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INTRODUCTION

Business Finance is one of the core courses whacty dwo credits. This
course has been carefully prepared purposely td theedesire of students in
this Department and made available to all the stisdeho are undergraduates
of Entrepreneurship in the School of Business andm&h Resources
Management. This course material is very importantl valid in your
academic pursuit in its entire ramification partaly as Business inclined

students.

THE COURSE CONTENTS

This course is made up of three modules and eatheomodules consists of
units. Module 1 has five units as its subset, n®odl has five units, and
module 3 consists of five units. In each of thigt,une discussed the stages in
which business can be financed. Module 1 in itgetytdiscusses the concepts,
definition, finance relationship with other depagtms of the organization, etc.
Module 2 looks at the procedure for raising funefirdtion of capital and its
formation, types and management of capital and ltess acquisition and use.
The third module discusses the definition of thentéinancial resources, its
management, what are banks credits, types andghiécance of these credits

to the growth of a firm.

The course guide serves as a synopsis of the eatinse content, the needed
materials for the course, and how best you carnzetihe materials which
serves as a lead way to your success in your progea The course guide
directs you on how you can make the best useoof yime and where you
could find information necessary to attempt youtofumarked assignments
which most be turned in to your facilitator formagmg. The facilitator will

take you on tutorial session particularly in thagey areas that need some



additional explanation. Students are advised tonfestudy groups and

exchange ideas with their fellow students whichesy paramount.

COURSE AIMS
The aim to this course is to expose you to theebfiit types of businesses,

mode of raising funds, and how dividend or proéifsthe business could be

shared. How finances are important in running hotfit oriented and non-

profit oriented businesses. The aims of the cowtlebe achieved, if the

following are made:

>
>

A\

Explaining the concepts of business

Describing the mechanism and mode of raising futmsmanage
businesses.

Identify and explain the types of capital

Explain the need for prudency in finance management

Describing how finance is important in businessed @s relationship
with other units of the organization.

Explaining the corporate objectives, and how thaflei amongst

shareholders, management, and the society carsbleed.

COURSE OBJECTIVES
It is hopped that at the end of this course yowkhbave gathered enough

knowledge to be able to:

>

YV V V VY

Identify the different sources of finance in busises

Analyze the concept of business financing

Discuss the types of capital, its formation

Explain the styles of managing finances in busiegss

Analyze the relationship of finance and the diffé¢raunits of an
organization

Discuss how the different conflict interests of gi@reholders, society,

and management of the organization can be equated.



COURSE MATERIALS
The major components of the course are:
1. Course Guide
2 Study Units
3. Textbooks
4

Assignments Guide

STUDY UNITS
The course is subdivided into fourteen units oke¢hf3) Modules for easy

study. These are as follows:

MODULE 1

Unit 1 Basic concepts, Principles and Application of basgfinance

Unit 2 Introduction of finance by definition

Unit 3 The relationship between finance department aner athits of
An organization

Unit 4 Finance department, its operations and the overalagement
of corporation

Unit 5 The types, sources and the application of fundr{smedium,
& long term).

MODULE 2

Unit 1 The procedure of sourcing/raising funds

Unit 2 The definition of capital and its formation

Unit 3 Types of capital, fixed and circulating/liquid ctgdi

Unit 4 The measurement of capital.

Unit 5 The acquisition and use of Resources.



MODULE 3

Unit 1 The definition of the term finance resources

Unit 2 The management of financial resources

Unit 3 What are banks’ credits?

Unit 4 The types of bank credits

Unit 5 The significance of the bank credits to the growitha firm.

You are advised to take at least two hours to seabh Unit of a module. In
this study, you are to consider the introductidpjeotives, main content, self
assessment exercises, tutor-marked assignmentspaymconclusion, and

references/ further readings. In some of the ése

BECyOU may need to consult
some textbooks to see or get some added informatiaid you in tackling the
assignments. Apart from the textbooks recommendegaat of the further
readings, you could also consult some other reletextbooks and materials.
The self-assessment exercises are not asked fpibtunfor you to practice
them and approach your facilitator to help you grédgem. This is the only

way you would be able to achieve the objectivethisfcourse.

ASSIGNMNT
The assignments in this course are to help youtipea@nd get yourself
acquainted with what you have studied or learntreviously. Attempt these

assignments and turn them in to your facilitatergading.

TUTOR-MARKED ASSIGNMENT
The tutor-marked assignments are drawn from whathave learnt in the unit.
The tutor-marked assignment formed part of youalfgrading of examination.

It carries 30% of the 100% as your final grading.

FINAL EXAMINATION AND GRADING
You are expected to score 100% in the final anslysiowever, your

examination will be grading over 70% which will bdded to the tutor-marked



assignment of 30%, this emphases the importancehef tutor-marked

assignment in this course.

SUMMARY

The course, Business finance Il (ENT 222) has s&go/ou to how business
finance can be run to achieve the corporate obgctnanagement, and the
society’s. It is expected that once you are doné this course, you would
have been well equipped to tackle any questionam lbusiness finance can be

best managed.
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MODULE 1

Unit 1 Basic concepts, Principles and application of Bess finance.

Unit 2 Introduction to finance by definitions

Unit 3 The relationship between finance department ahdrainits of an

organization

Unit 4 Finance department, its operations and the overatiagement of a
corporation.

Unit 5 The types, sources and the application of furglgr(, medium and
long) terms

UNIT 1 THE BASIC CONCEPTS, PRINCIPLES, AND
APPLICATION OF BUSINESS FINANCE.

CONTENTS

1.0 INTRODUCTION
2.0 OBJECTIVES
3.0 MAIN CONTENT
3.1 The need for adequate finance
3.2 Sources of finance
3.3  Securing a Loan
3.3.1 Loan from friends
3.3.2 Loan from banks
3.3.3 Contribution by the owners of the business
3.4  Sharing of cost of business
3.4.1 Sharing of profits
3.4.2 Sharing of losses
3.5 Other methods of raising finances.
4.0 SUMMARY
5.0 CONCLUSION
6.0 TUTOR-MARKED ASSIGNMENT
7.0 REFERENCES/FURTHER READINGS.
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1.0 INTRODUCTION

When you are running a business whether one-maardmership, it is important
that you ensure that the business does not rumfootoney before it is able to
deliver its products or services to the final cansts. According to Heller
(2002), “In managing a company or project, it lhvto ensure that it does not run
out of money before it was time to sell its producr services and receive

payment”.
Finances are the main life-line of any businessthé absent of money, business
can not be sustained. Therefore, the source ohtintious flow of money needs
to be established for a business to survive.

2.0 OBJECTIVES
At the end of this Unit, you should be able to expl
why business needs continuous flow of money

how money can be sourced

how cost and gain from business can be shared

Y V VYV V

and other ways of raising money for business.

3.0 MAIN CONTENT

3.1 THE NEED FOR ADEQUATE FINANCES

For any business to start, it needs some workialg.to~or instance, a woman who
wants to sell fish, she needs a table, knife, cotim and weighing scales with
which to work. These items mentioned are refetceds capital (that is if the

business wishes to retain them for more than oae),yand therefore, a decision
has to be taken whether to buy or lease themhely are bought then they are

referred to as capital for the business. The momegded for the day-to-day
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running of the business is also called working tzdpi To lease or buy, this is
determined by the cost of the capital, if it is @per to lease than to buy, then it
will be advisable to lease rather than buy. Thetaf stocks of fish (the

inventory) that is the amount of fish which shedwe® keep should be calculated
along side with the running cost of the businesdte days or weeks before her

customers could come to buy or pay.

In financing a business, it is always advisablekmow how much money the
owners can put into the business, how much canob@wed from the banks or

other financiers. For sustainability, the geneud in business is to:

» Use long- term finances to finance long-term invesnts
» Short-term finances (overdraft, short term loars)finance short-term
investments.

» Short-term finances should not be used to finaong term investments.
SELF ASSESSMENT EXERCISE 1
Identify the two different ways to finance a busisie
3.2 SOURCES OF FINANCE
People seem to look out for banks as the only soofdinance, any businessman
or woman should shop throughout the financial wimdmarkets. There are
financial opportunities other than commercial banksr instance;

» Building Societies

» Merchant Banks

» Mortgage Finances

» Cooperative Societies

Businessmen are always afraid to patronize soméhede venture capitalists

because they often request for high percentagésterest on the loans or have
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shares of the company. However, it is more buskiigs to take such risk by
giving say 60 per cent of your business rather thaned 100 per cent of the

business that will never be implemented or financed

It is not always possible to get something fromhimag. When you use finance
houses, their representatives will wish to maximizeir own profit from the
relationship with your business. Even in the bagks go to, the banks’
employees you deal with may be dressed in custdmnesdly titles like Manager,
Business Manager, and Marketing Manager, are eragldy maximize profit for
the banks and not for your businesses. Therefane,nged to give up something

to be able to get something in place, which is vitusiness is all about.

3.3 SECURING LOANS

Loans are amount of finances which a businessrdaldrom someone who is not
a co-owner of the business to be paid back on afsgzkperiod of time. Lenders
of funds do always require some securities whi@ aten called (collateral) to

safeguard their funds. These collaterals couloh lberm of the following;

Certificate of Occupancy (C of O) for a house, Lagdmpany etc.
Share Certificate of a reputable company.

Personal Assets like cars, Jewelries etc

YV V VYV V

Letter of set-off (you have a savings Account wstdy three million and
you need say five million, the three million wilelused as a collateral.
Therefore you will be allowed to take a loan ofefimillion, but you will

not withdraw from the three million until the fivaillion is fully repaid).

3.3.1 LOANS FROM FRIENDS RLATIONS

This type of loan might be cheaper, collateral (fraed at

times interest free, but are difficult to come fyis is a

mutual understanding between friends to assistamuther



3.3.2

3.3.3
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with finances to run their business with a stipediatime of
pay-back. At times these loans are never paid bgcthe
friends. The risk of bad debt here might be veghhand
sometime it could result to court case. With the
understanding, interest payment might be deferredaved

depending on their closeness.

LOANS FROM COMMERCIAL BANKS

The loans here are quite different from the loarmmf
friends. The interest charge will always be highed the
‘loanee’ needs to provide collateral as security foe
amount so loaned and are for a specified periode Fanks
loans are saved and secured for both the ‘loanaed’
loaners. In the case of the bank, interest paynmaetsiot to
be defaulted or deferred. Interests are paid aghan due,
while the principal sum are also deducted along stk

interest.

CONTRIBUTION BY THE OWNERS OF THE
BUSINESS

These are more or less equities than loans; thedsss
owners contribute their quarters in form of eith@wney or
other forms of assets to start the business. Teuat so
contributed can not be repaid by anybody excepnirvent
of liquidation of the business. Under this, nobaiarges
interest, but rather profits and losses of the rimss are
shared amongst the owners. In event of liquidatiime,
contributors only loose their shareholding in tlmpany,
but not their personal belongings that is in theecaf a

limited liability only.
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SELF ASSESSMENT EXERCISE 2

1. Discuss the different types of securities that ddug offered for a loan in
the banks?
2. Mention and explain the three different ways thatds could be raised to

start or finance a business.

3.4 SHARING THE COST OF A BUSINESS

In sharing the cost of a business, first of all ywave to identify the type of
business, is it a One-man, Partnership, or Pubhbility Company. It is at this
point that you can now know how the cost of theirmess could be shared. You
should be aware that in a one-man business, thteo€dke business can not be
shared with anybody except you have to look favamlor raise the fund yourself
or through other means. While in the other typ&thership and Public Liability
Company), you could approach your shareholdersaiserfunds for either
expansion or you ask them to finance a new projeBince shareholders are
interested in the increase in their share dividetigsy usually require that their
company is worth a lot more as a result of compiei news project. In the case
of a Public Liability Company, fresh shares couddsold to the public through the
issuing of an Initial Public Offer (IPO) where pé®gould subscribe to the offer
and through it funds are raised to expand the cagpar the existing shares can
be traded on the floor of the Stock Exchange Market

3.4.1 SHARING OF PROFITS

The profits of businesses are shared based omibard of capital
contributed to the business. You should know tanagers or
Chief Executives of companies do not share in tiwditp of the

company, but receive their wages for managing th&nesses. If
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the investment is a one-man business, then thetidEn not be
shared.

3.4.2 SHARING OF LOSSES

In the case of losses, the shareholders take faetr of the lost
according to the ratio of their contribution to thesiness. Thus,
event when the business falls-up, they are onhldi#o the tune or
amount they contributed in starting the businédse liability of the

business has nothing to do with their persons eir thersonal

properties. It is only in the case of a one-manirass that the
owner has to be liable to the extent of his persbealngings.

SELF ASSESSMENT EXERCISE 3

1. Explain the ways the cost of business can be shared
Identify the ways of sharing profits of a business.
3. Describe the sharing of losses in businesses dtiem one-man

business.

