affect the demand for sugar. In the same faslvicgad and butter also

appear to be complementary goods.

Demand for Intermediate and Capital Goods

When we largely discussed demand, our generalitigrdppeared to be

that the goods discussed oughtto be consunoeisgo But that is not

always true. There are some goods clwhiare generally known as
Intermediate and also capital goods. Itis impdrthat we understand

these two types of goods.

We shall go ahead to discuss intermediate goode@ds which are not

purchased for immediate consumption busthar are used in the
production of consumer goods. For exampleurflis an intermediate
good mostly used in the manufacture of bread. Sgtso appear to be
intermediate goods if purchased by a car manufactuBut tyre is also

a consumer good if purchased by Mr. Solomon forisgs car.

On the other hand, capital goods are those gbadsre used for the
manufacture of both intermediate and oo goods. A
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manufacturing plant is a capital good. One thimgneed to know about
capital goods is that they last for vergnd periods because of it
nature.

Building Market Demand

We have defined what demand for a  produmr service
ddsevediyunderstand what a population is.

Let X =no of persons in a population

Y = average number of a given product corei by
each person in that Population per annum

Then XY = Total market demand per annum for tloglpct in
guestion

SELF-ASSESSMENT EXERCISE 1

There are 400,000 persons in a city called Maddsach person in the
city drinks a bottle of water daily. What is thenaal demand for water
in Madas?

3.1.3 Forecasting Future Demand

As at the time of preparation of a business plamesof us will assume

that building the demand schedule for a produatl ihat is required.

But that is not true because the analyst shoulibbe to forecast future
demand for the product in question or the service-orecasting future

demand appears to be a very difficult taskcause there is a
oficertainty attached to forecasting of fature event. Ordinarily
demand for many goods may be eitherablstf erratic or
tightgdictable.  Social change, structural ustdjents, change of taste
and technology all add up to make forecasting fecdlf task especially

of demand.

Usually, there are two basic approaches thazagable when we are
trying to forecast demand namely:

* Qualitative technigues
» Quantitative techniques

Qualitative Techniques

Qualitative  technigues are mainly desk tho@s which are based
reports obtained from various sources. Omé the sources could
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expert opinion obtained from a pool ofxperts in an industry. The
experts usually are seen to be knowledgeable a@bpraduct or industry

and therefore are in a position to forecast whafuture demand for a

product is likely to be.

Another way of obtaining information for use orécasting demand is

known as the Sales Force Composite method.

Under this method, salesmen in a particular ingustn provide expert

data on demand. Butin most cases; the data arfdrcasts that they

provide differs significantly from that providéyg a panel of experts.

The general belief is that since salesmen opegdtthe grass root level,

they are more knowledgeable about the ddméor products and the
accompanying forecasts.

Quantitative techniques

Majority of the data generated by the qatilie techniques are often
unreliable, biased and plagued by subjective stateind of the people

making the forecasts. As so, we think they aremsludata in the hands

of the entrepreneur.

Quantitative techniques in forecasting howeverless subjective and
are more or less based on past data.

In the main they are mathematical imature and tend to kL
aumgrate. One of the quantitative techrsqueed is the Time series
approach. The time series approach generally é@snte very popular

with analysts who are trying to forecast the demafragood or service.

The general feeling isthat time isa alciexplanatory variable that
explains the future.

According to this thinking, past data can explaiationships between
the demand of a commodity and time. For exampéecan display the
relationship between demand and time in a graphiagl
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Quantity demanded

6000 Derhand for cars in Asaba
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Figure 8.1: Demand for cars in Asaba

Have you covered this in the plan?

How big is the market?
Who are your competitors?
How are they faring?

What is the structure off the

competition?

U7
)

What are your competitors price
What are your prices?

What are the trends in the markét?
What market share are you thinKing

of.?

Table 8.2: Marketing plan check list.

| Have you covered this in the plan?
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What are your competitorp

strengths?

What are your competitorp

weaknesses?

What is your strength?

What is your weakness?

What is your competitive
advantage?

How will you distribute
goods?

How will you promote your good
What is your customer
policy?

our

B?
service

Table 8.3: Marketing plan checkilist.

4.0 CONCLUSION

In this unit, we discussed the marketing plan wimctiself we saw was
a component of a master plan which we called anegsiplan. We also

developed a check list for the marketing plan.

5.0 SUMMARY

All along, we have highlighted the fact that @ibess plan is a critical

document that sets out what

wants to do it.

a businesskssdo achieve and how it

The marketing plan that we have just discussad ey component of
the master business plan. It examines the riagkaspects of a plan.
Just like we did, we discussed market demand, faetidecting demand
etc. The marketing plan checklist was also dragun uln the next unit,
we shall discuss the financial plan.

6.0 TUTOR MARKED ASSIGNMENTS

Your are preparing a marketing plan for a new ms&oodle. What are
the key informationthat must be contained tme marketing plan that

you are preparing?

7.0 REFERENCES/FURTHER READINGS
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Leon Ikpe (1999) A guide to Small Businessbtments. Impressed
Publishers, Lagos.

Leon Ikpe (1999): Project analysis and evaluatiompressed
Publishers, Lagos.
ANSWERS TO SELF ASSESSMENT EXERCISES
One person drinks 365 bottles of water per yea#00,000 persons will
drink 400,000 x 365 bottles
= 146,000,000

The annual demand for water in Madas is 146,000h@@tkes of water
per annum.
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1.0 INTRODUCTION

In the last unit (Unit 8) we discussethe marketing plan which
addresses key issues concerning the marketing plansmall business

and how the plan should be structured. In thig we shall discuss the

financial plan which is a very crucial componenadiusiness plan.

2.0 OBJECTIVES

By the end of this unit, you will be able to:

» Understand clearly the meaning of a financiahpla
* Discuss the key components of a financial plan.

3.0 MAIN CONTENT

3.1. The Financial Plan

As we have discussed in our earlier units, a bgsipé&an is a document
that sets out what a business is going to do anditie going to do it.

As we have continued to say, the business plataiga picture made
up of smaller plans or pictures. One of those®lar pictures is called
the financial plan.
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The financial plan addresses all the key issuesing to the financing
of the small business. In practical terms, it da@sear that the financial
plan is the most important of all the plans beeanu the first place, it
clearly shows the would-be-entrepreneur the fotahcial picture of a
project in terms of total project cost, financiflows and outflows.

Again as you are aware, banks when called up tmée a project are

usually interested in the financials of thoject. The banks want to
know every detail of the financial im@ions of the  proje
belyitted to them for appraisal and lending fahds. Banks want to
know what the profitability ofa project wilbe and besides, the cash
flows.

The financial plan is expected to capture all thisrmation and provide
them in a manner that the other third parties ead them. By the third
parties, we mean either the banks or the wouldibesitors.

SELF-ASSESSMENT EXERCISE

Name three parties that you think makse of a financial pl
ftecision making.

3.1.1 Contents Of A Financial Plan

To explain the standard acceptable contents ofaadial plan, we shall
list out the contents and then go ahead to presprdctical example of
a plan. The following are contents of a finanpialn.

» Estimates of Project cost including Land, Bui@girand things
like steel structures

* Utilities - costs

* Machinery and equipment costs

* Pre-operational expenses

» Working capital requirement

* Financing plan

* Projected income statement

* Projected cash flow statement

* Projected balance sheet

Practical Example of a Financial Plan

A company is engaged in the extraction of paim &eoil (PKO) from
palm kernels. The company now plans to add atedte oil refining
plant to its operations so that it can convertghlen kernel oil (PKO) to
vegetable oil through refining.
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The company has approached a bank to help it fentmecacquisition of

the vegetable oil
proposed plant.

refining plant.

Belows the financial plan of the

You are please requested to study the plan cayefnd ensure that you

understand it very well.

Financial Plan

The objective of the financial plan is to determihne financial outlays
and inflows of the project with a view tostablishing the commercial
viability of the proposed venture. To be abledathis, the following

should be established:

* Start up costs for the project

* Revenues of the project

» Expenditures of the project

* Profit and loss profile of the project

Estimates of Project Cost

LAND FOR THE PROJECT
Civil works and foundations

Steel Structures

Includes H Beams, U Channels,
Angles, checker plates, Railing pipes,
Roofing materials

Total Land, Building and Steel Structures

Storage Tanks

2 Units crude oil tank - 200 tons -

1 Unit refined oil tank — 300 tons -

1 Unit fatty acid tank — 50 tons -

1 Unit water storage tank - 20 tons -
1 Unit Furnace oil tank — 20 tons -

1 Unit diesel storage tank - 20 tons -

Sub Total =

N

4,000,000
5,000,000

13,000,000

22,000,000

0@),000
@000
0dx00
750,000
50,000
750,000

8,100,000
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Utilities

1 Unit 500 KVA Transformer - 3,5000

1 Unit 500 KVA generator - 10,000,000

1 Unit water bore hole - 500,000
Sub Total = 14,000,000

Proposed Financing Plan (=N=)

PROJECT BANK TIOTAL
SPONSOR

Va)

Land, building and gteel 9,000,000 13,000 22,000,000
structures

Machinery and Equipment{20,800,000 77,940,000 98000

Storage tanks - 8,100,900 8,100,000
Utilities 14,000,040 - 14,000,000
Pre-operational expenses | 1,450,000+ 1,450,000

Sub — Total 45,250,000 99,040,000 144,290,400
Working Capital 30,617,994 - 30,617/994

Total 75,867,994 99,040,000 174,907,994

Contribution Ratio

Project = 43.3%

Bank = 56.7%

Total = 100%

Schedule of Financial Assistance Required

Financial assistance is required from the banletafplied as follows:

N
1. Construction of steel structures to= deou 13,000.000
the vegetable oil plant
2. Contribution towards purchase of =the 77,940,000
vegetable olil refining plant
3. Contribution/purchase of storage tanks = 8,100,000
Total = 99,040,000

Projected Loan Disbursement:  1/11/2006

MORATORIUM: 6 Months from disbursement to enable plant to be
delivered on site plus commissioning.

Projected 1st Repayment due date: 30/4/2007
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Quarterly Loan Repayment: N8,674,693

Interest rate: 10% per annum with quarter$f.re
Expected date of last installment: 31/12/2009

Financial Projections

The financial forecasts and projectionsaveh been arrived at on the
following bases and assumptions:

Bases

1. The forecast includes results as shown by ttential statements for
the year ended 31st December 2005.

2. The audited financial statements fohe t six .= months ended 31st

December 2005 and the projections for the yearaBdst December

2007 have been prepared on a basis consistdft tive accounting
policies normally adopted by the company.