3.5 OTHER METHODS OF RAISING FINANCES

Ways of raising finances may not be limited to #t®ve mentioned. There are
many financial instruments (ways of raising finandte run a business, in fact, the
most important thing is your ability to negotiate these finances. If you have a
strong negotiating power, you might get cheaped$usometimes free of interest,

but most times such loan may be converted intoeshiar the lenders.

Whatever form of finance is negotiated, there mwaglks a cost and often a
repayment to be made. The most profitable, cdst#¥e and satisfying method
is to self-finance growth through performance, (ygrow along as the business

progresses). In the whole, whatever form of denisiou take whether for huge
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organization or simple investment of your own, @uythink that the risk is worth
taken, you can go ahead. However, the end is whatportant here, that is, there

should be success or growth of the business.

40 SUMMARY

This unit highlighted the concept of finance in iness, the need for a continuous
flow of finance to sustain business. The unit agees the different ways of
sourcing for finance and how loans can be obtaareti where to obtain it. The
sharing of cost of business, profits and lost wadse highlighted in this unit and

other methods of financing businesses whether bugample investment.

5.0 CONCLUSION

The above analyses show that finance is the caomersof any business and it
needs to be sustained for one to remain in busin€lsrefore, is very important
that businesses should ensure appropriate meafinaoicing these businesses
such that growth will be sustained. The need folevsources of finance is that, it

is the life-line of any business and the ultimdtalbbusiness investors.
6.0 TUTOR-MARKED ASSIGNMENT.
1. Explain the ways business can be financed in bath-roan and in

partnership.

2. Describe the method of sharing the cost of business
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7.0 REFERENCES/FURTHER READINGS

1. Heller, R (2002). Manager’s daaok,
London: Dorling Kieley Ltd.

2. Keith, L. and Grubellini, C. (1975). Introdigst to Business
Enterprises; New York: McGraw Hill.
3. Ross, S.A (1996). Essentials of corporate Keatnited
States of America: Irwin/McGraw-Hill.

UNIT 2 INTRODUCTION TO FINANCE BY DEFINITION
CONTENTS
1.0 INTRODUCTION
2.0 OBJECTIVES
3.0 MAIN CONTENT
3.1 meaning and functions of finance
3.2 the objectives of financial management

3.3  the need for financial planning

4.0 CONCLUSION

5.0 SUMMARY

6.0 TUTOR-MARKED ASSIGNMENT

7.0 REFERENCES/FURTHER READINGS

1.0 INTRODUCTION

Every business enterprise faces the problems afisiiqns of funds to carry out
its operations. Further, it has to determine thiénapmn methods of employing the
funds it has obtained. Financing, basically is filmection in a business that is
responsible for acquiring funds for the firm, manggfunds within the firm and

planning for the expenditure of funds on variouseés Such activities include
preparing budget, cash flow analysis and plannorgekpenditure of funds on

various items such as those relating to plantspeggent, machinery etc.
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Albeit businesses generally have most of their $utield up in the investment in
the plants and inventories, continuous flow of sfueids is needed into and out of
the business. This flow of funds represents thedlstream of the business.
Keeping close watch on the financing function isyvanportant. In this unit,

therefore, the various definitions of finance wolle considered, objectives of

financial management and the need for financiaimleg are also considered.

2.0 OBJECTIVES
At the end of this unit, you should be able to;
» Define finance
» Explain the functions of finance in business
» Discuss the objectives of financial management

» Explain the need for financial planning

3.0 MAIN CONTENT
3.1 MEANING OF FINANCE

The term finance has been defined as follows: ffagahas aptly been called “the
science of money”. It studies the principles angl tethods of obtaining control
of money from those who have saved it, and of adwaring it by those into

whose control it passes”

(@) S. C. kuchhal, defines finance as, “finance maydb&ned as that
administrative era or set of administrative fungtioin organization
which relates with the arrangement of cash anditcisa that the
organization may have the means of carrying outoligectives as
satisfactorily as possible”.

(b) Howard & Upton, look at finance as, “business ficarmncludes those
business activities which are concerned with theumsttion of and
conservation of capital funds in meeting the finahoeeds and overall
objectives of business enterprise”
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(c)  While Wheeler, defines finances as, “financial tgses drive other

resources in its train, for without finance othesaurces cannot be

achieved. Finance is therefore, the basic resowsed for creation of

and maintenance of other resources.
SELF ASSESSMENT EXERCISE 1
1. Mention and discuss three (3) definitions o&fine.

3.2 THE FUNCTION OF FINANCE IN BUSINESS
financial management is the managerial capabilitgcerned with the planning

and controlling of the firm’s financial resourc&asically, there are two kinds of

finance functions: managerial and incidental otireufunctions.

3.2.1

3.2.2

MANAGERIAL FINANCE FUNCTION

This requires planning, controlling and executibiites. The three
important managerial finances functions are; inwesit decision
(asset mix), financing decision (capital mix) andidend decision
(profit allocation) decision. (pandey, 1984; arcl&rdambrosio,
1976; graham & mcglorick 1984).

INCIDENTAL OR ROUTINE FINANCE FUNCTION

For effective execution of managerial finance fuomts, the
incidental or routine functions must be performEigey include:
Supervision of cash receipts, payments and thgsafding of cash
balance. Custody and safeguarding of securitiesyramce policies
and other valuable papers. Taking care of the nmechladetails of
new outside financing, record keeping and reporting

The financial manager is mainly involved in the @gerial finance
functions, while the routine finance functions aesried out by the

people of the lower levels (tijani-alewa, 2004).



22

SELF ASSESSMENT EXERCISE 2
1. Mention and discuss the two kinds of financecfioms.

3.3 THE OBJECTIVE OF FINANCIAL MANAGEMENT.

If the future were perfectly known, business fostsacould be made without
error. Financial management is that manageriaviacthat concerns planning and
controlling the company’s financial resources. Adiog to economists, every
resource is scarce and as a result, it requirazniplg and control in order to
achieve the best out of the resources availabldalasds tied to finance (ndubuisi,
1998).

The objectives of financial management should b#etstood in the light of the
objectives of the enterprise as a whole. The fdhgwobjectives are hereby

advanced:

Pay dividends

Maintain market price of the shares of stocks
Seeking growth of the company

Avoiding of high levels of risk

Maximization of profit and minimization of risk

The need to maintain some level of liquidity

N o o bk~ wbdh e

Maintenance of control i.e. Proper safeguarding afidzation of

funds.

SELF ASSESSMENT EXERCISE 3
1. Identify the various objectives of financial nagement.

3.4 THE NEED FOR FINANCIAL PLANNING.

Financial planning is deciding in advance the foiahneeds of a business to
achieve the basic objective of the firm which ismore than getting the maximum
profits out of minimum efforts. Therefore, the lwaaim of financial plan is to get

funds at the minimum cost and utilize them propehty other words, financial
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planning involves the inflow and outflow of fundsrfthe good of the business
(varma and agarwal, 1988).

In an enterprise, there must be someone who padjstiter, reviews, analyses,
interprets and plans these requirements and coesegs. The person who does
this is the chief executive officer in charge afaince of the enterprise. According
to jain (2000.), financial planning includes thddwing functions:

i) Determination of the financial resources required meet the
operating programme of the company.

i) to work out as to how much of the requiremenestarbe met by
generating funds internally by the company and Inaweh is to be
obtained from outside the company.

iii) To develop the best possible plans for obtainirgg ftmds needed
from the external sources.

Iv) To establish and maintain a system of financial trcd® for
governing the allocation and the use of funds.

v) Formulation of programme for the provision of thesneffective
relationships between product-cost-profit.

vi) Analysing the financial results of all operations

vii) Reporting these analysed facts to the top managdemkrihe
enterprise.

viii) Making recommendations relating to future operation

SELF ASSESSMENT EXERCISE 4
1. Itemize and briefly discuss the functions o&fgial planning.

4.0 CONCLUSION

The above discussions show that finance is quié¥aat to any business concern.
Hence, its function in business enterprises hirggesifically on acquiring funds
for the firm, managing funds within the firm andaphing for the expenditure of
funds on various assets. In view of that, it istipent for business persons to get

involved in the practice of acquisition, marshajlinplanning and controlling
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funds. The reason is because finance is the basitzirce used for the creation of

and maintenance of other resources.

50 SUMMARY
In this unit, a lot issues were discussed. Morkthgas shaded on the meaning and
function of finance. We also discussed the objestiof financial management.

Finally, we examined the need for financial plamgnim business enterprise.

6.0 TUTOR - MARKED ASSIGNMENT

1. Mention and discuss three (3) definitions of financ

2. Identify and briefly discuss the two kinds of fim@nfunction you
know.

3. Examine the functions of financial planning.

7.0 REFERENCES/FURTHER READINGS
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finance: a book reading¥'2d.
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3. Graham B. And Mcgolrick C. (1984). The interpreatatof financial
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8. Tijani-alewale B. A (2004): Entrepreneurshipdéess and Small
Business Management. Industrial
science centre, sango-ota.
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UNIT 3 THE RELATIONSHIP BETWEEN FINANCE AND
OTHER DEPARTMENT OF AN ORGANIZATION

CONTENTS

1.0 INTRODUCTION
2.0 OBJECTIVES
3.0 MAINT CONTENT
3.1 Medium of exchange
3.2 Unit of Account
3.3 Store of value
4.0 SUMMARY
5.0 CONCLUSION
6.0 TUTOR-MARKED ASSIGNMENT
7.0 REFERENCES/FURTHER READINGS

1.0 INTRODUCTION

A healthy and vibrant economy needs a financiatesysthat moves funds from
people who have to those have not to have produativestment opportunities.
How well your hard-earned savings get channelegprmductive sector. The
analysis also demonstrates the important link betviae financial system and the
performance of the aggregate economy. The rekdtipnbetween finance
department and other departments in an organizatiald be seen in the function

performed by money or finance.

2.0 OBJECTIVES

This unit deals with the relationship between feandepartment and other

departments in an organization in term of the foiiy;
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» Medium of exchange
» Unit of account
» Store of value

3.0 MAINT CONTENT

3.1 MEDIUM OF EXCHANGE

In almost all transactions in an economy, monetphéform of currency or cheque
performs the function of medium of exchange. lused to pay for goods and
services. The uses of money as a medium of exeh@ngmotes economic
efficiency by minimizing the time spend in exchamgiof goods and services.
The finance department is the source of keepingratepartments running in term
of purchases and salaries of staff, and also eagesr specialization amongst
economic agents. Finance has eliminates the pteaf double coincidence of
wants as was experienced during the barter econétagple are encouraged to go
about their duties rather than waste their timekilog for people who have what
they want and need what they have. Therefore, ynamefinance promotes
economic efficiency by eliminating much of the tisgent exchanging goods for
services. It also promotes efficiency by allowpepple to specialize in what they
do best.

3.2 UNIT OF ACCOUNT

Finance also plays the role of a unit of accouat i, it is used to measure value
in the economy. People are ready to work and Hasie services valued in terms
of the wages that will be paid for. It would haveen much difficult in term of

exchange of services Vis -a- vis the amount paidhe service.

The department of an organization will function laaid reduces the problem of
quoting prices in terms of units of that money eatthan going around looking for

who wants what they have and have what they needn€e department restores
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confidence in other departments of an organizati®money is being used as a

unit of account reduces transaction costs in aarorgtion.

3.3 STORE OF VALUE

Money also functions as a store of value; it ispository of purchasing power
over time. The store of value of money is usesae purchasing power from the
time income is received until the time it is spefithe finance department of an
organization serves as an engine room which gifeesrie to other departments in

the organization as it solves their financial pesb$ when one arises.

As people work, they are confident that as longthes finance department is
functioning, their salaries are assured, no mébsv long it will take to be paid.
Any transaction in an organization ends in therfoedepartment, either to pay or

receive pay on behalf of the organization.

40 SUMMARY

Finance department is the life wire of any orgatnira whether profitable or non-
profit organization. The department coordinatesativities of the organization,
either to pay the salaries of workers or finantesdctivities of the organization.
It is the department which other departments loakedo for any of its action or

inaction.

5.0 CONCLUSION

The unit throws light on the importance of finamsgpartment in any organization.
It also sees the activities of the finance depamtmia terms of medium of

exchange for services rendered, unit of accoutaastore of value. Since people
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work and are not paid immediately and have to vilaihe end of the month, and

sometime more than a month before workers are paid.

6.0 TUTOR-MARKED ASSIGNMENT

1. Mention and explain how finance department iscessary in an

organization

2. Identify and discuss the differences between theedtvalue and unit of

account function of a finance department of an igion.
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1.0 INTRODUCTION

Financial Management is the skill put forward by tmanagerial planning and
control of financial resources of an organizationathieve the objectives of the
business. Before now, it was considered to bespsch of economics, but it is
now looked at as a separate discipline. Howevestill draws aspiration from

economics for its theoretical framework.