Assumptions

1. PROJECT YEAR: Year 1 of the project is the y2@07
2. The loan of N99, 040,000 will be disbursed aidlthe first week of
November 2006. The impact of the Loan thereforesvenues will
begin to show in year 2007, which is regarded asl8t year of the
consolidated project.
3. The vegetable oil plant will commence operatitaiest on 1st April
2007 and working on 2 shifts /day. If the progbn plan for the
year 2007 appears threatened, the plant will aperat full capacity
to cover anticipated production gaps in year 206fom year 2008
and beyond, the plant will run according to thedmaiion plan.
4. There will be no significant changes in Governhregulations that
will affect labour costs and other operating expsrizesides the ones
in force in year 2006.
5. There will be no drastic change in the politiatl economic climate
of the country that will adversely affe the operations of the
company.
6. Government will continue to see theeed to protect local
manufacturers from foreign invasions.

Depreciation

Depreciation of depreciable fixed assets idcutated to write off the
book value on the straight line method at the foitg rates:
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ITEM

%
Land and Building 2.5
Motor vehicle 15
Furniture and Equipment 10
Plant and Machinery 10

Project Implementation Schedule

Loan Application and approval: 14 weeks from Jub@ga2
Loan approval and disbursement: Latest date 1/06/20

Plant and Machinery arrive Nigeria: Latest End elbfaary 2006

Installation and test run of plant: March 2007 @eks)
Plant commences operation: Latest 1st April, 2007

Revenue Projections

SMALL BUSINESS

From the proposed production plan, the followinthiss revenue profile

for the project in year 1 (Year 2007)

_PROJECTED YEAR 1 REVENUES

PRODUCT QUANTITY PRICE TOTAL
SOLD (TONS)| PER TON | REVENUE N
N
Refined Vegetable Ol 12,498 145,000 1 812,210,00&0
Palm Kernel Cake (PKC) 18,418 5,000 92,
Palm Kernel Sludge 1,815 4,0Q0 ,266,000
(PKS)
Fafty acid 657.94 100,000 65,784,000
Total 1,975,344,000

Year 2 Revenues are same as year 1 Revenues,

Year 3 Revenues are projected to
revenue due to increase

Year 5 Revenues are projected to increase by 5%yeaes 3 & 4

increage %%

over

year 2

in selling pricexcasioned by
increase in raw material inputs prices.
Year 4 Revenues are same as year 3 revenues

due to increase in raw material input prices.

Summary of Projected Revenues

Year 1 - (2007)
Year 2 - (2008)
Year 3 - (2009)
Year 4 - (2010)
Year 5 - (2011)

Revenue (N)
1,975,344,000
1,975,344,000
2,074,111,200
2,074,111,200
2,177,816,760
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Production Materials and Their Costs

Cracked palm Kernel N45, 000 per ton
Bleaching earth N88, 000 per ton
Citric acid N200, per kg
Phosphoric acid N300 per kg

Vegetable Oil Packaging Costs

The refined vegetable oil will be sold in two ways:

1. Direct to vegetable oil distributors who wilirghase the vegetable
oil in tanker loads. In this case, the vegetablgaokers will come
and load vegetable oil at the factory.
2. The refined vegetable oil will be fillednto plastic jerry cansof 9
litres and 18 litres capacity and also sold tortfagket. The purpose
of this is to ensure that the brand of vegetalilldoe in affordable
units and prices to the market.

PROJECTED TRADING, PROFIT AND LOSS ACCOUNT FOR
THE YEAR ENDED 31st DECEMBER

2007 2008
Sales 1,975,344,000 1,975,34
Opening Stock 30,000{000
+ Cost of Manufactured goods 1,576,320/178 1,588
Less Stock at Close 40,000,000
= Cost of Sales 1,566,320,178 1,578,266|114
Gross Profit 409,023,822
DEDUCT
Selling and distribution expenges 10,265,716 10,336,004
Administrative expenses 32,263,476
Total Expenses 42,529{192 38,8913,685
Profit before tax 366,494,630 358,1844201
Tax provision 117,278,281  114,618[944
Profit after tax 249,216,349  243,565|257
PROJECTED CASH FLOW STATEMENT (N)

2007 2008

SOURCES OF CASH
Earnings before interest & taxes 382,494,630 184)20[1
Depreciation 19,137,615 19,137)/615
Total sources of cash 401,632,245 389,321,816
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SMALL BUSINESS

USES OF CASH

Loan Repayments

Interest and Bank Charges
Taxation

Total uses of cash

Cash Surplus / (Deficit)
Opening Cash Balance
Closing Cash Balance

26,024,079 34,698,772

16,000,000 12,040,000
117,278,281 114,618,944
159,302,360 161,317}716
242,329,885 228,004,100

10,000{000 252,329,885
252,329,885 480,333,985

PROJECTED BALANCE SHEET (N)

31/12/2047 31/12/2008

ASSETS EMPLOYED
Net Fixed Assets
INTANGIBLE ASSETS
Preliminary expenses

CURRENT ASSETS
Stock-in-trade

Raw Materials

Debtors & Prepayments
Cash and Bank Balances
TOTAL

CURRENT LIABILITIES
Creditors and Accruals
Bank Overdraft

Tax Provisions

TOTAL

Net Current Assets / (Liabilities)
FINANCED BY

Share Capital
RESERVES

Profit and Loss Account
Directors Current Account

Shareholders Fund

198,538,111 179,689,096

L]

5,000 35,00

0 290,000,000

60,012,878 70,000,000
12,000,000 7,767,313
392,012,378 667,767,318
70,000,00
53,000,p00 0
15,000,300 14,000,040
117,278,281 114,618,944
185,278,281 198,618,944
206,734,097 4638,36¢
1,000,
1,000,000

341,031,292 584,596{479
63,295,p86 63,295/986

405,327,208648,892,465

4.0 CONCLUSION

In this unit, we have discussed the financial glad we went ahead to
use a practical example to demonstrate what financial plan should
look like in real life. For our real life examplege used a vegetable oil
refining plant. We did also advise that you gttlte  worked example
carefully so that you can understand a financih giroperly.
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5.0 SUMMARY

We have fully seen that the financial plan is a/vemportant document

both for the entrepreneur and the bankt this expected to finance a
would-be-project. It brings out all the fine détanf a project as far as

finance is concerned.

In the next unit, we shall discuss the economia.pla

6.0 TUTOR MARKED ASSIGNMENTS

Discuss the key users of a financial plan and Wby &re interested in
the financial plan.

7.0 REFERENCES/FURTHER READINGS

Leon lkpe (1999) A guide to Small Businesebiments. Impressed
Publishers, Lagos.

Leon lkpe (1999): Project analysis and evaluation.
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES

The three parties that make use of a financial atan

1. The would-be-entrepreneur

2. The financier e.g. a bank
3. An investor who is being asked to invest inghgect.
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1.0 INTRODUCTION

In the last unit (Unit 9), we discussed the afinial plan which we say
addresses key issues concerning the dinan  of
anigigbieebusine§¥e even used an exampld a vegetable
gemonstpate a practical example of a findn@&n. In this unit, we
shall discuss the Economic plan whicls iagain a very cruci
component of the business plan.

2.0 OBJECTIVES

By the end of this unit, you will be able to:

» Understand the meaning of the economic plan.
* Discuss the key components of the economic plan.

3.0 MAIN CONTENT

3.1 The Economic Plan

All along we have tried to dissect a business plash by so doing, we
broke the business plan into a numbef smaller plans i
tharketing plan, the financial plan etc.

When we discussed the financial plan,e wet out to exami
amdluate certain things like cash in flows andtflows. Atthe end of

the day, the financial plan discloses whether alvbe small business

will be profitable or not.

However, when we are discussing revenues and icosésra terms, we
are simply considering the thinking of an invesipbank. Most of the
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items in the financial plan are micro elementfaasis an economy is
concerned. What we are saying is that the finaptaa is a micro view
of a project from an investors narrow view point.

The Economic plan unlike the financial plan corssdprojects from a

macro economic view point asopposed to aramiview point. The
economic plan looks at the business frome ttotal view in terms of
planned impact on the macroeconomic environment.

3.1.1 Economic and Financial Analysis (A Comparison

The financial plan tries to see a wdoddproject from an investor's
view point. That isessentially a micro wie In the alternative, the
economic plan tries to see a would-be-project feonational view point

or best still, a macro economic view point.

Both financial and economic plans are talking sbregces and how the

resources will be allocated. = Both of them séefme concerned with

resource allocation problems. In the end botHittacial plan and the

economic plan seek to provide answers t@swhether an investment
project will be undertaken or not. \Wéver, there are differences
between the financial and Economic plan.

We will stress from the onset the fact that théfedin their underlying

objectives. The financial plan arrange®sources without any
consideration of the society in which e thwould-be-business will be
located.

On the other hand, the Economic planes to arrange or display
resources with full consideration of the impactagdroject on the entire
society.

Another important point to note is that both tle@iomic plan and the
financial plantry toevaluate a project imis of benefits and costs.
But the definition of costs and benefits differveeén the financial and
economic plan.

In the financial plan, costs and benefits are iguatiuced to Naira and

Kobo terms. But in the economic plan, costs abenefits go beyond

naira and kobo terms. For example i theconomic plan, costs are
usually expressed in terms of opportunity cost®mgone costs to the

society as a whole.
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A Practical Business Idea for Class Discussion

Commercial Production of Laundry bar Soap

Laundry soap is used mainly for washing. Itfoisnd in every home,

office and factory because of its importance. @lifph powdered soap

and liquid soap are soaps found on the rkeba shelf, laundry sc
referred because it is not hard on textiles.

In the Nigerian market, manufacture of Bwyn bar soap used
bHeminated by such big names as Lever brothers,e®Z However, in

the wake of the structural adjustment programmedot of small scale
entrepreneurs have sprung up and are currentlgggivthe big names a

big fight. The advantage ofthe small scaeducerisinthe area of
overheads and operational flexibility. elTh key to success
baajmess is quality and lower prices.

Technical Information

The production of soap is a simple cdeam reaction referred
&sponification.