Financial Management deals with the instrumentjtut®ns and procedure in the
capital market. It also has biasness in accoumgogrds and reports, monitoring
cash position and paying of bills in an organizatio Thus, because of the
importance of financial management in business,i@ndgorousness in analysis,

it is now more concerned with strategic financigcidion making within an
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organization. The subject matter of financial ngmrmaent has grown to

encompass rigorous analysis of investment of orgdioin’s funds in assets and

obtaining the best mix of financing and dividendraiation to overall market

valuation of a firm.

2.0

OBJECTIVES

This unit throws light on;

3.0

» The corporate objectives
» The roles of finance

» Finance as a discipline in corporate governance

MAIN CONTENT
3.1 THE CORPORATE OBJECTIVES

The key thing in business success is the definitibthe objective which
sets in motion the target to be achievdlisiness firms are profit seekers,
thus, their goal objectives need can not be theesaiith organization
which are run to provide social services to hunyarike Federal, State,
and Local governments activities which are measatesfy their subjects.
3.1.1 MAXIMIZATION OF PROFIT
The ultimate aim of an investment is to maximizefprat a
minimize cost. Therefore, businesses believeong ks they are
increasing in revenue while keeping cost at a numievel, they
are achieving their objective. In business, tlagevarying interests
in the objectives of the organization, the sharééud, society, and

mangers of the organization.

3.1.2 SHAREHOLDERS AND MANAGEMENT WEALTH
MAXIMIZATION

One of the most important goals of business firmaximization of

the owners’ interest is the firm maximization oflua of the

corporation share and social corporate resportyilméin also be an
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important objective of the company. For instanedping to save
energy or minimizing pollution in the host commuynitThe goals
and policies of an organization are determined ritezally by the
owners of the business like the shareholders ckktdders who are
represented by the board of directors. However,etkecutions of
these policies or goals are in the hands of theagament team.
The Management is delegated by the board of dired¢torun the
company. And the management of this company hasown
interest, this conflict of interest sometime rumscause a fall or
winding-up of the organization.
3.2.3 OWNERS’ WEALTH MAXIMIZATION AND SOCIAL
RESPONSIBILITY .
The goals of the owners of the business are weadtkimization
which provide for efficient allocation of society’®conomic
resources. Any deviation will lead to sub-optinadlocation of
resources that have implication on the growth of emonomy.
When owners of businesses are pursuing wealth nizedion
objective, does not necessary implies fulfillmerit their social
responsibility as a firm. The social responsipilif a firm to its
means is it profit. Since the firm needs to previgliality goods at
low prices maintaining sound industrial relatiopaying fair wages,
maintaining fair recruitment practices, supportiagucation and
sports activities and the host of others would erisl profit, firms
are nonchalant about their provisions. Therehistefore, a conflict
of interest between the shareholders wealth maatmz and the
society’s welfare which might call for disagreemdmtween the
organization owners and the host communities asc#se in the
Niger Delta region of Nigeria.

SELF ASSESSMENT EXERCISE 1

1.

Mention and discuss the company’s corporatectiiogs.
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3.2 THE ROLES OF FINANCE
The function of a financial manager must be evaldiah line with the overall
objective of shareholders’ wealth maximization.ndfice functions involve three
main types of managerial decisions; the investmagtision, the financing
decision, and the dividend decision. These deussire interrelated and have
impact on the market viability and price of a comya shares.
3.2.1 INVESTMENT DECISION
Every company aspires to grow and make profit nod ia future.
Therefore, the company’s decision to allocate furtdgvestment
proposals to yield future benefits is paramounte Tuture of the
businesses are uncertain, investment proposal mesessary
involve risk. However, investors have to be criticaevaluating the
overall objective of shareholders’ wealth maximizat
consequently, they should be evaluated in relatmnexpected
return and risk.
Apart from selecting new investments, a firm musbananage its
existing assets. Financial managers should beetoed with
current assets apart from fixed assets. The workegjtal of a
company has more implication on the firm liquidttyan its fixed
asset; therefore, it needs to be managed effigiamttuch a way as
to maximize profitability relative to the amountfohds tied up.
3.2.2 FINANCING DECISION
This involves determining the best financing miattizould yield
the company the nest profit. The financial manaduld be able
to source for fund for the company at the lowest soich that there
is a profit level of liquidity it maintains.
3.2.3 DIVIDEND DECISION
The decision on what should be given out as divddeunt of the
company’s earnings and what to plough back into ldbsiness
ought to be evaluated in the context of maximizing wealth of
shareholders; their opportunity cost of returnechiegs must be
balanced with any dividend to investors.
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SELF ASSESSMENT EXERCISE 2
1 Discuss the roles finance plays in corporatesi@ts.

3.3 FINANCE AS A DISCIPLINE

The divide between ones income on consumption amestment is very vital,

how to choose from among available investment dppdres and how to raise
money to provide for increased consumption or itmest.

Just as the individual seeks to maximize his orHappiness, the firm seeks to
maximize the wealth of its owners’ shareholdingn Hoth the individual and

company, the financial discipline will entail theugency in the usage of the
available resources at their disposal such thaetiseno surplus or deficit in any

sector of ones life or the corporate existencefoha

4.0 SUMMARY

The prime motive of shareholders and managemerdnaagtion is generally

maximization of the value of the owners’ interastthe company (maximization

of the value of the firm’'s shares); conflicts aridetween shareholders,
management, and society at large. The differehet&een shareholders and
management can be minimized by various factors agcstock option plan, that
make managers part owners or the possibility of dbmpany’s takeover by

dissatisfied parties who would replace the exisnmghagement. In the case of
social responsibility, the law encourages the pragidrom the shareholders to

provide for the host community with essential sesi

5.0 CONCLUSION

In other to serve the interest of either the shadsrs, managers, and/or the
society, there is the need for prudency and cdstfe in the sources of finance.
This unit also showed how difficult it can be tamsitaneously satisfy the
shareholders’ wealth maximization and the society&dfare. It shows therefore

that the satisfaction of one is at the expensa@bther.
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TUTOR-MARKED ASSIGNMENT

. ldentify and discuss the various roles of finantearporate governance.

. Discuss the main corporate objectives of an orgsioid.
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1.0 INTRODUCTION

Business is a venture that takes a serious andwrnkdng person to start. Itis a
venture that risk aversion person will never warnbé associated with. According
to Abraham (2003), “To achieve uncommon result ny ausiness, vocation or
career that you are in, you must be an adventamdra risk-averse person”. In
business, you need to take risk to succeed, therefdaking the risk, you need to

source for find either within or from sources odésyour personal keeps.

The purpose of entering into business is to makaeradit and remain in the
business. Thus, in finding sources of finance, gead to take into account the
cost of the fund vis-a-vis your profit. Any busasethat do not yield profit need
not funded and might not attract financiers.

OBJECTIVES

You should be able to identify and explain thedwling at the end of this Unit.
The unit content throws light on the itemized itaile

» The financial need of a business
» Types and sources of funds

» Sources of short, medium and long terms of funds
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MAIN CONTENT

3.1 ESTIMATING THE FINANCIAL NEED OF A BUSINESS

In starting a business, the most important thirad tieeds to be given attention is
the finance. Money is the basis for any startusfibess, the sources of getting this
money are limited in term of small scale busingd#e in the case of large scale
businesses who raise their money from either equitiebt sources.

Another important issue you need to know here eésusage of the word Capital.
In ordinary or business sense, Capital means tloeiaihof money you provide for
the purpose of starting a business. Nwoye (19843 sapital as a fund employed
in financing business operation, while Lyman, Keéhd Gubellini (1975) refer to
capital as assets needed to operate a businegp#tal@aight mean different thing
to different people depending on the concept irctvitihe word capital is used. To
an Economist, capital to him means factor of prtéidac Therefore, the word
capital might not be loosely used but rather beceptualized within the context it

is used.

In new business you need to identify the followasythe needs of the business

before you could start the business, these are,

[ The capital to cover the initial cost of the busme

i Capital to invest into fixed assets (like machinamotor, equipment
building etc)

iii Working capital (to cover expenses like salariepairs, daily running
of the business etc)

)Y Capital Reserves (money for exigencies or for trentng day” as

always term)

Estimate means the forecast of a business operatidature at present, by
deciding the budget of the business which is thetnmportant aspect of the

management of a business. Budgeting means platimngctivities of a business
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in quantitative statement, which is in figure. Moe purpose of this unit, we shall
classify budget into two types; operating and feiahbudgets. The operating
budget consists of sales, materials, personnefjustmn and other operational
activities of a business. This budget estimatesvidrious activities hat will be

carried out under every operation of the businedile on the other hand, the
financial budget defines or forecasts the estinodteoney receipts and payment
made from the various operations. The financialget reflects the effect of the

firm’s financial position and earnings potentialeaesult of its operation.

SELF ASSESSMENT EXERCISE 1

1. Identify and explain the needs for starting a nesitess.

2. Explain the need for estimation in a new business.

3.2 TYPES AND SOURCES OF FUNDS FOR BUSINESS

Investment decisions need to consider and identiy various investment
opportunities, comparison and evaluation of theppotunities such that the
selection of these opportunities will be based lom availability, characteristic,
and cost of sources of funds for the business whrehbased on the following

Short-term, Medium-term and Long-term sources.

3.2.1 SHORT-TERM SOURCES OF FUNDS

Working capital as earlier mentioned is that mondyich is used for the

running of the day-to-day activities of a busines&herefore, the short-term
sources of funds are those funds needed to findecghortages in the working
capital of a business. This fund should not, ifan be avoided, be used for

long term investments. The main sources of shomt-fends are;



38

€) Loan from friends and relatives

(b) Bank credit (bank overdraft)

(c) Commercial or Trade credit

(d) Inheritance

(e) Factoring

(A) LOANS FROM FRIENDS AND RELATIVES

Good and reliable friends and relatives could laglye to assist their friend or
relative to start a business by contributing todfafor the business, such funds
therefore, is invested and the business becomeessitt. However, these
sources of funds might spell doom for the businpagjcularly if the business
is successful. At times, at no notice these frseodrelations, out of jealousy
demand the refund of their money which might catise closure of such

business.

(B) BANK CREDIT (BANK OVRDREAFT)

This is another way of obtaining short-term funitiss time, is from the bank.
Overdraft arrangement is quite different from bdo&ns. A business can
enjoy overdraft depending on her relationship whle bank and how the
business account has been operating over time. oVerlraft is a privilege
which the bank grants its customers to overdrawradicount over and above
the balance it has to be paid normally within oaetltree months with an

interest to be charged on a daily basis.

© COMMERCIAL OR TRADE CREDIT

A business that has good reputation, human reRt@om connections could

have goods and services rendered to it by biggempaaies by supplying it

with goods on credit or with part payments. Infsaases, it is more like more
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money has been put into the business by the bigg@pany. In advanced

countries, there are more trade credit varietigs lrade acceptances and
promissory note. Trade acceptance is a draft diaythe seller against the

buyer for an amount of credit extended to him tophel at a specified date

which the buyer must accept by signing the dr8ftit a promissory note is an

unconditional promise to pay a specified sum of eyoio a specified person at
a definite future date.

(D) INHERITANCE OR BEQUITMENT

These are entitlement of materials (money inclysivieich a person receives
as part of the properties of his parents or redatiwho may (or may not) have
died to serve as a source of fund for the starhisf business. It is not
incumbent on the benefactor to invest the saidlemtent in business, but it is

another ways in which people could raise fund fartgg a business.

(E) FACTORING

This is a situation where debtors of a company @aisocould be bought over
by say a bank or it subsidiary at a percentage thattithe company enjoys the
leverage of say 5 per cent. The company will naygeher money owned her
less the percentage before the maturity of the. dEbt instance, your debtors
owed you — say1100 million, you can factored this debt to a bank®agent
by collecting the value of the debt from the bagéslthe 5%. This means that
the bank will pay you 195 million and take over the debtors and pursue to
recover the debt from your debtors. These and aaynother forms of

financing business or raising funds to finance esses are therein.

SELF ASSESSMENT EXERCISE 2

1. Discuss the different ways the short-term sau@efunds can be

raised.
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3.2.2 MEDIUM-TERM OF SOURCING FUNDS FOR

BUSINESS
This period is not that short nor long enough fourse of fund to mature for
repayment. However, the period bridges the gawd®n short and
long period to finance businesses that would nbtirfio short nor long

gestation period. The sources of funds that falllan this period are as

follows;

(@) Bank Term loan

(b) Venture capital

(© Project finance

(d) Equipment leasing
(A) BANK TERM LOANS

This is a bank loan which might be like overdratt this has a long gestation
period (that is long maturity period for repaymenim the interest). The
interest charge on the bank term is higher tharotleedraft and its security —
collateral is also higher. The bank scrutiny o thusiness under this loan is
more stringent that in the ordinary loan.

(B) VENTURE CAPITAL

These are monies used in venturing into a busiwébsa high uncertainty of

products at initial formulation and marketing oktproducts. This money
could be called seed money because it is needdduelop a concept of the
product or service. Just like planting seeds th&osoil to produce the require
grains once it germinates. At times these seedltmigt or might, depending
on the soil and how the Almighty wants it. Venitgrimoney may not produce
proceeds for the business that is not to say ydlunet venture because of the
probability. This is why it is regarded as highlycertain.
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(C) PROJECT FINANCE

Under this source of funds, the project is expedtedustain itself without

considering the financial standing of the borrowkthe fund. Once the fund
is borrowed to start the business, it is the bissinikat pays back the fund from
the proceeds of the business with interest of tfam land also profit to the

owner of the business too.

(D) EQUIPMENT LEASING

This method of financing business where equipmentHe business is loaned
out to the user (Leasee) by the owner (Leasor) uadeagreement which

requires the Leasee to pay the agreed value cdghgment to the Leasor the
sum of money for a determined period of time. §Heasing agreement is
done in such a way that the business (Leasee) ebhdbe equipment it wants
to use for the business and these equipment arghbday the Leasor. An

agreement is therein drawn up between the LeasbrttanlLeasee indicating
the terms of the contract and the amount of théatdn be paid at a given
period. This agreement allows the Leasor the letgalof the assets while the
Leasee has a complete possession and use of #tewas®ut having to pay

for its purchase. The legal title of the equipmear only be transferred to the
Leasee after a complete payment of the cost oédiagoment at the end of the

contract terms.
3.2.3 LONG-TERM SOURCES OF FUNDS
The long-term of sourcing funds could be for a @e&ras long as five years or

more. The long-term financing in must cases aexlus finance fixed and

current assets of the business. The main soufdesgterm funds are;
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€) Equity capital

(b) Ordinary share capital

(c) Debenture stock capital
(A) EQUITY SHARE CAPITAL

The holders of these shares in a company are theerswof the business.
Shareholders have rights to anything of value thatcompany may wish to
share and as well as the ultimate control of thempany’s affairs. The
liabilities of the company at the point of winding or bankruptcy rest heavily

on the equity shareholders.

(B) ORDINARY SHAREHOLDERS

The ordinary shareholders have voting rights eqtla® investment in the
company and cannot reclaim or redeem their shai@gpeby rights of selling.
Ordinary shares could be in form of preferred deded ordinary shares. The
preferred ordinary share has a fixed rate of diviland can also be entitled to
a further share of profit after their fixed dividkn While deferred ordinary
share is that who takes his share of the profihefcompany last after all other

claims must have be paid.

© DEBENTURE STOCK CAPITAL

These are long-term loans which could be securedinsecured that a
business might obtain to finance long term maturesiness. This debenture
represents the document which acknowledges thebiedeess to the
company. Debenture could be redeemable or irredlelem A redeemable
debenture is that which on the other hand, an eestble debenture is one
which is repayable only in a situation of continggnthat is, when the

business is winding-up or going bankrupt.
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4.0 SUMMARY

This Unit has highlighted the importance of finatcieed of a venture in relation
to the nature of the business. It also identiftesltypes of funds to be raised and

how to raise such funds for sustainability of tlusibess.

5.0 CONCLUSION

The analyses in this Unit give different ways ofaincing a business, the need to
identify then sources of funds for the busines$ighat you do not use then wrong
sources of fund to finance your business. A wrsoigrce of fund could cause the
collapse or bankruptcy of the business. You shbeldble to use short-term fund
to finance short-term yielding business while Idagn fund could be used for
both short term and long-term yielding ventureshe Bnalyses also shown how
and where to go for funds to finance a businessuven

6.0 TUTOR-MARKED ASSIGNMENT

1. Identify the various ways in which funds can bersed and explain them.

2. Discuss the differences between the short-term lang-term sources of
funds.
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1.0 INTRODUCTION

Every step in an organization and development blusiness enterprise, every
manufacturing/service operations and every margedttivity, requires the use of
funds in one way or the other. The cost of land]dings, tools, equipment,
materials, supplies, wages, fringe benefits, tagketricity bills are paid for with
funds. Many business persons underestimate the ramnoddunds required to put
business on a profitable basis. Hence, have litleno knowledge of the best
way(s) to source for funds. This failure to appaseiand/ or ascertain the financial
requirement as well as the best possible meansun€isig for funds has been the
chief causes of business failures.

Some concerns source for enough funds to be sgffesting from the very start.
Others, however, may need several months or evars \lgefore they generate
sufficient funds to catch up with the outlays/ agems required. These
contingencies should be anticipated by businessopsrwhen sourcing/ raising
funds for their businesses otherwise, the busitlesmight highly be successful
may fail without such precut. In this unit, henags shall be dwelling particularly

on the various ways of sourcing/ raising fundsréoming a business.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
)] Identify the needs for funds in a business enteepri
i) Discuss the traditional sources of funds

iii) Explain the institutional sources of funds
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3.0 MAIN CONTENT

3.1 NEED FOR FUNDS IN A BUSINESS ENTERPRISE

On identifying a certified proposal for investmevarth, the next line of action is

determining the various ways of sourcing for funids the business. The

entrepreneur must see to the proper funding ofbili@ness because too much
funds is not healthy for a business and inadeduaids is also detrimental to the
running of a business. This also anchors on thietfeat, excess funds raised will
lead to overcapitalization whereby the earningtheffirm will be spread to large

amount of capital assets. In this regard, it is undikely that some of the assets
will be idle or under-utilized. Whereas, inadequateds raised, will lead to under
capitalization and suffocation of working capit@lenations.

The need for funds requirement of the investorsaredtolders, employees,

managers, innovation, and expansion revolves arthumgresent finances raised.
An efficient and effective raising of funds willdd to sound and profitable

business. Hence, the knowledge of the sourcesnalsfuts costs and implications

become paramount to business individuals in thiemmium.

SELF ASSESSMENT EXERCISE 1
1. Discuss the needs for funds in any businessprge of your choice.

3.1 CLASSIFICATION OF FUND SOURCING

Funding sources are the sources from which an meineur obtains the funds
necessary to start up or operate a business. &herseveral sources available for
such funds, also called capital. They are claskifimder two categories-

traditional and institutional sources-as discudssadw:

A) TRADITIONAL SOURCES : the main sources for raising funds by an
enterprise are as follows:

3.1.1 SELF-FINANCING

The only original source of financing is the persosavings
(ndubuisi, 2000). The owner can finance it himselherself
through savings or other available personal ressuréle
may invest through the purchase of shares or defanivith
past savings he has made.
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3.1.2 PEOPLE-TO-PEOPLE LENDING

While borrowing from friends and family for busisebas
been long-practiced, new services and marketssigoral to
the needs of "social finance" or "people-to-peopéiding
are emerging. In some cases, these online sepicesle a
marketplace between lenders and borrowers. Prdspar
U.S.-based company that allows you to request a &val
other people can bid on your loan. Zopa is andth€ibased
version. While the U.S. start up loan back is not a
"marketplace" for loan-brokering, it provides inidivals and
small businesses the opportunity to set up anddsibe
promissory notes and payment schedules.

3.1.3 GRANTS

In certain circumstances and for small businessepecific
enterprises and niches, sources of funding mayvhgahle
from governmental or private sources in the forngi@nts.
Unlike a loan, these funds are typically not paadkto the
source. However, grants come with requirementcladi
These requirements can range from research resejitstts
or specific products and services. Grants can lzdladble
from a wide array of sources including federal goweent
agencies, state government agencies, or grants from
educational or corporate institutions and privawenfations.

3.1.4 PLOUGHING BACK OF PROFITS

According to Jain (1999), the process of creatiagporate
savings and their utilization in the business ishtecally
called “ploughing back of profits”. It is an idealethod of
financing special working capital needs of an eurise.

B) INSTITUTIONAL SOURCES- the following are the main institutional
sources for raising capital by an enterprise:

3.2.1 STOCK EXCHANGE

An entrepreneur can finance a business by gettinmgsiors
to purchase stocks in the company (although thenddvbe
legal problems if it were offered to the generablpy). A
partnership can be formed or perhaps a ventureadiapi
could provide funds if the business venture plaasavsound
enough. There are some early stage investors callegel
investors” who invest in startup enterprises. Fgerand
relatives can also loan money. Here, an entrepresteauld
realize that if anyone else participates in thetwmensome
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elements of control will be lost. All investors sid be
aware of the risks involved when one invests intaatsp
business.

3.2.2 BANK LOANS

An entrepreneur can also raise capital for a bgsinging an
equity loan on his home or other assets he or sheawn.

Many entrepreneurs seek a bank loan in the nantbeaf

business, however banks will usually insist on asqeal

guarantee by the business owner. In the UniteceStahe

Small Business Administration (SBA) runs severahnlo
programmes that may help small businesses secams.|tn

these programmes, the SBA guarantees a portiamedban

to the issuing bank and thus relieves the banlowfesof the

risk of extending the loan to a small business.

3.2.3 INSURANCE COMPANIES

Insurance companies have also made a great cdririkn
providing capital to business enterprises. Thesapamies
invest their capital in the shares and debenturfeshe
business enterprises.

SELF ASSESSMENT EXERCISE 2

1. Identify and explain two of each of the tradi@b and institutional ways of
sourcing/raising funds

4.0 CONCLUSION

In our discussion, we realized that finance is @ t@ any business enterprise.
Hence, the ways of sourcing it has been of greallaige to entrepreneurs. Some
entrepreneurs source for enough funds to be spfesting from the very start.
Others, however, may need several months or evars \lgefore they generate
sufficient funds to catch up with the outlays/ @iems required. These
contingencies should be anticipated by businessopsrwhen sourcing/ raising
funds for their businesses otherwise, the busitlesmight highly be successful
may fail without such precautions.

5.0 SUMMARY

The unit has thrown light on the need for fundsihusiness enterprise. The two
classification of sourcing/raising funds, i.e. thaditional sources (self-financing,
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people-to-people, grants, ploughing back of prpfésd institutional sources
(stock exchange, bank loans, insurance companik also highlighted and
discussed.

In the next unit, you will be taken through theadission on the types of capital-
fixed and circulated/working.

6.0 TUTOR-MARKED ASSIGNMENT

1. Identify and explain two of each of the tradii@b and institutional ways of
sourcing/raising funds

2. Discuss the needs for funds in any business@imde.

7.0 REFERENCES/ FURTHER READINGS
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UNIT 2 THE DEFINITION OF CAPITAL AND ITS
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2.0 OBJECTIVES
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3.1 Meaning of capital formation
3.2 Importance of capital formation
3.3 Reasons of low rate of capital formation

3.4 Sources of capital formation.

4.0 SUMMARY

5.0 CONCLUSION

6.0 TUTOR-MARKED ASSIGNMENT

7.0 REFERENCES/FURTHER READINGS

1.0 INTRODUCTION

Every society needs one form of capital or the mtiienot all, to develop in its
economy. No economy can forge ahead without ma&ogguate arrangement
in its capital formation. According to Levacic @&, capital is the
accumulation of wealth which must be combined wdther factors of
production. In the same light, Jhingan (1997) szgstal as the combination of
material and human that result in the productsfiftal consumption. If these
definitions of capital are things to go by, thempital must be vital in the life of

every economy.

2.0 OBJECTIVES

This Unit throws light and explains in detail thelléwing items. You are
expected to, at the end of the unit, should be @blenderstand the conceptual,

importance, and sources of capital formation.

» The concept and definition of capital
» The importance of capital formation
» Why there is a low rate of capital formation

» The sources of capital formation
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3.0 MAIN CONTENT

3.1 THE MEANING/CONCEPT OF CAPITAL FORMATION

In both developed and developing economies, emplafid on the formation of
capital as the critical determinant of economicwgto There is no society that
directs her whole resources into the productivecsebut however, part of it is
directed to the formation of capital goods whicHl wie further channeled into
further production. These capital goods includelsitoanachines, plant and
equipment. This means that business has to pastpordeferred her present
consumption in favour of the accumulation of cdpiefurther increase or expand

her consumable goods in future, such that her iecoreases.

This argument as supported by Kuznet that the dienespital formation should
be such that it will not only add to the constrans, equipment and inventories of
a country but also other expenditure, except thesmgessary to sustain output at
existing levels. He sees the deferment of presensumption in form of capital
formation will display outlays on education, redrea and material luxuries
which will contribute to the health and productyvif individuals and raise their
morale. Therefore, businesses need to defer thguagption of the present profit
and plough it back to the business so that it cexijoland and increase it output

which implies better profits.

3.2 IMPORTANCE OF CAPITAL FORMATION

Capital formation (or accumulation of wealth) iseoof the must important and
principal factors in economic development. Mosbreamists believe that the
vicious circle of poverty can be broken with theni@tion of capital. This the
believe that the formation of capital leads to futilization of available resources,
increase in output, income and employment whicH sdlve the problem of

inflation balance of payments deficit and reliet@untry of burden of foreign
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debts and a better domestic commerce. These sdreeblocks to any reasonable

business that can be embarked upon domestically.

» Therefore, the formation of capital builds up cab#quipment in almost
all, if not all, sectors of the economic which essthe domestic savings
and investment capacities of both the buyers altersef goods.