The simplest way to explain Saponificatiois to write the Chemic
equation: oil (fatty acid) + caustic soda = seagycerol. Incidentally

this equation is learnt at secondary school lelrehdstry and does not

need extra clarification. The basic materials meglfor production of

soap are palm kernel oil or palm oil, caustic sdidajd sodium silicate,

dyes and perfumes (where required). ThHeasic  equipment
tireparation tank, mixing tank, solidification boxsseap slicer and soap

stamper.

Production Process

There are three different methods employed in tbduyction of laundry

bar soap namely: the full boiled process, the dsonied process and the

cold process. The cold processisthe omxussed in this write-up.
Caustic soda is dissolved in water ithe preparation tank
mfernight. It is important that it stays for aas¢ 24 hours to enable the
chemical reaction to be completed. The specifawity should come up

to 13000 kg/m3.

A measured quantity of palm kernel oil is put itie mixing tank. A
measured quantity of caustic soda solution is aduedhe mixing tank
and stirred properly for at least 10 minutes.

Then sodium silicate, soda ash in solution, dge added in measured
guantities. Stirring continues for another 10 %oninutes with perfume
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added if desirable. Pour the soap into #widification boxes which
have nylon underlay. Leave the soap to hardenter About 15 hours,

you have a hard soap. With the use of the slicmgchine the soap is

cut into shapes while the soap stamper affixes tizene of the soap on

it. The bar soap is packaged and ready for thé&ehar

FINANCIAL HIGHLIGHTS N
Pre-Investment Outlays 30,000
Rent / Accommodation 100,000
Machinery / Equipment 100,000
Utilities 30,000
Working Capital 100,000
Total Project Cost 360,000
Projected Year 1 Income 2,800,000
Projected Year 1 Expenses 1,400,000
Projected Year 1 Profit 1,400,000

Have you covered this [in the
plan?

Will  the project generate
employment in the economy?
If yes to what extent?

No of skiled hands thay will be
employed
Will the project lead to| economic
growth?
Will the nation save forgign
exchange if the project |[is
undertaken?
If yes what amount of | foreign
exchange?
What are the forward and backward
linkage effects of the project?
Will the project lead to
technological education?

What are the social co4ts of the
project to the economy?

Table 10.1: Economic plan checkilist.

3.1.2 Contents of an Economic Plan

So far, we have tried to understand what an ecanptan is and how to
distinguish it from the financial plan. We will waogo ahead and discuss
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some of the key contents of an economic plan. cddyents, we mean
those items we hope to see inside the economic plan

Transfer Payments

Generally transfer payments represent the tran§i@sources from one
section of society to another. Remembehat economic  ple
takero views of a society into consideration.

An important transfer payment is interest. Basydakerest is a reward

for capital. For example, if a project is fundadbugh bank borrowing,

the estimates of interest charges are ysualtluded in the financial
plan. And so if you look properly you will segerest charges in the
projected income statement. What resources @siiethat the project

has paid has been collected by another membec@tgdthe bank). In
this case, there is really no net increase ofuress to the society as a

whole. The interest is only a transfer of resosifcem a borrower to a
lender.

So as the logic goes, in the economic plan, intetemrges are excluded
since they only represent transfer payments.

Taxes

Taxes are another set of transfer payments whichreve going to look
at. Taxes are paid out of profits and if a projsgrofitable, it will pay
tax to the central authorities. That explains whihe computing of the
net income of a project, taxation is usually deddct

Taxes are therefore deductions before iviagr at net profits
husiness. However, in the economic  plantaxes repres
payisfents from a business to the Central Governm@nd so again as

the logic goes, in the economic plan, taxes arkudgd because they are

only transfer of resources from one section ofsthaety to another.

Subsidies

In evaluating a private sector undertaking, it i difficult to hear of

the word subsidies. This is because the pris@téor is largely profit
driven. So in the financial plan ofa pitie sector project, it will b
unheard of to see the item called subsidies.

But this will be a different story if we are buitgj the economic plan of
a project. Most public sector projects are hgastibsidized to enable
the poor gain access to certain goods and semwices ordinarily they
cannot gain access to.
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Logically subsidies represent opportunity costh&society as a whole.
So in the economic plan, any subsidy so enjoyedldhze added as part
of the costs of a project.

Linkage Effects of a Project

Generally, linkage effects are those effetist arise from a projects
initiation.  For example when a polytechnics located within a new
environment, many things follow immediately.

New constructions start inmediately. New shopsgpup. Bookshops

begins to spring up. Some industridsegin  to start-up in the
environment to produce water, soap amther products which the
students of the polytechnic will need.

Generally, there are two types of Igka effects broadly defined as
forward and backward linkage effects.

Forward linkage is the stimulus given to manufanotyr industries that
use the products of a project. For example ibarfmanufacturing plant
is located in a town, it will lead to the estabiigmt of bakeries that will
use the flour. This is a forward linkage effect.

Similarly, flour manufacturing requires wheat aa raw material input.

We can see that the establishment of a wheat ih@nufacturing plant

will invariably lead to increased cultivan of wheat. This is the
backward linkage effect.

SELF ASSESSMENT EXERCISE
Name two transfer payments
A Global Example of Economic Analysis

In 1986, the World Bank was considering the desitg or otherwise

of assisting Nigeria set up a rice farm coveringudands of hectares in

a rice producing area of Nigeria. Under teeheme, farmers will be
allocated large hectares of land for ticafion of rice subsidized to
encourage the farmers. Such things liKkertilizers will be heavily
subsidized while technical advice will berovided by World Bank
experts and Nigerian agricultural experts. Thedast life span of the

project is five years after which it is expectedttliminishing returns

will set in.

A financial analyst forecasts that the following the incremental cash
balances that will accrue to the farmers.
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Year Amount
- N300, 000
+ N600, 000

.+ N700, 000
+ N800, 000
+ N900, 000

OabhwWNPE

The subsidies to the farmers in the 5 years isagddo be as follows:

Year Amount

1 N50,000
2 50,000
3 30,000
4 50,000
5 60,000

Also although technical advice is to be providedMgyrld Bank experts
and their Nigerian  counterparts, below ithe value of t
tebhoicalhen reduced to monetary naira values.

Year Amount

N40,000
40,000
60,000
30,000
20,000

OaabhwWNPE

Because the farmers are expected to pay asxother citizens do, the
financial analyst in arriving at the incrementagttédalances due to the

farmers already had deducted the tax due from thé@ime estimates of

taxation are reproduced below.

Year Amount

- N10,000
N60,000
N70,000
N80,000
N90,000

GabrhwWNEF

The cost of the rice project initially is N1, 000(0to enable the project
take off.  Although the lending rate for agricué projects is 9%, it is
considered that the real opportunity cost of ca@Etd3%. Should the
project be acceptable?
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SOLUTION

Although a variety of methods exist to apgeaithe project, the most
favoured method is the net present worth method. eagklier explained.

NET PRESENT WORTH = Present Worth Present Worth
Less
of Benefits of Costs

a. Subsidies represent outflows of cash to theauogras a whole and
SO0 constitute costs of the project. hey now appear as negative
entries to denote cash outflow.

b. Taxation is added back because it represeramsfér payment from
the farmers to the government. It is to be recmghthat the taxes
arise because of the rice project. The negatwen&y in year one
is the tax foregone as a result of the rice project

c. Technical advice also constitutes a useesdurces and hasto be
clearly recognised as an outflow of resources.

4.0 CONCLUSION

In this unit, we have discussed the Economio.pl&Ve also discussed

the differences between the financial plan ahé economic plan. So

that while the financial plan focuses attentorpurely private sector

initiatives like profits etc, the economic plarciises attention on how

projects affect the macro environment. We also discussed transfer
payments. All these helped us to understand theogci plan.

5.0 SUMMARY

We have just discussed the economic plan andreegmmportant it is

in understanding the general business plan. Ecmnglans try to adjust
financial plans which are mainly private sectlang. Economic plans
reflect a macro approach to planning.

In the next unit, we shall discuss managing marnufexgy operations.
6.0 TUTOR MARKED ASSIGNMENTS

The financial plan differs significantly from the@&omic plan. What
are the differences between them?
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ANSWERS TO SELF ASSESSMENT EXERCISES
Two transfer payments are:

1. Interest charges
2. Taxes.

SMALL BUSINESS

Impressed
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1.0 INTRODUCTION

In the last unit (Unit 10) we discussed the Ecormoptén which we said

Is a part of the total document called the busipéms. In this unit, we

shall discuss managing manufacturing operat Small businesses
come in various sizes and forms. Some are seovgamizations. But a

lot of them are small manufacturing businggseducing such items
like sachet water, bread, soap, detergents, cassredt.

We shall now focus attention on howhe t manufacturing operations
should be managed.

2.0 OBJECTIVES

By the end of this unit, you should be able to:

» Understand the nature of manufacturing
« Discuss management of manufacturing operations.

3.0 MAIN CONTENT

3.1 Managing Manufacturing Operations

As we have said, there are various forms of smadifess organizations

in the economy. Some are service organizationwsbime are trading
organizations. However a good number diem are manufacturing
organizations that manufacture a wide range obdg in the economy.
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Managing manufacturing operations presents usavtasic framework

that  should be of wuse to the smallbusiness initiatc
Mangeantyring operations is a very challenging &secially where the
entrepreneur has had no formal training in manufad.

In a lot of companies, a greater number of thedalbarce and assets of
the company are tied to the manufacturing function.

3.1.1 The Nature of Manufacturing

Manufacturing is basically a conversion processinvolves converting

raw materials into products which either servenéeymediate goods or

they become consumer goods. In  conertinthe raw materi
gnods, plant and machinery are wused. Wal now critically follow
some basic steps which will take us through thareaif manufacturing

and the basic important things.

3.1.2 Manufacturing Facilities

We should wunderstand that manufacturingpesd not take place
gaccum. It takes place in a setting called a fgato a plant. In setting

up a manufacturing facility, the entremer should be able t
understand the standard requirements fefficient manufacturing
operations. Itis those things that we now waribdd at.

Land

Our interest in land is because it is land thatskeswany factory or plant.

The first thing about land is that the entrepg must ensure that the
land acquired for the envisaged project will prevaifficient space to
accommodate machinery and equipment, spdoe movement of
vehicles in and out of the facility. @ Spachowd be provided forthe
buildings that will house the offices. Indin detail, we should make
allowance for parking space within thenanufacturing facility for
loading and off loading of goods and materials.

Better still, the entrepreneur should also malawance for a security

post that will restrict and control access to thanafacturing facility. It

will not also be out of place to o@sunend that @t
faaititfzsttaciltghave a perimeter fence.