» Capital formation will dispenses (distributes) tasimesses, depending on
loans from banks or friends, cash to expand innassies.

» Capital formation will put more money on the hanalsinvestors in
businesses which will lead to establishment ofedéht types of industries,
increase levels of income and people will havertheints satisfied. This
will also raise the standard of living of the peom@nd the economic

welfare of business owners will also increase.

» Capital formation does not only solve the problenbwusiness owners, but
it is the principal solution to the complex probkerof underdeveloped

countries in general.

3.3 REASONS FOR LOW RATE OF CAPITAL

The characteristics that identify low rate of capformation in Less Developed
Countries (LDCs) like ours depend largely upon euiture to savings, the
institutions mobilizing these savings, and the stieent of these savings. These
could be properly put as below;

(a) The low income nature of the LDCs account largelyléw capital
formation. A large savings are essential for @gdrmation which
also depends on the size of income of the econagents. In
general terms, the economies of the LDCs are backimaall her

sectors. As a result our per capita income is lalso Low income
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leads to a higher propensity to consume leavingingtto save as a

way of capital formation.

The size of dependants on prospective investors thi¢ low per
capita income provides little or no income to sagea way of
capital formation. Moreover, the LDCs economicsehéarge per
cent of children in their population creating a\heaurden on the
parents in bringing them up. This eats up the hafrtkeir income
leaving nothing to save. The life expectancy ia UtDCs is very
low or short; workers die in their prime ages, &by leaving few
adults within the working age brackets to cartertfe children and

invest in business.

There are high inequalities in income distributvamch creates gap
between savings and consumption. Though incomeualitigs do
not imply larger savings, but the disparity in inm® brings
distortion in real investment and the rate of alpiormation.
People have to look on to others to assist or geothiem with loan

to invest in business.

Capital formation is been retarded by the backwesdnin
technology. As a result, per unit labour produttiand per unit
capital productivity remain low.

SOURCES OF CAPITAL FORMATION

The sources of capital formation could be seerh@ihcrease in income of the
people. This can be done by the capacity utiliratibthe resources of the society
of a country in an efficient manner by utilizing used resources productively
through increase in division of labour.
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Perpetuation of income inequalities in most of adas, particularly developing
countries like ours, the mass of the people havweiteome and their marginal
propensity to save is very low. It is believedttbaly those with high income that

will have high marginal propensity to save and siver capital formation.

Another way of capital formation is the increase tire profit of business
investment. There is the tendency for the capitadn individual or business to
increase rapidly if investment opportunities areyyaofitable. As a way out, the
government can assist to build-up profit by givsgpbsidies and tax rebates to

companies.

4.0 SUMMARY

The Unit threw light on how capital formation cam &chieved through the various
approaches. These approaches suggest that dapitaltion is very important for
any economic growth and development. We also sawdapital formation both
in human and materials as the best combinationrdprd development in an

economy.

5.0 CONCLUSION

The analyses show that capital formation is vetglvn the business circle; it
serves as the basis in which investment can beased. Therefore, it is very
essential for business owners to save as a wagpfat formation, which will

eventually increase their investment portfolio.
6.0 TUTOR-MARKED ASSIGNMENT
1. Identify the importance of capital formation to @onomy?

2. Mention and discuss four of the reasons for low dtcapital formation.

3. Identify and discuss the sources of capital fororati
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7.0 REFERENCES/FURTHER READINGS

1.0 INTRODUCTION

The appetite of organizations for capital is iredalee. Understanding the nature of
capital and its effective allocation is essential @rganization success. If
challenged about the prime motive of profit maxiatian, most business people
look dumb founded, saying, “it has always been thay”. But business as we
know today is only 200 years old. Today’s capitalizas conceived by a small
handful of 18 ¢ enlightenment philosophers inspired by Newtonigchanism.

Their idea of capital was solely material cap#amneasured in money. However,

the challenge is to decide which division, proj@ctacquisition gets scarce capital

(Gary, 2000). This challenge varies with the typeapital.

Capital according to Francis (1995), is that whicbnfers wealth, profit,

advantage, or power. This implies that no busimesscontinue for long without
knowing what the capital it has (fixed or workirgf)its disposal, and using them
efficiently. Sound capital, is a reflection of omggational strength, and is
invariably evaluated by potential investors, creditand other stake holders. In
this unit, therefore, we shall lay emphasis on tyjges of capital — fixed and

circulated or working.

2.0 OBJECTIVES
At the end of this unit, you should be able to:
* Explain the terms fixed and working capital
» Discuss the management of fixed capital
» Explain the classification of working capital
» Discuss factors affecting working capital requirense

» Distinguish between fixed capital and working cabit
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3.0 MAIN CONTENT

3.1 MANAGEMENT OF FIXED CAPITAL

It is said that fixed assets constitute fixed apithey are land, plant, machinery,
often called permanent assets. Fixed assets amoneertible into cash within one
year. They fall within the area of fixed capitadacapital budgeting.

Fixed capital management is concerned with thelpmolthat arises in an attempt

to manage the fixed assets.

OBJECTIVES OF FIXED CAPITAL MANAGEMENT
i) The goal of fixed capital management is to manhgditms fixed assets in

such a way that a satisfactory level of fixed c@pg maintained. The fixed
capital should be enough to ensure margin of sédetshe firm.

i) Each of the fixed assets must be managed effigiemtbrder to avoid over
capitalization/under capitalization.

iii) Each of the long-term sources of finance must beiwoously managed to
ensure that they are obtained and used in theplbssible manner, since a

lot of cost is involved in their acquisition.

SELF ASSESSMENT EXERCISE 1
1. Identify the objectives of fixed capitahnmagement.

3.2 MEANING AND CLASSIFICATION OF WORKING CAPITAL
Working capital represents that part of the capahich is invested in current
assets like stock of raw materials and finisheddgodills receivable, accounts
receivable and for meeting current expenses likgesasalaries, rent etc (Jain
1999).
There are two concepts of working capital: “groasid “net”. The term “gross
wc”, also referred to as working capital, meansttial current assets”. The term
“net working capital” can be defined as:

1) The difference between current assets and curngdailities,

i) Alternatively, that position of a firm's current sets which is

financed with long-term funds.
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Sufficiency of working capital is needed for the magement of a business. No
business concern can be successful if it has gotsuificient supply of
working/circulated capital. Funds needed for opegateeds to differ from time to
time in every business but some amount is neededrty out business efficiently.
In view of that, working capital could be classifimto two as thus:
3.2.1 PERMANENT OR FIXED WORKING
CAPITAL
As the word depicts, is that part of capital which
permanently locked up in the circulation of currassets and
in keeping it moving. Every manufacturing conceias Ho
maintain stock of raw materials, work-in-progreajshed
products, loose tools and equipment. If requiresaydor the
payment of wages and salaries throughout the year.
It can again be sub-divided into:
a. Regular working capital and

b. Reserve margin or cushion working capital.

3.2.2VARIABLE WORKING CAPITAL

The variable working capital changes with the vatuof
business. It may be sub-divided into (a) seasondl (®)
special working capital. In some businesses, likgascane,
operations are seasonal, so working capital reougngs
change greatly during the year. The capital reguicemeet
the seasonal needs of industry is termed seasooring
capital. While special working capital is that \zdolie capital
which is needed to finance special operations like
inauguration of extensive marketing campaigns, expnts
with products or with methods of distribution, gamg out
special jobs and similar other operations thatcatside the

usual business of buying, fabricating and setting.
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SELF ASSESSMENT EXERCISE 2
1. Mention and discuss the classificatiomofking capital

FACTORS AFFECTING WORKING CAPITAL REQUIREMENTS

As earlier on mentioned, sufficient of working @ap is needed for the

management of a business. Too much capital is e¢firial to an enterprise. As

much as possible, an enterprise should strive svachieving a commensurate

working capital. There are no set rules or forntaldetermine the working capital

required by an organization. However, the followfagtors influence the working

capital requirements of a firm (jain and khan, 1990

3.3.1 NATURE OF BUSINESS

The nature of business determines the requirenuéritee working
capital. Some companies require little working talpivhile others
are working capital intensive for example retailsimesses and
construction firms need to invest substantiallywarking capital
and less amount in fixed assets. In contrast, faehssuch as
PHCN has very little need for working capital arnekds to invest

abundantly in fixed assets.
3.3.2 SALES AND DEMAND CONDITIONS

The availability of funds, type of products andesaknvironment
will determine the extent of working capital recurrent. The
classes of customers, the price and quality of ytsg determine
the level of sales and therefore, the amount adstiment in finished
products and debtors. Some products also have degtee of
seasonal variability, e.g, household products al@ gurely on cash

basis depending on the demand for the product
3.3.3 MANUFACTURING PROCESS

The time lag of production from the input of raw terals to
finished goods also affects the requirement forkingy capital. For

example, the manufacturing of products such as andpetergents
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may be produced within a day and the sales proceedkl be
realized immediately while manufacturing of produltke cars can
take months and sales can be gradual and most titegsnight be

on credits.
3.3.4 CREDIT POLICY

Credit terms granted by a company to its customerg depend on
the norms of the industry in which the company afes. For
instance, pharmaceutical companies deal mainly dashcwhile
hoteliers may give, say two weeks or more for coaf® guest to
settle their bills.

3.3.5 CREDIT GRANTED BY SUPPLIERS

A company will need less working capital if libeakdit terms are
available to it. For example, a company that enjmss credit
period than it gives its customers would have higed for short
term funds than a firm which enjoys greater creaitiod from its
suppliers than it gives its customers. The avditgtof credits from
banks also influences the working capital requingisie A firm

which can get bank credit easily on favorable coows will

operate with less working capital than firms witheuch facility.
3.3.6 PRICE LEVEL CHANGES

Price is relevant to purchases of material, manufang of finished
and eventual sales. The increasing shift in preesll makes the
function of the financial manager more difficulte@erally rising
price levels will require a firm to maintain high@mount of
working capital. Same level of current assets wided to be
increased when prices are rising, most especiaihgks level,
however, debtors needs to be reduced during thisgobecause the
fall in the value of money. But when prices are egeily falling,

companies are advised to invest less in stock areé m debtors.
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The enumerated factors are cardinal in decidingtheunt of working capital, the
proportion of working capital to fixed capital atide period of operations. An
astute business person that understands thesesfagtb be able to sufficiently

manage working capital towards the achievemerti@biverall business objective.

SELF ASSESMENT EXERCISE 3
1. Enumerate and explain the various factors affectmgrking capital

requirements of any business enterprise of youiceho

3.4 DISTINCTION BETWEEN FIXED CAPITAL AND WORKING
CAPITAL.

The capital invested to fixed assets is alwaysriedeto as fixed capital. The

capital invested in the current assets is termedent capital. The primary

distinction between fixed and current capital aomstantly changing in form.

According to Jain (1999), there are two points iffiedence between fixed capital

(fixed assets) and current capital (current assets)

i) The first difference is durability of their econamlife. As stated
earlier, fixed assets (fixed capital) have theied for more than one
year. Moreover, they are not convertible into caghin one year.

i) The second difference is regarding divisibility.véstment in
current assets is more divisible than investmeriixed assets. By
and large, investment in fixed assets enhancedutinee earning
capacity and improves the growth prospects of thesiness
investments, it is important to ascertain the faiisi of the project

and to evaluate its benefits.

SELF ASSESSMENT EXERCISE 4
1. Discuss the differences between fixed capitdlvaarking capital.
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4.0 CONCLUSION

Our discussions reveal that the two types of chgftaed and circulated or
working) are quite vital to any business concerrentt, entrepreneurs or
managers of enterprises ought to be involved imtahaagement of those types of
capital, should also ascertain the various fac#dfscting particularly, working
capital, the classification of working capital artteir relevance to their
enterprises. The major reason for that is for thendecide on which division,
project or acquisition gets a particular type gbital. This will go a long way in
propelling the wheels of the enterprise.

5.0 SUMMARY

The unit has shaded more light on the types oftahpgilanagement of fixed
capital was discussed meaning and classificatiowaking capital along with
factors affecting working capital requirements waitso discussed. Finally, we
examined the distinction between fixed capital amdking capital. In the next

study unit, we will take you through the measurenoércapital.

6.0 TUTOR — MARKED ASSIGNMENT
1. Identify and explain the objectives of fixed itapmanagement.
2. Mention and discuss the various conditions &figc working

capital requirements in the Nigerian manufacturmystries.
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1.0 INTRODUCTION

The theory of capital is one of the most difficaitd contentious area of economic
theory. From Karl Max to the Cambridge controvesstegere has been an on going
disagreement amongst economists as to what cagpjtaind how it should be
measured. Economists have variously define capgalongeal labor, as deferred
consumption as the “ degree of round- a-bout ness”stock of durable
commodities or as a flow of factor services. Therealso disagreement about
whether capital can be aggregated into a singlesameaand even within the
relatively hospitable confines of neoclassical tieexact aggregate is known to

be problematic.

This presents the practical economists with somgtloif a dilemma since many
interesting economic problems require a measucapital. How for instance, are
we to understand the process of economic gromiteittan not agree on how to
measure one of the potentially most important faciofluencing the process?

What can we say about such an important issuehégproductivity slows down
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and why growth rates differ across the Nigeriannecoy? These issues are too
important to be ignored an estimate of capitalome, and wealth however;

imperfect must somehow be developed in order toogewith the larger tax at

hand.

In this unit, therefore, applied capital theoryg teed for capital measurement and

ways of measuring capital are considered.

2.0 OBJECTIVES
At the end of this unit you should be able to:
- Explain the applied theory of capital
- Discuss the need for capital measurement

- Explain the method of measuring capital

3.0 MAIN CONTENT
3.1 APPLIED CAPITAL THEORY

Two aspects of capital ( including human capitéffedentiates it from a primary
input like labour-capital is a produce means ofdpiiion, and capital is durable.
The first aspect is the primary source of the Caalgler controversy in pure theory,
but the latter causes much of the difficulty in sw@ang capital. Durability means
that a capital growth is productive for two or mair@e periods and this in turn
implies that the distinction must be made betwéenvialue of using or renting in

any year and the value of all the capital assets.

This distinction will not necessarily lead to a me@ment problem if capital
services used in any given period were paid fdhat period, that is if all capital
were rented. In this case, transactions in thealrenarket will fix the quantity of

capital in each time period much as data on theepand quantity of labour
services are derived from labour market transastiddut unfortunately, much
capital is utilized by its owner and transfer opital service between owner and

user results in an implicit rent typically not obseby the statistician. Market data
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thus inadequate for the task of directly estimathmg price and quantity of capital
services, and this has led to the developmentdifdat procedures for inferring
the quantity of capital like the perpetual invegtonethod or the acceptance of

flawed method for example book value.

SELF ASSESSMENT EXERCISE 1
1. Identify and discuss the applied theory of apit

3.2 THE NEED FOR CAPITAL MEASUREMENT

A company that is not making optimum use of itsougses is either over
capitalized or under-trading. Over capitalizatiarses when a company tries to
conduct a volume of trade over and above that fochvit is financially equipped.
On the other hand, under capitalization occurs whecompany manages its
capital inefficiently, so that there are excessteck, debtors and cash and very

few creditors, there will be an over investmentbynpany in capital assets.

In view of the above, it becomes necessary to meake capital required by an

organization due to the following reasons

» To avoid too much investment in fixed assets abibve company’s

requirement.

» To check incidence of high investment in currerseds such as stocks

and debtors

» To avoid fall in profit margin as a result of toauan discount given to

debtors in order to reduce average collection perio
» To avoid under utilization of capital employed.

» To improve the Return On Capital Employed (ROCEY ik the profit

attributable to the providers of capital.
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SELF ASSESSMENT EXERCISE 2

1. Discuss why you think is necessary for businressaneasure their
capital requirement?

WAYS OF MEASURING CAPITAL

There are various ways in which capital can be measdepending on the reason
for the measurement. For the purpose of this stwdyshall concentrate the use of
accounting ratios.

There are ratios which can assist in judging whetheestment in capital is
reasonable to avoid under or over capitalization.

The following ratios are useful in measuring wotkioapital requirement of a
company.

3.3.1 SALES/WORKING CAPITAL

The volume of sales as in multiple of working capibvestment should be
able to indicate whether, in comparison with preasgiojears or similar
companies, the normal volume of working capitabs high.

3.3.2 CURRENT ASSETS /CURRENT LIABILITIES

The standard ratio for this is 2:1, if the ratioinsexcess of this it means
there is over investment in current assets.

3.3.3 CURRENT ASSETS LESS STOCK/ CURRENT LIABILITIES

This is called quick ratio or acid test. This rat@asures how the liquid
current assets can finance the current liabilitigbout hitch.

The standard ratio is 1:1

3.3.4 AVERAGE DEBTORS/TOTAL SALES

This ratio measures the number of days it takesléitors to settle their
account. This important in order to avoid over stweent in debtors.

3.3.5 STOCK/ COST OF SALES

This is otherwise known as stock turn over ratianéasures how much of
stock is sold within one year.
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3.4 EFFICIENCY RATIOS
3.4.1 NET PROFIT AFTER TAX/NET CAPITAL EMPLOYED

This is a primary ratio as it measures the prinzny of business, which is
return on the funds invested. It is known as ‘rotfethis ratio is low, it
means the company is using too much capital thaagitires for the level.

3.4.2 SALES/ TOTAL ASSETS

of profit it is making.This ratio measures how tiogal assets are used in
generating the sales. Low ratio means underatibn of assets.

3.4.3 SHAREHOLDERS' FUNDS/ TOTAL FIXED ASSETS

This ratio is known as proprietary ratio: it measur the adequacy
of security to pay all liabilities. It serves ageat of long term financial stability of
the company.

SELF ASSESSMENT EXERCISE 3

1. Discuss how you will know if a company is empigy too much capital
above the minimum it requires for the current lexesales?

4.0 CONCLUSIONS

From the above, it can be seen that measuremecapifal is very essential in
business. A company may be making profit and y#essifrom lack sufficient
funds for the day to day running of a company. Owerunder capitalization
should be avoided because either is too dangektarsagers at all levels need to
know the amount of capital that is required to ficeathe level of operation of the
company they manage.

5.0 SUMMARY

This unit has highlighted the theory of applied itaptheory, the need for
organizations to measure their capital, and the afsetios in measuring the
capital requirement.

6.0 TUTOR MARKED ASSIGNMENT
1. Explain why businesses need to measure thgitataequirement.
2. Discuss how capital can be measured.
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INTRODUCTION.

Resources in business is like the blood that rbrsugh the human system, such

that without blood, the humand system fails. la §ame light resoureces are the

blood that runs through businesses system, andtbeoesources cut, businesses

cease to flow. According to Stoner and Hattwic898), “ Resources are the fuel
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for businesses just as gasoline is the fuel fooraabiles. Once businesses have
the wrong resources mix, it will operate abnormalist like a car that runs on a
bad fuel is having insufficient fuel to run properl

This, therefore, caalls for business managers talde to balance the need fro
each of the resources, acquire them, and allobate properly amongst the units
of the business. This responsibility throws a lemgle to business managers to see
the importance of this aspect of business as avesdto buildidng a seccessful
business. Resources provide the basic ingredieattsnake a successful business.
Resources in business are the people, physicagrialatfinancial assets, and the
information which the managers of firm need for eftér products or services.
Once the manager of a business fail to have th# mgx or the absence of the
resoureces means creating clog in the wheel ofesscfor the business. This is
why manager have to spend the better part of thee providing an appropriate

mix of resource, nurture them and using them ferdiinccess of their firms.

OBJECTIVES
At the end of this unit you would have be able to:
> Explain the nature of resources, its acquisitioth ase
» Discuss in entail the opportunity cost and tracg-offf resource.
> Explain fully the flow of resources.
» Shows how the right mix of resources can be attaine
» Know the right mix and allocation of resources.
MAIN CONTENT
THE NATURE OF RESOURCE ACQUISITION AND USE.

Managers of businesses whether one-man or limiiadililies resources
acquisition and use is one of the must challengineps. As manager of a
business, you need to work with you subordinatea t&sam to have a balanced
mix. Once you act in isolation, you will createfidi in onje unit and surplus in

another. Therefore, there is the need for consuftao that when new plant and
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equipment are to be acquired will not only invole financial resoureces, but
also may require extra training of employees ineortb use the equipment
efficiently and effectively.

We can also discuss the acquisition and use ofiress by tow sets of relatioships

as synergy and opportunity cost.

Let first of all define what we mean by synergy.means that when you combine
the actions of two resources such that their tffalct would be greater than when
they had acted independently. Therefore, it isummgent on managers to take
decision that when they sum up the actions of #estbns should be greater than
when he had taken them individually. If you decideadd financial resources to
your business, such that when you are able to bewy technology-related

equipment, both your business and human capitlingitease. It means that the
equipment the equipment so bought will bring imgnoent in the performance of

your workers, their efficiency and increase in aitp

A change in resources should ripples through tisinless, such that any change in
your resources decision that does not bring chaigaild be abundant. The
change should affect your physical resources, ahdrece the productively of the
human resources. This should apply to all yourisiges in business, that a
change in one aspect of the business should dffeabther sector directly or
indirectly. Let take for instance, the National @pUniversity of Nigeria as
example, if the university decides to have her seutevelopers well trained, it
means that they will produce standard course duidihe students who will study
and have a good knowledge of their studied disogpliln that way more students
will be encouraged to enrol into the universitysogramme to study. This

example illustrates the interrelated nature of ueses.

Increase in one resource may increase the capatignother resource. This,
therefore, encourage managers to look up for waykuild synergy and make

better decisions with in their businesses.

The second relationship is the opportunity costd @&rade-offs. As seen in
synergy that the acquisition of one resource makesther resource more

productive, yet the acquisition of resource requimade-offs. This is a useful



71

concept which means giving off the benefit that ldduave be derived from the
resource to use the other one. For instance, goideld to use your resource to
buy more computers for your business centre rdtiaar to buy a car. Therefore,

the opportunity cost of the computers is the car gould not buy.

The concept of opportunity cost is very importamt fmanagers of business need
to understand and trade-offs, when considering iioguand use new resources.
Managers need 50 weight between the opportunitidssae which contributes the

greater to the success or growth of the business.
SELF ASSESSMENT EXERCIS 1

1. Mention and discuss the importance of opporyuadst and trade-off in

business.
3.2 THE FLOW OF RESOURCES

The activities of business create room for movenmaiot and out of the business
as a way of acquisition and use of resources. irflsbance, when a business buys
raw material from suppliers these raw material nsou&o the business for
operation, in turn money leaves the business im fof payment to the supplier.
So also when new staffs are employed into the azgaan, the staff size increase
but something has leaves the organization, mondgrin of salaries for the new
staffs.

This movement seems to be a vicious circle, a$, stedterial, and equipment are
brought into the business; they produce productsciwhare then sold to
consumers. In this movement, goods leave the azgaon and in turn money
comes into the organization as payment for the goothe process of resources
moving into, through, and out of the firm is a dgma and continual process but

managers need to be careful that these movementgahee to the organization.
THE RIGHT MIX OF RESOURCES

Though at times, the amount of resources a busimesds might be a problem,
but the most important and challenging is havirgright resources in place at the
right time. There is the need to move some ressute other places to achieve

the desire goals, but some fixed or physical resssimight not be easy to move
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or transfer to another place. Even human resousoesetimes exhibit this
immobility. For instance, you have your busineskep apart, let say one is in Jos
and another is in Abuja. Now when the Abuja urith@ business is prospering
and you need to shift some staff from Jos brancAkja. This might exhibit
some difficulties because either that the staff ohave accommodation
problems or they would not want to leave their {&asiand so they are reluctant
to move. Thus, in this case, the firm has mora #r@ough human resources, but

they are in the wrong place, so could it be witheotresources.

When managers are struggling to predict productmarketing, and distribution
need, should make sure that resources availableira@dproper mix to avoid

surplus in one area and deficit in the other.
SELF ASSESSMENT EXERCISE 2
1 Explain how an organization or its manager can awee the problem of
resources mix.
THE RESOURCES ALLOCATION

What is paramount in business and most trying esatlequate allocation of the
resources amongst the deserving units of the besind\t times the resources
allocation becomes more difficult than obtaining iThus, a business manager
must have to tread a fine line, by helping one depent without hurting another.
In one-man business, the problem of resource aitwcaould still show its ugly

head, when attention is being given to one sedtthreobusiness than the other.

40 SUMMARY

Inasmuch as it is difficult to have a perfect reses mix, it is the only way
businesses need to be handled so as to make proféxperience growth.
Therefore, managers of businesses should see stedsmurce mix as the only
way to success. A careful consideration of resmagguisition, the right mix, and
proper allocation would fetch managers of busiresgdeast mote than 60% on

their way to success.
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CONCLUSION

This unit has increase your horizon on the needsvaays of resource allocation

in business and how the proper mix at the rightgland time would bring about

success. Managers of business are to see thatdthegt only rely on acquiring

resources whether physical or financial, but howstbthey can mix the

requirement of the business should be keyed icdke.

6.0
1.

2.

7.0

3.

4.

TUTOR-MARKED ASSIGNMENT
ldentify and explain three ways of acquisitiord aise of resources.

Discuss how the right mix of resources can lierdened?
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MODULE 3
UNIT 1 The definition of the term financial resources
UNIT 2 The management of financial resources

UNIT 3 What are bank credits?
UNIT 4 The types of bank credits
UNIT 5 The significance of the bank credits to the growita

firm.