Factory layout
Another important aspect of manufacturing Whishould be properly

addressed is the factory layout. The factory lapays attention to how
the machinery and equipment will be aaged to ensure smo
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manufacturing operations. The factory ol#y should also take into
consideration the production processes and alsei@ment regulation.

For example in sachet water and bottled mwateoduction, NAFDAC
regulations are that the factory shall consisheffollowing which must

be clearly demarcated.

a. Administrative office

b. Cloak room

c. Packaging materials Store
d. Production hall

e. Finished goods store

f. Production manager’s office
g. Water treatment room

Machinery and Equipment

We have just discussed factory layout. We shall discuss machinery

and equipment in manufacturing operations. Macliaad equipment

as the name suggests are the necessary machinigsnenqt, tools etc

that are used to manufacture goods. or Fexample a sachet water
manufacturing facility will require the olflowing machinery and
equipment.

« A comprehensive water treatment plant «timg of sand filters,
activated carbon filter, iron filter, UV sterilizewith lamp.

» Automatic sachet water packaging machine.
 Nylon extruder for extrusion of nylon

» Water bore-hole with fittings like tanks

* Laboratory equipment, water test kits etc.

Apart from arranging the machinery / uipgnent, the entrepreneur
should ensure that the correct equipmerg sourced and installed to
ensure smooth manufacturing operations.

Utilities

In  planning an efficient manufacturing fagil the entrepreneur must
properly address issues concerning utilitie$he first utility we  will
consider is power. We require elediicito power the various
machinery ina factory. In most cases, povierm the public supply

will be available but the supply will be erratidecause power supply

from the public source is usually erratic and ual#é, there is need for

every manufacturing facility to have a stand-byeagator which will be

used when the public power source fails. In th®iae of generators, it

IS important to go for a generator patde of carrying the entire
machines in the manufacturing facility.
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Another important utility is water. Experee has shown that mos
manufacturing operations require water as inpuAsCassava processing

facility will need a lot of water so also will aosmetics manufacturing

facility. So depending on the goodsto benuofactured, there isthe
need to sink a bore-hole in the manufacturing itgcil

Have you thought of this?

What machinery / equipment are
needed?

What are their specifications?
Design of the machinery
Construction e.g. body in| carbon
steel

Installation materials — cables et

J

Motor control centre

Raw materials consumption
Clean water requirements
Pressure requirements

Fuel oil requirements
Compressed air requirement
Installed power

Electrical conductors
Weighing arrangement for ol and
chemicals

Fire fighting equipment

Table 11.1: Equipment / machinery and utilities chek list

A Practical Business Idea for Class Discussion
Commercial Production of Liquid Soap
Liguid soap is used for laundry and cleaning puegosin the home, it is

used in cleaning tiles, floors, walls, utensilsj &milets. In the hospitals
it is used for general cleaning and sanitation pses. In industry, like

beer manufacturing, it is employed in he t lubrication |
mdabiriak. Put together therefore, it is clearahagry big market exists
for this commodity. The main clientswill  includes  hou:

wives,
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restaurants, pepper soup houses, hotels, hospitatgrate bodies just
to mention a few.

Technical Considerations

The project under consideration is a liquid soapuecturing plant that

can be located anywhere in Nigeria. Wawk on a single shift of 8
hours per day, the plant can produce 400 litrdégjoid soap. On three

shifts of 8 hours each per day, a daily outputaéiQllitres of liquid soap

in achievable thus giving annual installed cayaa# 438,000 litres of

liquid soap. Attainable capacity is 90%f installed capacity i.e.
394,200 litres. However this write-up is based 666 litres of liquid

soap perday and for 300 working days inyear. The required raw
materials are palm kernel oil (PKO), caustic sedlaanol and urea, soda

ash, builders and perfume. The key machinery ipeaggent required are

the preparation tank (preferably made astainless steel), boiler with
stirrer, filling pipe, weighing scale.

PROPOSED FORMULA

Caustic soda 35%
Urea 4%
Ethanol 2%
TSPP or STPP 1%
Soda ash 2%
Perfume as required
Water to 100%

Production Process

Caustic soda is dissolved in water e preparation tank and left
overnight. Itis essential that it is left forleast 24 hours to enable all

chemical reactionsto be completed. A specifiavity of 1200kg/m3

with water is considered adequate. Put the pahmekeil in the boiler

and heat gently for some time. Then add the itasstla solution into

the boiler while stirring. Continue to boil forree minutes. When the

volume in the boiler rises, it signifies the exidhe reaction. To this

mixture add dissolved additives — urea, STPP orPT&i turn off the

heat. The soap in now ready for bottling and sateke market in one

(1) litre bottles.

3.1.3 Raw Materials Considerations

The next thing we shall discuss in managing manufexg operations is
the question of manufacturing raw materials. Raatemals are the key
materials that will be converted to finished geaudthe manufacturing
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facility. In the consideration of rawmaterials, we need
cleatlfy the following:

* The type of raw materials required

» The quality of the raw materials required

» The suppliers of the raw materials

 The location of the suppliers of raw materials

* Relationship between the entrepreneur atitk raw material
suppliers.

There is the need to sound anote of cautiom hespecially about raw
materials. Entrepreneurs should realize that tiadity] of their products
depends on the quality of the raw materials us@¢hat this implies is

that manufacturers must choose raw natersuppliers carefully
ensure consistency in quality of output.

3.1.4 Production Processes

In managing manufacturing operations, the pctdn processes must

be clearly defined and managed. The productiongss describes the
various stages and steps that raw materipgss  through  bef

tloepe out as final products. We shall now useetawater production
to explain a standard manufacturing process.

Example of a Production Process
Manufacture of Sachet Water

From the incoming bore hole water supply, watguisiped into a raw

water treatment tank. With the aid of a filtratjpmmp, the water is now

pumped into the treatment plant whichs i a compos
gmislkitignof industrial sand filter and carbotefil  The resulting water

is collected in the treated water tank. Fromtteated water tank, the

water is passed onto the production room througtoate consisting of

fillers and ultraviolet water sterilizers. h& water is passed into th
automatic water filling machine. The water fili machine packs and

seals the water in 60 CL sachets.

SELF ASSESSMENT EXERCISE

List four items you might find in a factory layout.
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3.1.5 Management Functions in Manufacturing

In our discussion of managing manufacturing apens, we talked of
things. We discussed manufacturing facilities l&nd, factory layout

and machinery. We also talked of rawaterials and production
processes. We will now discuss how all ¢hesill be managed in a
manufacturing set up. In  managing macwiking operations, the

functions of the manager are:

 Planning which consists of objectives settingiolation of policies
and budgets. Planning also covers raw materialsplg and output
plans.

* Organizing which involves setting up amppropriate organization
structure, job definitions, departmentalization.

« Staffing which involves recruiting and deployisi@gff to operations
and placing superiors over subordinates énsure a command
structure

Now working through the various heads dhe operating units, the
entrepreneur is able to manage the faatwing operations of his
business.

Have you thought of this?

What will be the Ilocation of the
business?
What influenced your chojce of
location?

Have you acquired land?
What is the land space?
Will it accommodate office and|the
machinery / equipment?

What is your factory layout?
Does it meet regulation needs?
Utilities — electricity, water etc
Machinery and equipment
Product / products to D¢
manufactured

The production mix
Raw materials
Raw materials quality and sources
Production process
Planning and organizing
Staff and management

1”4

Table 11.2 Manufacturing management check list
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4.0 CONCLUSION

In  this unit, we discussed managing rmecturing  operatior
Wecussed the nature of manufacturing amatso took a look .
manufacturing facilities like land, utilities afactory layout. We also

saw a chcklist for manufacturing segment. Allthese  help
usdecstand the management of manufacturing opegatio

5.0 SUMMARY

We have just discussed managing manufactumpgrations. We saw
that manufacturing operations design start froenland acquisition to
equipment sourcing and deployment. It covens rmnaterial sourcing,
production process management and managementicontrothe next

unit, we shall discuss managing service based tipesa

6.0 TUTOR MARKED ASSIGNMENTS

What are the basic items you expecb tsee in a s
puaihelfadiveing) facility located in your immediateddion.

7.0 REFERENCES/FURTHER READINGS

Leon Ikpe (1999) A guide to Small Businessbktments. Impressed
Publishers, Lagos.

Leon lkpe (1999): Project analysis anevaluation. Impressed
Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES

The four items to be found in a factory layout are:
* Production hall

» Machinery and equipment

» Weighing scale

* Finished goods store.
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UNIT 4 MANAGING SERVICE BASED OPERATIONS
CONTENTS
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1.0 INTRODUCTION

In the last unit (Unit 11), we discussed managmaufacturing based

operations. In this unit, we shall saliss managing service based
operations. As we shall see shortlyrvise based operations differ
significantly from manufacturing based operss and so we expect
their management to be different.

2.0 OBJECTIVES

By the end of this unit, you should be able to:

» Understand service based operations
* Discuss management of service based operations

3.0 MAIN CONTENT

3.1 Managing Service Based Operations

Service organizations provide various servidespeople. They may

not really manufacture any good but ythemake services available.
Examples of services are banking, Instean hair dressing, medical
services, legal services etc.

Today's customers are becoming more stiphted and more
demanding. They are beginning to use thdiscretion and power to
choose which bank to go to, or which insurance @mygo use. At the
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back of their mind, they compare the quality ovgms they receive and
this influences their purchasing habits.

In managing service based organizations, entreprera@e increasingly

aware of the demand for quality servicey bcustomers ra o
koaved¢hey must structure their operations in a vy they will be able

to offer excellent services to customers. But f@ioe proceed, let us

briefy discuss operations management. witl help us design bet
operations management systems.

3.1.1 Operations Management Systems

Operations management generally is the study afequin, procedures

and technologies used by administrators, managersm@mployees in the
operation of all organizations. The opera#imanagement system is
therefore a fusion of operations managgmeconcepts, procedures
technologies and people who coordinate the systegt.us examine the
operations management system by taking a labkthe separate units
that make up the system. The key sundéire Inputs, t
poosessiarutput and feedback.

Inputs to a production system basically consishefresources that are
used to produce the desired output. Theyl witlude such things as
materials, capital equipment, labour and infornmatio

The conversion process or creation process isysters of facilities and
procedures that are wused in the dpcdon of finished goc
aadices.

Output of a system is a reference to finished good®rvices. After an
output, we have what is known as feedback.