UNIT 1 THE DEFINITION OF THE TERM FINANCIAL
RESOURCES

CONTENTS

1.0 INTRODUCTION

2.0 OBJECTIVES

3.0 MAIN CONTENT
3.1 The meaning of financial resources
3.2 Cash inflow; acquiring financial resources
3.3  Cash outflow; using financial resources

3.4 Intra-firm cash flow; moving resources within thenf.

40 SUMMARY

5.0 CONCLUSION

6.0 TUTOR-MARKED ASSIGNMENT

7.0 REFERENCES /FURTHER READINGS.

1.0 INTRODUCTION

Generally in life, we need to have something asuaice or way in which we have
to use to get other things in life. Thereforebusiness we need to have money to
start a business. It could be from us or we borfimm other sources to use for
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the business. Resources in business could begahy&inancial, human, and

information. These are necessary ingredients gurcaessful business.
2.0 OBJECTIVES

At the end of this unit you should be able to expthe following;
» The meaning of financial resources
» Cash inflow; acquiring financial resources
» Cash outflow; using financial resources
>

Intra-firm cash flow; moving resources within thief.
3.0 MAIN CONTENT
1. THE MEANING OF FINANCIAL RESOURCES

These are valuables that could be used to acqthiez tesources to aid in earning
more resources. As mentioned in our introductpysical resources are used for
the purpose for which they were acquired, for inséa a building and machine.

While financial resources can be used to pay ssathuy equipment, pay for

advertisements, or buy other company. It is vempartant for any business

venture to have enough financial resources to éurifivest to raise or increase it
prospect of growth.

Financial resources can best be discussed in tile ahits flow. This can be seen
in the form of cash flow into through, and out bétbusiness. Cash flow means
the movement of cash from outside the businesstir@dusiness, and out of the
business. The cash inflow could be in form of salethe business products while
cash outflow could be in form of buying of raw nréés, payment of salaries.
Also the intra-cash flow means the movement of ea#iin the organization from

one department to the other.
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SELF ASSESSMENT EXERCISE 1

1 Explain what you understand by financial resources?

3.2 CASH FLOW; ACQUIRING FINANCIAL RESOURCES

The primary sources of cash inflow could be frdme bwner of the business,
lenders, and customers of the business. For icstavhen the sources of finance
is from the owner of the business, it is calledisggfinancing, while for those

lenders it is called debt financing and the othrcv comes from sales, is called

revenue financing.

Any money the owners invested in a company is dadguity financing. In small

businesses the owners may put their personal fuadsed through friends, and
relatives. But in the case of bigger companiesarporations, they could raise
funds by selling stock. The stockholders becomewners of the business for the

amount of money they invested through the stoclbthaght.

However, money loaned to the business by outsglers as individuals, banks, or
other lending institutions is called debt financinbhese people are not co-owners
of the business, but they are creditors which th&rness needs to pay back the

loaned amount on a specified period with interest.

The critical source of fund is that which is raigadugh revenue realized by the
business. This cash is generated by selling theéyats or services of the business
to raise this revenue. This money is then use @atermore goods to be sold. A
successful company means more fund will be raibeough its revenue which
will be generated through the sell of the producéie revenue will also provide

returns for the owners and the excess will be vested in the business.
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SELF ASSESSMENT EXERCISE 2

1 Identify and explain the three sources of finagci

3.3. CASH OUTFLOW,; USING FINANCIAL RESOURCES

Any amount of money that leaves the business foatexer transaction is
classified as cash outflow, that is, money leathrggbusiness. For instance, if the
business buys or pays for a service rendered sud) money is assumed a cash
outflow. Generally, the outflow of fund could bar fproductive purpose, this cash
outflow is termed outflow for operation. While gethat go out for investment is

called outflow for financing investment.

In business, the large hunks of its funds go ouptochases like utilities, supplies
and miscellaneous item that will be used to furiihgrrove the operation of the

business; others go out to pay for salaries anestax

When a business buys new fixed asset or pays pahand interest on loan, pay
dividend to stockholders who are stakeholders & bbsiness or returns to the
owner in term of one-man business, cash has flowfrmm the business for

investment. These monies are classified as oufibovitnancing investment.

SELF ASSESSMENT EXERCISE 3

1. Mention and explain the different cash outflow irsimess.
2. Identify the differences between cash outflow fpe@tion and cash
outflow for investment.
3.4 INTRA-FIRM CASH FOLW; MOVING RESOURCES WITHIN
THE FIRM.
Cash at times might not leave the business but rfrove one department to the
other within the organization. This movement migbt involve physical cash but

writing of cheque or paper work to record transawti between departments
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reflecting the direction of the goods which mean®quivalent movement of cash
in the opposite direction. The intra-firm cashwlas mostly practice by big
companies which has several units within the compa@his movement of cash is
made possible through papers or receipts rather tash. For instance, in
company like NASCO GROUP OF COMPANIES LTD JOS, véhdrhas more
than twenty units within the company that a unit tay the products of another
unit as an input for it production. Therefore,ytheay not need to use cash, but
rather they write cheque or receipt to settle eaitter. The biscuit unit buys
cartons from the NASCO PACK to pack its biscuithisTtransaction might not

have involved cash, but there is movement of ressuwithin the firm.

4.0 SUMMARY

Financial resources are very vital in the life afydusiness because it is the life
line upon which all forms of businesses depende Whys and manners in which
these funds are managed are also keys in thefliflgedousiness. Money are put
into the business as a way of expansion and it mieee out of the business or
within to keep it going and expand as you could isethe analyses above. Any
disconnect in the flow of money, the organizatisbound to face some crises or

result to winding-up of the venture.

5.0 CONCLUSION

The cash flows are necessary whether the flowflevin outflow, and/or intra-

firm flow; these movements keep the business beftfeas each of the movement
creates an increase in the business profile. Thwerefinancial resource is keyed in
any business since it is the only valuable that banused to acquire other

resources.
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TUTOR-MARKED ASSIGNMENT

1. Identify the various cash flows and briefly explénem.
2. Discuss the difference between cash outflow forragens and for

investment.
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1.0 INTRODUCTION

Financial resources are those things a companysrneestquire to use in other to
acquire other resources which the company usedrtioeir produce her output for
the final consumer. Financial resources coulddendo be the “Mother” of all

other resources in an organization; being it plalsibuman, and information
resources. Financial resources seem to be the basheir acquisition in any

business settings.

2.0 OBJECTIVES

This unit throws light on the meaning, needs, amysvof managing resources
and the need to work in coordination with the sdbmates for a better result in

business.

» Budgeting as a form of managing of resources

» Consultation with subordinates and/or delegation

3.0 MAIN CONTENT

3.1 BUDGETING AS A FORM OF MANAGING OF

RESOURCES
The acquisition of resources is one of the moson@nt aspects of a company or
business because of the trade-offs between typessofirces and their resultant

effect on one another. This same importance hifmdshe management of the
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resources. The best way to manage resourceshiavi® budget for each of the
units or departments in an organization such thatvbid wastage. A budget is
that plan or outline of control which a unit putsplace to have a judicious use of
the resources allocated to it. In an organizatiobusiness, there are mainly four
or five types of budgeting depending on the tamfethe business. These are
manufacturing budgets, research and developmergebsidadvertising budgets,

capital equipment budgets, sales budgets etc.

Business mangers or owners of businesses work nvitie confines of their
budgets such that there will be no wastage or agert A well managed budget
provides good result for any business venturerim t&f profit and sustainability of
the business. According to Barrow et al (2002¢ thsk of the manager is to
allocate and use all the resources under his ocdrrol to meet the purposes of
the organization. The successful management ofredburces depends on

effective planning, the strategy and the actiomgpla

It is not the robustness of budget but the abditya manager to make use of the

limited resources at his disposal to achieve thgetaof the business effectively.

3.2 CONSULTATION WITH SUBORDINATES AND/OR
DELEGATION

As a manger of resources, whether physical, firrdnaeind information, there is

the need for you to consult with those who workhwiou to carefully analyze the

needs in each area. It is not uncommon for masagferesources to fail because
of their refusal to consult with their subordinateBhere is no idea that is foolish

or underdog, but a careful analysis of all ideasldtcsafes and brings about
progress in a business. Therefore, there is tked f@ consultation and sales of
ideas to subordinates, who knows, the least sfatieorganization might safe a

collapse situation of a business with his/her id&asiness managers should not
under rate the support ideas of their subordinateamanaging the resources of

their business.
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SELF ASSESSMENT EXERCISE 1

1. Identify the need for budgeting in business outfit.

4.0 SUMMARY

Resource acquisition demands that mangers workgalsith many people
throughout the business to acquire and use resoumcthe most effective and
least expensive way. This is very vital becaussh@nge in one resource can
affect the use of others. This is as a resultradd- offs concepts which mean
using funds for one thing precludes them for othéree movement of resources
involves the movement of goods, equipment peopkgntory, and information
from outside the business through, and back.

5.0 CONCLUSION

This unit analyses the importance of efficient agfective management of
resource to any business. To get the most efflectimnagement of resources is
through budgeting and delegation of authority whttre various units of the
business proved and work toward its success.

6.0 TUTOR-MARKED ASSIGNMENT

1. Discuss the importance of budget to a busines#.outf

2. Identify the needs for delegation/consultationunming businesses
7.0 REFERENCES/FURTHER READINGS
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INTRODUCTION

Banks’ credits can be seen as the risk rating ok®ar internal credit rating.

Credit is the way in which banks make their bussess It is this credit that keeps

must banks in business.
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When banks receive deposits from customers thepaddkeep these monies in
their vault waiting for when the customers will certo withdraw. For the fact
that there will never be a time that customers woihcidentally want to withdraw
at the same time their deposits, therefore, thegerdges provide avenues for
transactions window for the banks to give out lo@nhose who want or need this
idle cash balances to invest. For instance, wharseomer deposits, say N1000 in
his/her account, the bank might let say, give 1@%rest payable on the deposit.
The bank uses this money and gives out as loamvesiors for say 15% interest
chargeable. Now base on this analogy, the bankalang a gain of 5% profit on
the N1000 deposit of the customer. In this tramgacthe bank has created a
credit facility and has also created money in datan without the Central Bank

of the Country minting more money in circulation.
2.0 OBJECTIVES
This unit discusses more on the following;
» How banks create credits.
» The importance and implication of bank’s creditsation.
» The destruction of the deposit by bank’s credieation.
3.0 MAIN CONTENT
3.1 HOW BANKS CREATE CREDITS.
The main activities of banks are creation of creditit of the deposits received
from customers. Banks serve as intermediary betvwike surplus and deficit
economic agents.
The most basic commodity being traded in finangiatkets is credit. Borrowers

of funds can switch from one market to anotherkisgethe most favourable

credit terms wherever they can be found.
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3.1.1 LOANS

The principal business of commercial banks is tkenbans to
gualified borrowers or at least make it easierth@ir customers to
find credit from some sources with a bank perhageeang to
underwrite a customer’s security issue or guaraatésan from a

third party lender. Banks make loan of reserveotteer banks

repurchase agreements.

Banks make credit available to commercial and itrdaiustomers
in the form of direct loans formally banks preferdive out short
term loans to businesses, but recently, howevenkdahave
lengthened the maturity of their business loansdtude term loan,
which have maturities over one year, to finance plrchase of

buildings, machinery, and equipment.

3.1.2 DEPOSITS

For banks to widen or broaden their credit creatibay draw on a
wide variety of deposit and non-deposit sourcefunils. It is not
uncommon knowledge that the bulk of commercial béamkds,

about two third (2/3) of the total funds come fral®posits. This
deposit comprises of demand, savings, and time sitspo The

demand deposit is the commonly used which chequesised to
transact on the account, while the savings depogienerally bear a
relatively low interest rate but may be withdrawythe depositor
with no notice. And the time deposit carries adixmaturity, a
penalty for early withdrawal and usually offers tmghest interest

rates a bank will pay.
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3.1.3 NON-DEPOSIT SOURCES OF FUNDS

One of the most significant trends in banking icer® years is
greater use of non-deposit funds (borrowings), @aflg as
competition for deposits increases in banks. Bardgsort to

purchasing of reserves (Federal funds) from otheks.

In recent time, banks have turned to the new sif/ldepending on
the non-deposit sources, including floating rateeercial deposits
(CDS) and notes sold in international markets, ssalé loans,

securitization of selected assets and standbytagadrantees.

These and so many other ways the banks can cresdég m the
economy which helps to expand economic activitest deads to

growth.

SELF ASSESSMENT EXERCISE
1. Mention and discuss the ways banks can creatktsr

3.2 THE IMPORTANCE AND IMPLICATION OF BANKS CREDITS
CREATION.

The capacity of banks to create and destroy momelydeposits has very vital
roles for the financial system and the economyea@on of money by banks is
one of the most important sources of credit fundshie global economy — an
important supplement to the supply of savings iovjating funds for investment
so the economy can grow faster. The money creayeddanks made available
spendable cash balances and, therefore, unlesst anasure is taken by the
regulatory authority to control the excess caslamas, it can fuel inflation. This
is why the Federal Reserve System and other ceb#maks around the globe
regulate interest rates and the growth of credmcgrally by influencing the

growth of bank reserves and deposits.
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3.3 DESTRUCTION OF THE DEPOSIT BY BANKS’ CREDIT
CREATION.