Feedback essentially isa system through whipplgers, outputs and
customers are monitored for strategic planning psep. Feedback will
normally reveal the level of customer satisfactiofeedback enables an
organization take corrective action and remainusiess.
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ion

ES

eN

SYSTEM INPUTS CONVERSION OUTPUT MANAGERS FIEEDBACK
PROCESS

Oil- Crude oil, | Chemical Petrol, Refinery Cheah

refinery energy reaction keroseneg manager composifi
equipment and other
and labour products

Hospital Patients, Surgery and Healthy Hospital Ptatien
Doctors drug individualy Managers response (
Nurses, administration Matron complicatid
drugs and
equipment.

Bank Customers| Processing of Bank drafts Branch Lerigth @
staff, bank draft Accountants]  bank queus
equipment Operating

Managers

Insurance | Customer$ Processing o Claims Claims fEkemn to

company | insurance| claims. payment manager get clainf
company paid
staff

Bank Customers| Processing of Loan Credit Time take
bank staff | loan approval managers between
equipment | applications receipt of

application
and loan
approval or
rejection
Table 12.1: Examples of operafions management sysis

3.1.2 The Role of Operation Managers

Having briefly examined a model production / seevsystem, we direct
our attention to what the role of an operations agan should be in an

organization.
responsibility
these

his/her

clarify/amplify

in
goals

meeting  his
his/hersurbordinates,

with

her

Put simply, the role of an operatimemager is to identify

organization’s

allocate

tasks to various staff, motivate the staff and noortheir performance.

Planning, organizing, directing and control

ae

good operations manager will ensure that;

the

* Services are produced in a manner that satisfistomers
« Staff are adequately motivated and developed

» His/her

environment.

organization

can

adapt

to

clegng in

the

key words.

operating
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Now let us examine some planning/decisiomaking areas i
arecial in service delivery.

PLANNING  AND FUNDAMENTAL / KEY ISSUES
DECISION-MAKING

AREA

Product design and What  type of produdo we pffer the
development customer, for example; Fixed pogeé plus

free Insurance

Facility Location and Where shall we locate branches and why?
distribution
Will our postings be manual or computeriged?
Process technology and
automation What is the sequence for preparggbank
draft for a customer? What is the best way to

Process design and [aeititg customer (FIFO or LIFO).
layout
How will staff interface with technology?

What material do we need and| what level
Job design and humpn should we have atads®

resources What is our cheque book re-order level?
Materials requirement How long is the serviceuwgl
planning

Quiality assurance

Table 12.2: Decision making areas in service delie

3.1.3 Process Design and Facility Layout

We now proceed to examine a very important dspadhe operations
management system. This is process design facdity layout. Itis

very important to note that the physical desifja facility affects to a

great extent the @ductivity of the facility. The basic jebtive
pfocess design and facility layout studies arenguee the following;

* Improved work flow

» Work control and quality measurement

* Improved staff morale by providing a good workemyironment
» Customer satisfaction.
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The central objective of process design in opanatnanagement is to
determine how the resources of an organizatiooldHme arranged and
organized for optimal benefits.

Optimal benefits may mean different things tdestént organizations.

To a bankfor example, optimality could be raference to the time a
customer spends in the banking hall to get servite be able todoa

process design, we shall do a step#yy-stanalysis of the processes
involved in delivery of a particular serviceConsider for example a
situation in a bank where a customer calls andestguo cash a cheque

of N 100, 000, O00. We list below therocesses involved from the
customers’ angle and from the bank angle. To aiddscussion, let us

refer to the bank as “Enjoyment bank”. In our epienthe customer

goes through six processes in the bank beforerigavin the bank also,

the cheque of N100, 000.00 passes d@mwouten stages before the
customer is paid. These are the type of issuastipes managers will

be addressing.

Assumption; Only 1 paying cashier is available

CUSTOMER PROCESS BANK CASHIER PROCESS

1. Enters the bank 1. Collects cheque froougtomer.
Inspects the cheque briefly.
2. Joins a fairly long queue
2. Issues customer with tally nunpber

3. Drops cheque with cashjier and
collects Tally number 3. Lodges cheque indbiegoing
tray Behind him/her
4. Leaves cashier area and goes to
wait in the banking hall. 4. Blocking clerk cadks the chedue

and blocks same amount [on the
5. His/her tally number is called customer’s agudo

6. Goes back to cashier and collects 5. Clenkls cheque to cash offjcer
money for signature

7. Leaves the bank 6. Cash iceff signs and refers
cheque to the the acqountant
whose limit is N50,000,00

7. Accountant signs and | refers
cheque to Manager

8. Manager signs and | authorizes
payment.

9. Accountant goes to vault to get
N100,000.00
10. Cash officer collects N100,00Q,00
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and hands over 1o cashier

11. Cashier pays customer

Table: 12.3 Cheque encashment process at j&ment
bank(an old generation bank)

SELF ASSESSMENT EXERCISE
List four institutions whose products are descriasdervices
A Practical Business Idea for Class Discussion

Laundry and Dry Cleaning Outfit

The advancement of the Nigerian societgenerally has had
gngact on the life styles of the population.Today inthe home, both
parents (man and wife) find themselves workingaftiving. As a result

of this, little or no time can be squeezed owtddaundry work.  With

the explosion in the number of bank workers, othpanies employees,
insurance workers, soldiers and a whole lotbét in the economy,
demand for both laundry and dry cleaning seni@essbecome rather

very encouraging for the articulate investor.ltis on record that most

suits worn by corporate men and women are usugflgldaned and at

higher cost to the users of dry cleaning servic@s the average, it costs

about N500 (averagely) to dry clean a suit alongkwo Road, Ikoyi,

Lagos. The better way of estimating dry clearseryices in Nigeria is

to imagine the huge workforce in corporategeda and their various
laundry and dry cleaning requirements.

Technical Considerations

The project under consideration here is rmodern compact custom
driven laundry and dry cleaning outfit that se&k provide service to

the middle segment of the market. Working on glseishift of 8 hours,

the outfit can process, 1,000 pieces of laundmstand 100 units of dry

cleaning items. On a day of 3 shifts of urs each, a capacity ¢
handling 3,000 pieces of laundry items and 3@4its of dry cleaning
items is assured.

Although the real life performance of thmroject will be dictated &
market forces, the financials of this projeerite up are based or
working output of 2 shifts per day and 300 workdays in a year.

The key equipent required for the project include ¢
fotlowailege set of dry cleaning equipment, high seebrugged washing
machines (industrial models) dryers, layndivats and racks. £
dedicated water bore hole and stand-by power gengralant is a must
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if the project is to remain focused, didated and competitive in its
market niche. The strategy of the business wilhlié around “quality”

and low cost production competencies. To reacidanvsegment of the

target market, it isrecommended that collectioentres be established

through reputable supermarket chains in the catohmarket.

The collection centres will be paid commossi based on their daily
collections.

FINANCIAL HIGHLIGHTS (=N =)

Pre-Investment outlays 100,000
Rent /Accommodation (2 yrs) 200,000
Machinery / Equipment 2,000,000
Utilities

poarkiag Capital 200,C
Total Project Cost 3,000,00
Projected Year 1 Income 30,000,000
Projected Year 1 Expenses 26,000,000
Projected Year 1 Profit 4,000,000

3.1.4 Managing Service through Total Quality Mangement
(TQM).

Whatever the nature of the service under considerdet us restate and
remind ourselves that the major objective mbst organizations is to
remain profitable and survive.

In the face of competition, only thoserganizations that retain their
customers will stay afloat. Retention of custosreggain will assume

that customers are satisfied. What isiplied is that customer
satisfaction is a central must for all organizagierhether they are profit

oriented ornot. Total Quality ManagementQM) is a management
concept that directs the efforts of allmpboyees and managers of an
organization towards customer satisfaction by iooous improvement

of operations management processes. Total imjpiggsveryone in the

organization (driver, cook, clerk, supeovijs manager, director,
managing director) must be involved in produdimgfinal product or

service for the customer. Quality means that freduct or service to

be delivered must meet the minimum acceptable atdador exceed it

through operations management) Management sughgastBQM will

not evolve by accident. TQM is a efally planned and managed
process that involves the entire staff of an orgamation and its system.

In today’s modern business environment, qualitghesy can be traced
to W. Edward Deming. In the 1940’s, Deming wasapteng quality to
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American firms but nobody seemed to listen to hist the end of the
Second World War, he was invited to pala to help the
gqoptitye Today, the Japanese products are waakicl

Deming in his teachings |listed 14 peintwhich can impro
tptality. These are;

1. Management commitment to total quality manageémen

2. Learn the new philosophy — be customer driven

3. Understand the purpose of inspection fer improvement of
processes and cost reduction.

. End price tag decision — don’t buy inferior puots and also use few
suppliers.

. Improve constantly

. Institute training — proper tools and knowledge.

. Institute leadership

. Drive out fear — punishment.
. Optimize team efforts

10. Eliminate exhortations — motivate staff

11. Eliminate quotas and MBO (management by olyelti

12. Remove barriers to pride in workmanship.

13. Institute education — self development

14. Take action

N

© 00 ~NoO Ol

3.1.5 Dimensions of Service Quality

For most of the time, the attention obperatims managers m
bBwected towards the maintenance and improveofesgrvice quality.

It is for this reason that we seek to examime tharious dimensions of
service quality.

(1) Time

How long does it take the customer to cash a chiegiine bank or buy
an insurance policy.

(2) Completeness

You sell a bank draft to a customer but forget tdenthe amount of the
draft in figures. This leads to the draft beinghdinoured at the paying
branch.

(3) Courtesy

Are your staff rude to customers?
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(4) Consistency

Is your quality consistent? Ordo you serveellwtoday and badly the
next day?

(5) Accuracy

(a) Instead of debiting your customer with N10Q, giebit him/her
with N1000

(b) A customer pays for a comprehensive car insigraolicy. But
you carelessly write a third party policy for thestomer.

(6) Mistakes

(@) Your customer travelling to London redsedor a telegraphic
transfer to enable her spend her holidayShe leavesthe bank
and travels to London. You prepare a mail transfach will
take 2 weeks for the money to get to her in London.

(b) A seven months pregnant woman is booked fanlaesurgery.

The doctor now goes ahead to perforan caeserian section
thinking it to be a case of foetal distress.

4.0 CONCLUSION

In this unit, we discussed managing viser based operations. We
discussed operations management systems almb the role of
operations managers. We also discussednaging service through

Total Quality Management (TQM) which we said isaaetully planned
and managed process.

5.0 SUMMARY

We have just discussed managing serviceedbagperations which we
said tends to focus attention on the waervice based organizations
should be managed. We highlighted tHect that service based
organizations should imbibe quality as a way @.lifDelivery of service

to customers should be quality based.

In our next unit, we shall discuss monitoring perfance.
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6.0 TUTOR MARKED ASSIGNMENTS

In  service delivery, what do you untemgd by Total Quality
Management (TQM)

7.0 REFERENCES/FURTHER READINGS

Leon Ikpe (1999) A guide to Small Businessektments. Impressed
Publishers, Lagos.

Leon lkpe (1999): Project analysis and evaluation.
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES
The four institutions whose products are descrémedervices are:

1. Hospitals

2. Insurance companies
3. Banks

4. Universities
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MODULE 4

Unit 1 Monitoring Performance
Unit 2 Accounting records for Small Business
Unit 3 Sourcing Capital for Small Business

UNIT 1 MONITORING PERFORMANCE

CONTENTS
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1.0 INTRODUCTION

In the lastunit (Unit 4 of Module 3), wdiscussed managing service

based operations. In discussing the ictopwe looked at operations
management systems. We also discusskd tole of operations
managers in organizations as they are responsibkefvice delivery in

most  enterprises. We also discussed tbencept of total quality

management (TQM) which as we said remains an appro® quality
service delivery.

In this unit, we shall discuss monitoring performan

2.0 OBJECTIVES

By the end of this unit, you will be able to:

 Describe the monitoring process in small business
« State some of the principles of controlling foradl businesses.

3.0 MAIN CONTENT
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3.1 Monitoring Performance

In the previous units of our study, we discussatbua aspects of small
business management starting from oppdi#sni analysis to the
management of service based operations. |l Srhaisiness owners are
engaged in planning, organizing, staffing and dingcthe operations of

their various businesses. The function we are diseussing is how the
entrepreneurs can monitor and control operations.

Obviously before the entrepreneur commences apesatstandards are
usually set for various units, products orerevstaff. So whether the
entrepreneur is monitoring the sales of a prodaceven reviewing the
performance of  staff in his organization, the approach
eksdatially

And so like we said earlier, the standardstmbave been set well in
advance. We can see this setting of standarsisttisg of objectives.

As the business is operating, a critical aspktiite owner-manager’s

job is to measure actual performance and comparpdtformance with

earlier established standards and see if thergesiations. If there are
deviations, the corrections can be made.

An important aspect of the monitoringrogess involves trying
determine the causes of deviations from set atalsd Standards could

be set for sales volumes or even for expenditureSo for example, if

actual sales fall below expected sales velumthen the entrepreneu
should investigate why this has happenathd immediately initia
corrective action aimed at bring sales to the dddevel.

> >

\'4

Comparison of Correction
performance with of
standards deviations
/\ Establishment
of
Standards <

Figure 13.1 The Control Process
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3.1.1 Controlling

We have discussed the fact that a inbes owner sets his
hbjectives against which actual performance is oregls We shall now

discuss the issue of control in small ihess management. A good
management control system should be ottt provides timely
feedback. The system should be able to providenmition that assists

the entrepreneurs in timely decision making. @&ample, if accounts

receivable are not turning into cash, the systeould trigger an early

warning sign that will prompt the decision makeget the signal and

initiate timely action.

Again the type of information that the control gyatmakes available to
the small business manager should be easily stoder. 1t should not
be information that cannot be easily decoded aienstood.

Finally, when something goes wrong in the businggscontrol system
should help the owner manager identify the souaféhe problem and
assist him devise ways of solving the problem entlibsiness. One of
the common control techniques used is budgetidglantopic is what
we shall discuss next.

A Practical Business Idea for Class Discussion

Hair Shampoo Production

Among the various hair care products in use toldaiy,shampoo stands

out as the dominant one. Hair shampoo providebdlke& starting point

for haircare and treatment. The use air $hampoo has no gender
restriction asitisused by males and female&ge restriction appears
non-existent as it is used by children, teenagelglis and aged people.

A visit to hair dressing salons scattered all dVigreria will confirm the

level of demand for hair shampoo especially byféimeale population.

Technical Considerations

The project under consideration here is @alls scale business outfit
dedicated to the production of hair shampoo foNlgerian market and
if possible for export to the ECOWAS market.

Working on a single shift of 8 hours the plant paoduce 1000 litres of
hair shampoo. On 3 shifts of 8 hours each peraaputput of 3,000
litres per day is possible. In a real life sitaatiactual production will
be based on the level of demand and the finanfoatkis project are
based on a production level of 2 shifts per day3i@working days in
ayear. For the production of hair shampoo, tlleviang equipment are
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required: Rotary boiler/mixer (stainless steal@ggervation tank, filling
machine, weighing scales etc. The key raw mateaigd: Coconut oil,
caustic potash, industrial spirit.

Production Process

Like in the production of soap, there are two basaduction processes:

the cold & hot process, this wrilg- is based on the hot pro
ofanufacture.

Chemical Formulation

Industrial spirit 3 litres
Caustic potash 10kg
Coconut oll 50kg (weight)

Water (distilled) 100 litres
Potassium carbonate 500 grammes.

Production Process

Coconut oil which has been melted artttated to about 1000F

introduced into the rotary boiler/mixer. To thaddiquid caustic potash

and stir slowly. Addthe industrial spiggntinue to stir slowly and
increase the temperature to about 1700f. This éeatpre is maintained

until saponification takes place. The soap istieftool overnight. On

the next day, add potassium carbonate whilerggitio obtain a perfect
shampoo which will be filled in containers ready tloe market.

3.1.2 Budgeting

In a small business setting as wels aa large business,
pailarly used control technique is the budget.

A budget is simply a plan put in place by a compangrganization, to

achieve a certain level of income and egpgare profile for a give
period, usually a year. While discussing budgetsds like estimate,
forecast, projection and target are often usedlll of these are related
and when they are combined, we will éava final docume
dodciments a company’s plans reduced do proforma financial
statement.

The budget as a plan specifies the anticipatedtsaawnaira terms and
serves mainly as a control device fdeedback, evaluation an
eventually corrective action.
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In practical terms budgets are preparém knowledge of past

experiences of a business. But if thbusiness is a  stam,
thelditative and quantitative techniques amut together to vyield best
estimates. In most cases, professiorgdinions are deemed to be

important when constructing budgets.

In a small business setting, it is important thaténtrepreneur prepares
a very comprehensive budget which covers alpeets of the business
operations but paying particular attention to thiéotving:

* Sales budgets
 Cash flow budgets

e Expenditure budgets properly broken downto the various sub-
headings.

e The projected profit and loss budgethich captures all P & L
account items including taxation.

* Projected balance sheets
SELF ASSESSMENT EXERCISE
Name two key items in a budget that need monitoring

Projected Profit And Loss Statement — Normal Estimges (N)

Year 1 Year 2
N N

REVENUE
Sachet water revenue 38.400,000 57,600,000
Bottled water revenue 151.200,3J00 302,400]000
Contract blowing (plastic bottles) 4,800,0004,800,000
Contract blowing (nylon & printing) 13,600,0020,400,000
TOTAL REVENUE 208,000,00p 385,200,0p0
DIRECT COSTS OF PRODUCTION
Production raw materials 114,624,000 214,096{000
Direct labour 2,844,000  2,986|200
Repairs/maintenance machinery 690,000 630,400
Maintenance — factory premises 240,000 252,000
Electricity and gas expenses 6,780,000 97000
Depreciation 10,133,440 10,133,440
External Quality C ontrol expenses 480,000 480,000
TOTAL DIRECT COSTS 135,701,440 235,696,640
INDIRECT COSTS OF PRODUCTION
Management and labour 2,814,800 2,959,740
Administration expenses 750,000 780,5
Bank Charges / Commission 345,000 :
Selling and distribution expenses 6,00 ),OOGB,BOO,(SE};“(I)!D
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TOTAL INDIRECT COSTS 9,893[800 10,744,240
TOTAL DIRECT + INDIRECT COSTS 145,595,240 246,448)8
Profit (Loss) before taxation 62,404,[760 138,736
Estimated taxation 18,721,428 41,626[836
Profit after tax 43,683,382 97,129,p84
Projected dividends 20,000,000 40,000,000

Table 13.1: Projected Profit and Loss Statement

Although most budgets are prepared for a one ye@wdy some forward
looking entrepreneurs prepare monthly budgets wimiake monitoring
easier.

In a small business setting, the budget process includes the
following:

» Analysis of past performance in such aemassales, expenditures,
profits and balance sheet items.

» Forecast of the general operating macro-enment to predict the
directon of macro economic variables anelxpected level of
economic activity.

* Forecast of the small business operation’s maatkate now reduced
to sales.

» Estimate of the expenses thatare requiredathieve the expected
sales.

» Setting of targets for the units or departmenthe small business to
enable the budget to be achieved.

» Setting targets for staff especially ogd that are involved in
marketing.

3.1.3 Benefits of Budgeting

Without doubt, there are various benefits of buthgeand some of them
are highlighted here:

* It helps to keep the small business manager &tus

* It presents a challenge to the entrepreneur

*It helps the small business manager aehiethe set goals of -
business

* It motivates staff to work towards achieving setporate objectives.

oIt provides a spring board for thelevelopment of competitiv
strategies.

The benefits of budgeting cannot be overlookechlby towner-manager
of a business because as earlier highlighted, bstieds purely as a
target which has to be met. And as we said eantiest of the targets
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are reduced to naira and kobo terms. There magrgets set for things

like sales, expenses and profits. When thesettaage set, management

then works towards the achievement ofthe etarg Budgets are like
solid hands that guide the entrepreneur towargpedf promised land.

3.1.4 Budgetary Control

We have discussed the budget. We shall now dismdgetary control.

Budgetary controls are just measures put in paemnsure compliance
to earlier budgeted estimates for both revenuesapdnditure items.

Budgets will serve no useful purpose if they aremonitored to ensure

proper compliance. In an ideal situation, every uor department has

its own specific budget items which when addedape up to the total

budget for the organization. Budgetary contmmeans adherence to a
budget. Inan ideal situation, it does not amioduo any offence if the
projections for revenue are surpassed during dpagat This is seen as

a positive development.

But when we are looking at expenses, ig desirable that the actual
expenses should not reach the budgeted levels.

So that the efforts of all staff in theorganization will be to monitor
revenues so that they reach the budgeted levele\erdsurpass them.