Inasmuch as banks expand deposits and createsckgda multiple amount but
they can also as well contract deposit and monethbysame multiple amount.
This transaction can be illustrated in a tabulamfo

BANK A RECEIVES NEW DEPOSIT

Assets Liabilities

Required Deposit 1000
Reserves 200
Cash loan 800

1000 1000

BANK B RECEIVES NEW DEPOSIT

Assets Liabilities
Required
Reserves 160 Deposit 800
Cashloan 640
800 800
BANK C RECEIVES NEW DEPOSIT
Assets Liabilities
Required

Reserves 128 Deposit 640
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Cashloan 512
640 640
BANK D RECEIVES NEW DEPOSIT

Assets Liabilities

Required
Reserves 102 Deposit 512

Cashloan 410
1

a1
N
a1
=
N

The initial deposit by bank A was1800 but with the credit creation by the banks
the banking system will ultimately generate a vatuof deposits several times
larger than the amount of the initial deposit reediby Bank A.

Name of Bank Deposits Loans Required
Received made Reserves
A 1000 800 200
B 800 640 160
C 640 512 128
D 512 410 102
Final amounts for N5000 N4000 N1000

All banks in the

System will be
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A depositor has withdrawa-1000 from a transaction account at Bank A and has
decided not to place the money in another bankcalRéhat behind the=hND0OO
deposit, Bank A holds onk200 in required reserves. This means that when the
deposit is withdrawn, the bank will have a net deficy ofN800. For Bank A to
recover this deficiency, it has to sell her se@sitin the amount o&=800 to
increase her legal reserves by the necessary amdtetbuyer of these securities
has to pay for them by writing a cheque againstaeisount in say Bank B for
example; it means Bank B will loose a deposit=80N and her required reserves
of thatAB0O to Bank A. When you consider Bank A and Banto@ether in the
system a total deposit ef1I800 has fallen. This deposit contraction hasdfnge
N360 N200+N160) in required reserves. There will be for tlmmtcaction of
deposits in the system if Bank B is also loaneduogh has a net reserve deficiency
of N640. For Bank B to recover its reserve deficiencias to draw reserves of
other banks. Ultimately, deposits will contractdynultiple amount as banks try
to recover their reserve deficits. This system ahKks trying to recover their
reserves draws down the economy, even to a halt.

4.0 SUMMARY

Banks in their activities of credit creation prowitbans to individuals, private
businesses, and public businesses. However, tioisegs also destroys the
economy where excess cash balances could fuelianflan the economy. On the
whole, banks are the only channel through whiclitsere created other than the

regulated authorities like central bank of NigemelNigeria case.

5.0 CONCLUSION

This unit dealt with the analyses of banks credéatons which make cash
balances available at the disposal of investors tiéf those with surplus

balances. These activities both build and destih@yeconomy as the analyses
portraits.
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TUTOR-MARKED ASSIGNMENT

Mention and demonstrate how banks create credits.

Discuss how banks credit creation destroys the@uogn
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1.0 INTRODUCTION

Any bank that performs the function of acceptingakts and advancing loans to
or creating credits, this is the function that eliéfintiates commercial banks from
other financial institutions and that why they &&emed commercial banks. This
is a bank that opens all forms of accounts to alt®posits. For instance, its
opens current account and accept cheques on therngs, joint accounts,

corporate account, minor accounts, and accept bigsidor safe-keeping.

2.0 OBJECTIVES

This unit X-rays in details the components actegtiof banks’ credits and their
operations in the economy. It also explains in ilethe following sub-units as it

affects businesses.

Loans and Advances
Equipment leasing
Inter-bank float — call money
Certificate of deposits
Banker acceptance
Commercial Paper

Bill discounted

YV V.V V V V V VY

Promissory note
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3.0 MAIN CONTENT

3.1 LOANS AND ADVANCES

Banks give loans and advances to their customexs giterest higher than the one
they pay on deposits. It is the differences betwiegrest charged on loans and
advances and interest paid on deposits that thkesbaake their profits. When

banks advanced loans to their customers, the opet@unt in the name of the
borrower and do not pay them cash but allow thendreov the money using

cheque. When they grant loans or an overdraftptrnk has created credit. It is
not uncommon for people to see loans and overdtafisean the same thing.
Loan is an amount which your bank allows you widvdrwhen you must have

shown your intend by applying and it is approveds hot necessary that you must
have money in the account; you may be required ramyre a security or

collateral, the loan could be for one year or moi@. overdraft is that which your

bank allows you to withdraw money on your accoubbve your balance and

could be for short period of one to three monthsthis case, collateral is not
needed as a security for the loan.

3.2 EQUIPMENT LEASING.

This is a method of financing which the bank dobetalf of their customers, in

which equipment or other fixed assets will be bdughthe bank for the customer
who has title to the equipment or asset withoutimgaypne kobo. The (leasor)
which is the bank agrees with the (leasee) whidimesuser of the equipment or
assets to be paying an agreed sum of money (knowerdal) for a determined

period of time. Normally, an agreement is themiawn up between the leasor
(bank) and the leasee (user of the equipment) thaththe terms of the contract
and the amount of rental to be paid at a givenopeare included. It could be
yearly or any other agreed period. The total cédhe equipment can the bank

interest will form part of the contract terms.
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3.3 INTER-BANK FLOAT — (CALL-MONEY).

This is a short term money market which allows Ilfmmg financial institutions
such as banks, mutual fund, and corporations tamhoand loaned money at inter-
bank rates. The loans in the call money marketarg short, usually lasting no

longer than a week and are often used to help baeles reserve requirements.

This form of loan will not be advisable to be udsdbusinesses or investment
companies their yield will take longer period. Tlidecause of the short nature of
its maturity. It can only be used by banks as meet above, to meet the
immediate financial trap of the bank. The lendethes fund raises or earns some
interest base on the bank market5 interest rates.

3.4 CERTIFICATE OF DEPOSITS

A certificate of deposit (CD) is a time deposit lwibanks. They are generally
issued by commercial banks but they can be bougbugh brokerages. They
bear a specific maturity date, between three momthBve years, a specified
interest rate and can be issued in any denominatigh like bonds. Like all time
deposits, the funds may not be withdrawn on denidm®d those in a cheque

account.

Certificate of deposits offer slightly higher yidigan Treasury bills because of the
higher risk involved. Of course, the amount okrest you earn depends on a
number of other factors such as the current, iste@e environment, how much
money you invest, the length of time and the paldic bank you choose. The
main thing you need to consider when buying cedté of deposit is the

difference between annual percentage yield (APYJ) annual percentage rate
(APR). The APY is the total amount of interest yearn in one year, taking

compound interest into account while APR is sinthly stated interest you earn in

one year without taking compound interest into aoto
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3.5 BANKERS’ ACCEPTANCE

This is another short term credit investment whghreated by the non-financial
firm and guaranteed by a bank to make payment &moegs are traded at
discounts from value in the acceptance on the skognmarket. Corporations
handle Bankers’ Acceptances as a negotiable tinadt dor financing their

businesses. This is especially useful when theitoneorthiness of a foreign trade
partner is unknown. For instance, Acceptance sglla discount from the face

value will be as follows;

Face value of bankers’ acceptance N10, @00,0
Minus 2% per annum commission 200,0
Amount received by exporter 800,000

The advantage of a bankers’ acceptance is thatg dot need to be held until it is
mature; it could be sold off in the secondary mewkehere investors and

institutions constantly trade Bankers’ Acceptances.

3.6 COMMERCIAL PAPER

Most corporations and business investors try ashmacavoid borrowing short
term money from banks, this desire to avoid thetsteom credit from the banks
led to the widespread popularity of commercial pap€ommercial paper is an
unsecured short term loan issued by a corporataig recipient at a discount
reflecting current market interest rates. It is allsumature within one to two
months on the average. This facility is good fost fanoving businesses, like

Petroleum Dealers, and other fast moving businesses
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3.7 BILLS DISCOUNTED AND/OR TREASURY BILLS

Treasury bills are short term loans that maturgvben three months and one year.
They are normally purchase for a price that is teas their face value, when they
mature. They percentage of the bill when matuse2Pb of whatever amount you
could have bought that is, if you bought a 90 dagesasury bill and hold on to it
until maturity. Treasury bills or discounted bidse the most popular money
markets instruments that are affordable to indigldavestors because they are
issued in smaller denominations and are considerskitfree. The only
disadvantage here is that, because of the low thekreturn is not high, but they

are exceptionally safe.

3.8 PROMISSORY NOTES

A promissory note is an undertaking written by arbwer of funds from a
financial or corporate body promising to pay bduk borrowed fund at a specified
period and interest. It is a short term loan whigmormally for a very short
period of time. This is quiet different from thermal (1.0.U) which people could
take in their places of work or from friends. Theél U normally does not carry a
specific period of repayment and also it does @otyca rate of interest as in the

case of a promissory note.

4.0 SUMMARY

Banks and other financial institutions are the sureiays through which
businesses could be financed. There are all sbftaancial assistances that one
could approach the banks and other financial uigtins or corporate bodies once
the conditions are made, finance is sure. The vemysiode of accessing this
investment portfolios are documented and cannathaeged mid-streams of the
contract, as it would have been in the case ofcesufrom friends or relations.

Some times, funds are better sought for at corpdradlies rather than banks.
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5.0 CONCLUSION

This unit analyses the different ways and modeatdimg funds to finance any
type of business, proprietorship, partnership, padlic liability company. The
unit provides the available sources of funds irhldotancial and corporate bodies

which credits could be created to finance busiresse

6.0 TUTOR-MARKED ASSIGNMENT

1. Identify and discuss four types of credits credtgdhanks.
2. Mention and discuss the difference between a psonysnote and an |.
0O.U note.
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1.0 INTRODUCTION

Commercial banks are known for the provision ofnleend advances to both
private and public sectors of the economy. Thgytdo as a way out of the

menace of financial trap which befall all the ecmmoagents.

Credits of the commercial banks are important tsinmsses for it makes possible
the financing of the agriculture, commerce, andustdal activities of the nation.
Production, transportation, wholesale, and retaifivities are made possible

through financial aid from credits of the commekbianks to the final consumers.

2.0 OBJECTIVES

This Unit throws light on the activities of commeicbanks in the areas of

extension of credits to the private and public @ectof the economy. It also
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explains the working of the credits in terms ofrigglemption, repayment, to the
bank.

» Extension of credits to the private sector

» Extension of credits to the public sector

3.0 MAIN CONTENT

3.1 EXTENSION OF CREDITS TO THE PRIVATE SECTOR

The deposits, loans and advances provided by bamksfit businesses in many
ways; first chequing account, they are as goodhal i themselves, they make it
much easier to buy goods and services and theréfge both consumers and

businesses. There is no more carrying of bulkiz @asund for transactions.

The loans and advances from banks help consumensptove their standard of
living by borrowing money to purchase cars, housasd other expensive
consumer goods that they otherwise could not héfeedad. This also in turn

relief producers of their inventory, hence enhabusiness activities. Loans and
advances help businesses finance plant expansobpraduction of new goods,
and therefore increase employment and economictgro®ince banks want their
loans and advances paid, they choose borrowersfultareand monitor

performances of the company’s managers closelys Adips ensure that only the
best projects get financed and that companiesuarefficiently, and this creates a

healthy, efficient economy.

3.2 EXTENSION OF CREDITS TO THE PUBLIC SECTOR

In the public sector, the government uses the @eB&ank of Nigeria (CBN) to
direct the commercial banks to provide about 50ceat (50%) of their loan- able
funds to some specific sectors of the economy, Aeiculture, Manufacturing

and none oil exportable crops. Government alsaiolitanks’ loans and advances
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to provide essential services like, water, eleityricroads, health, and the

provision of security to all the citizenry.

The government also allows the banks to participag®me government ventures
by equity participation on the basis of (P3) Pulblrovate Partnership which also
boost the economic activities in the country. Goweent in its bid to increase
economic activity in the country serves as a guarao economic agents through
the Guarantee Bank Scheme.

4.0 SUMMARY

Banks’ loans and advances are seen as one oftéheamtributions banks make in
the development of both the private and public @sct Apart from increasing
economic activities, it also empower the individusd consume those expensive
goods which ordinary would not have consumed. Gm \inole, activities are
heightened in the Manufacturing, Commercial, andn$portation sectors and
therein boost the economy of the country.

5.0 CONCLUSION

This Unit highlighted the contribution of the banksns and advances to the
growth of not only the firms but the economy asltel®. The unit discussed the
contribution of banks’ loan and advances to thegte and the public sectors. It

also showed the importance of banks’ credits aslkfor economic growth.
6.0 TUTOR-MARKED ASSIGNMENT
1. Identify and discuss the contribution of banks’dite to the private and

public sectors.

2. Mention and explain how bank credits bring abowirgh in businesses.
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