It will also be the effort of staff to control expees so that they will not

exceed the budgeted level.

We have justdiscussed what budgetary controansibut we need to

stress that budgetary control implies tthaertain people must be
involved in the control process. Budgets db rmonitor and control
themselves. They are monitored and controllgterorganization by

people.

If the small business manager sets e organization structure
properly, then it will be the functionof the wunit or departmental
managers and the accountant to monitor and doritre budget. If the

small business manager is unable to afford hirmgaountant, then the

duty falls on the small business manager.

Also in some small business organizationdyadget control officer is
appointed and it is the duty of the budget comiffiter to monitor the
budget and report periodically to the management.
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3.1.5 Budgetary Control Measures

Budgetary control measures are those things tegiwd in place in an
organization that are used to control the budgetey may even refer to
certain actions that should be carriedut so that budgets
bentrolled.

The first measure that needs to bet pm place is that of
cossciousness. All the staffin the orgamat especially the wunit or
departmental heads should be cost camscioand so  sho
appitving expenses without detailed invesiogp. Before an office
approves an expense, he/she must ensure thatexpense head in the

first place is in the budget. If the expense head the budget, the next

thing to consideristhe reasonableness oféxpense. If the expense
appears reasonable, the officer can now go ahehdpprove same.

Again in approving an expense, the approving ceffmust ensure that
he/she does not overshoot the budgeted level &ettpense.

All managers in the organization must enstirat they monitor their
subordinates and  thereby ensure  strict mptance to  budge
bhdget figures should be broken down into quartamsjths and weeks.

This  enables the managers  to issue  weeklmonthly  ar
targetslio their respective staff.

It is important that weekly or monthlyappraisals be conduc
bepartmental heads in a bid to monitor performance.

Any variation detected that is adverse shouldrbenptly investigated.

For example, the fuel expenses of an organizatarmles while there is

no increase in the use of vehicles, suchsitaation calls for probe o
investigation.

Along the line, ifa budgetis observed as umable and unrealistic,
then the budget should be amended.

4.0 CONCLUSION

In this unit, the primary  focus of rou discussion w
pesfotoniagce.  In discussing monitoring performamee, discussed the

issue of control. We went further to discbedgeting and budgetary
control. Also we saw the benefits of budgetingnaly we discussed
budgetary control measures.
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5.0 SUMMARY

In any business small or big, the need to monig@arformance exists.
Monitoring performance enables an orgameat to control its
operations. In this unit, we discussed the moimi¢gpof performance in

a small business setting. We discussed budgetswuadgktary control as

tools of monitoring performance. In theexh unit, we shall discuss
“Accounting records for small business”.

6.0 TUTOR MARKED ASSIGNMENTS
What do you understand by the term “Budgetary @dir
7.0 REFERENCES/FURTHER READINGS

Leon lkpe (1999) A guide to Small Businesebiments. Impressed
Publishers, Lagos.

Leon lkpe (1999): Project analysis and evaluation.
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES
The two items in a budget that need monitoring are:

1. Revenues
2. Expenses
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1.0 INTRODUCTION

In the last unit (Unit 13), we discussed monitonpegformance. There

we discussed key principles in  monitoringf performance. We
discussed budgets and budgetary control. Bg eéend of that unit, we
had fully understood what monitoring performanceinse

In this unit, we shall discuss “Accounting regofor small business”
which is a very vital topic.

2.0 OBJECTIVES

By the end of this unit, you should be able to

» Understand financial statements
* Discuss the types of records kept by small bssies

3.0 MAIN CONTENT

3.1 Accounting Records for Small Business

In order to control his or her operations the sibafliness owner needs

to have a good understanding of findncistatements and
figlamentals of accounting record keeping. Thenfomal statement and

the accounting records kept are interdepeindeecause the financia
statement is usually generated from accountingrdsco
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So if we are tounderstand these two aredmancial statements and
accounting records, it is better we rteth by discussing financial
statements.

3.1.1 Financial Statements

We can define a financial statement the summary of a business
enterprise’s transactions for a particulgreriod of time. For our
discussion here, we shall restrict ourselves tg thiikee items namely:

» The Balance Sheet

» The income statement (Profit and loss account)
 The cash flow statement.

* Let us examine each of the items separately.

The Balance Sheet

A balance sheet is a financial statdmetihat reports a business’s
financial position as at a specific date. Manyoairtants tend to see the

balance sheet as a picture taken atthe clddausmess of a particular

day. What this means is that you can show thedia position of a

company as at the end of a month, quarter oratrtd of a financial

year.

Basically, the balance sheet is divided into twdgpaamely: assets and
liabilities.

Assets are the financial resources owned by the filWe shall list them
later.

Liabilities are claims which creditors have agathe firm.  They are
the debts of the firm or business. Generadlgilities can be divided
into two categories:

 Short term and long term.

e Short term liabilities are those that @Wdo be paid off within 12
months
« While long term liabilties are thosehat are not due withi
12 months.
* To aid our discussion, we have drawn up an in@agibalance sheet
for a company called Sans Limited.

You are requested to study the balansbeet and make sure you
understand it.
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SANS LIMITED
BALANCE SHEET AS AT 31/12/2006

ASSETS EMPLOYED

Net Fixed Assets (Machinery / equipment)
Land and buildings
CURRENT ASSETS
Stock-In-trade
Raw Materials
Debtors and prepayments
Cash and bank balances
Total Current Assets
CURRENT LIABILITIES
Creditors
Tax provisions
Total current liabilities
Net Current Assets
Total Assets
FINANCED BY
Share Capital
Deposit for shares
Directors loan account
Profit and loss Account
TOTAL 135,882,332

Table 14.1 Balance Sheet.

The Income Statement

The Income statement is a financial statemdrdt reports the success
(profit) or failure (Loss) of a business duringexipd. The period could

be one month, a quarter or a year. But mostbonmgc statements cover
one year.

The Income statements report the revenues, oesgales made by the
business over a period. The Income @M also reports expens
made by the business over a period.

Net income isthe excess of revenue overresgwover a period. |If
revenues exceed expenses, the result is a prBfit.if expenses exceed
revenues, the result is known as a loss.

To aid ourdiscussion, we have drawn up aonre statement for an
imaginary company called London limited.
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You are requested to studythe income statenand ensure that you
understand same.

London Limited

INCOME STATEMENT FOR THE YEAR ENDED 31/12/2006

REVENUES N
Income from book sales 192,000
Income from magazine sales 47,280,000
TOTAL REVENUE 839,280,000
DIRECT COSTS OF PRODUCTION

Production materials 467,380
Electricity and gas @IH0
Repairs and maintenance 500,000
Depreciation 3,346,000
TOTAL DIRECT COSTS 5¥8,65303
INDIRECT COSTS

Management and Labour 508,000
Interest and bank charges $,000,000
Selling expenses 7,260,0
Insurance of assets 50,000
TOTAL INDIRECT COSTS 128000
TOTAL DIRECT + INDIRECT COST$ 591}461,360
PROFIT BEFORE TAX 247,818)64

Table 14.2 Income Statement

The Cash Flow Statement

The cash flow statement shows the inflows andaws of cash for a
period. The cash flow statement provides an irisigh how the cash
generated by a business were spentand thel ofthe liquidity of a
firm.

INFLOWS

Profit before taxation 247,818,640
Add back depreciation 3,346,000
Total Inflows 251,164,640
OUTFLOWS

Loan repayment 10,600,000
TOTAL OUTFLOWS 10,600,000
Inflows less outflows 240,564,440
Opening cash balance -
Closing cash balance 240,5641640

Table 14.3 Cash Flow Statement.
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A Practical Business Idea for Class Discussion
Commercial Production of Garri

Garri is produced from cassava which is widely growmost Southern

parts of Nigeria. Garri— afood rich in carbgdrate is an important

food item in most Nigerian homes. Garrincée taken ordinarily b
soaking in water especially during hot periodg.he relative cheapness

of garri when compared to pounded yansemovita, etc mal
favoarrable commodity on the Nigerian food table.

Technical Considerations

The project under discussionis a small scale garri produc
pking cassava as raw material. Working on aainghift of 8 hours, a
production of 1 ton of garri is possible. On thsbdéts of 8 hours each

per day, total output of 3 tons of rgaris possible. Howe\
pobgiaiction in this write up is based on 2 shiftsgeey and 300 working

days per year. The key equipment required in tbduzction of garri are

grater, fermentation vats, hydraulic press and (memod or gas fired).

Production Process

Cassava tubers are peeled and washed after wieiglata grated by the

grater. The resulting pulp is kept in the fermaatavat for four days to

ferment after which the cassava mash is pressételhydraulic press

to remove  water. After removing the ater contents,
ressiavig cake is sieved and fried.  After fryihg,darri is packaged in

bags ready for the market.

TECHNICAL DATA FINANCIAL HIGHLIGH TS (=N=)
Plant installed capacity : 1095 tons of gaﬂri Pre-¢twent outlays 30,000
Per annum Rent/Accommodation (2 yrs) 100,000
Plant attainable capacity: 986 tons of garri  MachyiiEguipment 470,000
Per annum -
Utilities
Actual Proposed capacity: 600 tons of garri‘a\%%‘lglgg Capital 100,000
D
q!otal Project Cost 800,000
annum
Power drives: Electric mBtojected Year 1 Income 12,000,000
PPrd]@'t@gI?(ear 1 Expenses 10,040,000
phase For
graters Projected Year 1 Profit 2,000,000
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3.1.2 Keeping the Books

We have earlier discussed the financial statenantgery important to
any business. But we did notdiscuss the way the items the
apeirced.

The items are a financial statement is gged from the accounting
books and record of the firm. We shall noscdss those books and
records.

Sales and Cash receipt journal

The sales and cash receipt journal usually reateidg sales income of
a business. Ina standard sales and cash tregaippnal, the journal is
divided into various columns showing the following:

 Total sales
 Credit sales

» Cash sales

» Bank cash column

A good sales and cash receipt journal should keetaldistinguish the

goods that are sold for cash and those thatswie on credit. As the

journal is divided into debits (DR) andCR (Credit) columns, it is
important that the debits and credits should baanc

Cash disbursement, purchases and expense journal
This journal records expenditure of funds by thasihess. The journal

basically can be divided into various caohsmshowing the following
information:

* payee of an amount of money
e amount paid

* purchases

* other expenditures

SELF ASSESSMENT EXERCISE

List four items which you think are assets in aahak sheet.

3.1.3 Managing the Books

For a small business, there are mapptions available to the

entrepreneur in managing the books or recordshe first optionis to
engage an accountant as an employee of the bsisifdse accountant
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by training can manage the books. Alternativetyaacountant can be
hired on acontract basis. The accountantnesdn may be once Iin a
month and handles all the records.

Another option is to hire a bookkeeper either ata#f of the firm or as a
contract book keeper.

4.0 CONCLUSION

In this unit, we have discussed Accounting recéodsmall business.
In discussing accounting records we discusseddiabstatements and

also keeping of books. We also looked at exangfies balance sheet,
income statement and the cash flow statement.

5.0 SUMMARY

The general motive behind every organizatiorftsnocomplex but the

profit motive is one of the most im@mt. In  profit makin
organizations, accounting is a facilitatingnda communicating device.

Accounting records enable the small bessn prepare the finan
statements which are very important imeasuring performance.

Accounting records for small business was what discussed in Unit

14.

In the next unit, we shall discuss” sourcing cdgdgasmall business”
6.0 TUTOR MARKED ASSIGNMENTS

What are the financial statements that are itapbr for small business
management? Discuss the financial statements.

7.0 REFERENCES/FURTHER READINGS

Leon Ikpe (1999) A guide to Small Businessktments. Impressed
Publishers, Lagos.

Leon lkpe (1999): Project analysis and evaluation.
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES

The four items that are assets in a balance sheet a
» Cash

» Stock

» Debtors

* Prepayments
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1.0 INTRODUCTION

In the lastUnit (unit 14) we discussed *“Augating records for small
business”. There we discussed financial statenvemtsh are important

for small business. We also discussédeping of books by small
business.

In this Unit, we shall discuss “sourcing capital $mall business”.

2.0 OBJECTIVES

By the end of this unit, you should be able to:

« Identify the various sources of capital for snialsiness
* Discuss the sources of funds for the small bgsine

3.0 MAIN CONTENT

3.1 Sourcing Capital for Small business

All along inour discussions, we had assumntbdtthe small business
always had sufficient funds to initiate start-upWe also assumed that
the would-be-entrepreneur always will have suffitiorking capital to

carry on his/her business operations.  But thabis always true. Lack

of capital has been identified as a major problacmiy small businesses

in Nigeria.
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So in this unit, we are going to focwdl our attention towa
#waurces of finance for small business.

There are various sources of finance at thare available
bomilesses but that to a large extedepends on the na
bfisirthes, the size of the business and its legal foLet us now discuss

the various sources of finance.

3.1.1 Personal Savings

Perhaps one of the most  assured sourcés fimance for

anngbtmmeur is the personal savings of the emnepr. In most cases
even before a businessis put on the drawiogrd, the owner or the

prospective owner is expected to provide the int@gpital.

Practically, most people overyears do save ayoifior the rainy day.
This rainy day savings are usually kemside for eventualit
gntbreseen mishaps that require money.

So, when people begin to think of starting a hess, the first money
that is invested in the business is the perssaahgs of the would-be-
entrepreneur.

3.1.2 Borrowing from Friends or Relations

Apart from sourcing money from personal sources)esbusinesses are

set up or financed by money borrowed from friendsetations.

For example, a fresh MBA graduate may apgrodus or her family,
friends or relations for finance to start a smabibess. In some cases,

the finance is provided either as a (gift or asfaloan to be repaid at
mutually agreed terms.  Although we have idiedtithese mentioned
sources of funds, a major problem associated Wwelsburces of funds

isthat it isnot easy to come by sincepayenent by the borrower |
usually doubted by friends.

3.1.3 Borrowing from Banks

A key function of a bank is to lendmoney to individue
arghnizations. Small businesses may be edwiy individuals or by
organizations and they too are entitled to apprdeactks for the various

loan facilities. Let us now discuss the varioyses of finance that are
available from the banks.
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Bank loans

Banks normally grant loans to eligible businessoizations to enable

them undertake capital investments in sectorsadeeculture, industry

and commerce. Loans when granted dog specific reasons like
purchase of manufacturing equipment etc. loams asually repayable

over a fixed period of time and at &greinterest rates. Usually as
expected, most banks will insist thate thborrowers provide security
when borrowing from the bank.

Bank overdraft

Bank overdrafts are advanced in mostsega to organizations for
enhancement of working capital. Most organizatiwhen they obtain

bank overdrafts deploy them towards pwehaof raw materials for
manufacture of goods or to procure finished gdodsesale. Usually

bank overdrafts are for short periods tohe like for one year. In
practice, overdrafts are renewable.

Lease Finance

A lease is a contract whereby one partye (t lessee) hires equipment
from another party (the lessor) in aay that the lessee us
gguipment without purchasing it.  In return, theske pays lease rentals

and at the end of the lease period may havedpgon to purchase the

equipment.

Lease finance is becoming a more popular typenahfte for firms that
do not want to purchase equipment.

3.1.4 Borrowing from the Bank of Industry Limited

The Bank of Industry Limited is Nigeria’s oldesindalargest industrial

financing institution. It was reconstett in year 2001 out of the
Nigerian Industrial Development bank (NIDB)imited, which was
incorporated in 1964.

The bank’s authorized share capital is set at $4ilion. The mandate

given to the Bank of Industry Ltd (BO is “providing financial
assistance for the establishment of large, medingnsmall projects as

well as expansion, diversification and deasation of existing
enterprises and rehabilitation of ailing ones”.
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The bank of industry limited can assist the follogi

» Small, medium and large enterprises excludintagetindustries.

*New or existing companies seeking egman modernization or
diversification.

* Credit worthy promoters who will beequired to prove their
commitment to the project by contributing at |€28% of the project
cost excluding land.

* Borrowers whose management capabilitynarfcial —situation
(including availability of collateral andguarantee) character ar
reputation are incontrovertible.

* Clients with demonstrable ability to meet loapagments.

 Borrowers with no record of unpaid loans to elslgvDevelopment
Finance Institutions and other banks.

A Practical Business ldea for Class Discussion

Fruit Juice Production

Fruits grow abundantly in Nigeria. These includengo, orange, pine-

apple, guava, paw paw, cashew and citrus. uitsFrare obviously very
rich sources of essential minerals and much etkedamins essential

for body growth and nutrition.  Besides it hasrbebserved that fruits

are also taken as refreshments by both young ldndith the demand

higher during periods of hot weather. Theryv deep market for this
product makes it a good investment for a prospedtivestor.

Technical Considerations

The project under consideration is a plant dedictighe production of

fruit juice of many types. However, hist writeup is  focuse
producing orange and pineapple fruit juice. Wogkim a single shift of

8 hours, the plant is capable of producing 2,0@8diof fruit juice. On

three shifts of 8 hours each per day, an outp6t@d0 litres is possible.

Although attainable capacity IS 90% of installed capaci
pamaasyds 2000 litres per day and for 300 worldags in a year.

The key equipment required in the productioh fruit juice are fruit
washer, boiler extractor, filling line, sealing rhates, weighing scales

and laboratory equipment.

Production Process

In the sorting bay, the fruitsare sortedo the following categories
ripe, unripe and rotten. The rotten ones arscailded while the unripe
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ones are left to ripen. The ripe fruits are washezhlorinated water in

the fruit washer, peeled and rewashed. The clediwashed fruits are

fed into the fruit juice extractor for the eadtion of the juice. The In-

built screen in the extractor separates that fjuice fromthe mashed
pulp and seed. The resulting fruit juice isyped into the boiler for
boiling ata controlled temperature of abou@5for about 45 seconds

from the boiler. The juice is funnelddto the filing machine from
where it is pumped into sterilized bottles or nyémthe case may be. If

the fruit juice is packaged in nylon,akey is achieved via use of a
dedicated nylon sealing machine. The ckpging for the market
concludes the production process.

Technical Data

Plant Installed Capacity: 2,190,000 litres per annu

Attainable Capacity: 1,971,000 litres per annum
Proposed Capacity: 600,000 litres per annum
NO. of Staff: 12

3.1.5 The Small and Medium Enterprises Equity Invesnent
Scheme (SMEEIS)

Another good source of finance for the small beisinis the “small and

medium enterprises equity investment scher{f@MEEIS). It is a
scheme under which small and medium erpnses receive special
funding by way of equity investment by the bankslhe investment by

the bank enables them to grow and expand theinbssi

The small and medium enterprises equityvestment scheme is a
voluntary initiative of the bankers committespproved in 1999. The
initiative was in response to the Federalvéoment’'s concerns and
policy measures for the promotion of small and medenterprises as

vehicles for rapid economic developmenpoverty alleviation and
employment generation. Under the scheme, 10%eqgbitbfit before tax

(Pbt) of all banks is set aside aflpuato be invested a
go@sgment  in small and medium entergrise The funding to be
provided under the scheme shall be in the forngaftg investment and

or loans.

The following are eligible to get funding under geheme.
All those engaged in the following activities:

* Agro allied businesses
* Information technology and telecommunications
» Manufacturing
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* Education establishments

» Services
» Tourism and leisure

* Solid minerals
» Construction

The limitation under the scheme is that the inmgstiank must not take
more than 40% equity investment in a small and omadusiness.

3.1.6 Other Sources of Finance

Other sources of finance for the small business are

* Finance houses
» Mortgage banks
» Microfinance banks

SELF ASSESSMENT EXERCISE

List four sources of finance for a small business@r-manager

4.0 CONCLUSION

In this unit, we have discussed sourcing captiasmall business. We
highlighted such sources as personal funds, frends and relations,

banks and other financial institutions. All of them  prese
saiees of finance for small business.

5.0 SUMMARY

A major problem facing many small organizationBriance and how to

source finance for small business is what we halscussed here. We
discussed the Bank of Industry Ltd as souce of funds f
bomilless and also the small and medium entegpeguity investment
scheme.

6.0 TUTOR MARKED ASSIGNMENTS

You intend to approacha bank for a loan.haW information do you
think the bank requires you to provide in your agailon?

7.0 REFERENCES/FURTHER READINGS

Leon Ikpe (1999) A guide to Small Businessbtments. Impressed
Publishers, Lagos.
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Leon lkpe (1999): Project analysis and evaluation.
Impressed Publishers, Lagos.

ANSWERS TO SELF ASSESSMENT EXERCISES

Four sources of finance for a small business owmanager are:
» From personal sources

» From friends and relations

» From finance houses

* From banks.



