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MANAGEMENT AND ENTREPRENEURSHIP

Management and Entrepreneurship are two distinct but interrelated terms being used in
business. Management is one of the most important functions of an Entrepreneur which
if carried out effectively will result to a successful business venture that can survive the
turbulent and competitive environment. In a new competitive landscape (1995),
entrepreneurial strategies are becoming more and more important for both new as well
as established enterprises. Due to e.g. increasing environmental dynamics and
intensifying global competition, enterprises, regardless of their age or size, are forced to
build more entrepreneurial strategies in order to compete and survive (Hitt, Ireland, &
Hoskisson, 2001; Meyer, Neck, & Meeks, 2002). These entrepreneurial strategies are
said to be related to better company performance. They aim to build on the identification
of opportunities and develop them towards competitive advantages (Hitt, Ireland, Camp,
& Sexton, 2002). This is where the fields of entrepreneurship and strategic management

intersect.

Both academic fields are focused on the process of adapting to change and exploiting
opportunities. Despite this shared focus, they have developed largely independently of
each other (Hitt et al., 2001). Recently, scholars have called for the integration of these
two fields (Meyer & Heppard, 2000; McGrath & MacMillan, 2000). The need for
integration emerges as strategists, on the one hand, need to use resources in order to
exploit opportunities (mostly under uncertain conditions) — and entrepreneurs, on the

other hand, need to include a strategic perspective in their planning and actions.

In times of growing uncertainty and increasing speed of change, both new threats and
new opportunities emerge (Brown & Eisenhardt, 1998; Shane & Venkataraman, 2000).
The identification and exploitation of these opportunities is the essence of
entrepreneurship — whereas the essence of strategic management is in how these
opportunities can be transformed into sustainable competitive advantages (Zahra &
Dess, 2001; Venkataraman & Sarasvathy, 2001; Kuratko, Ireland, Covin, & Hornsby,

2005). The call for the integration of these two fields is a surprisingly new phenomenon.



Both disciplines are concerned with value creation, acknowledging it as a major
organizational goal. Entrepreneurial actions and strategic actions can contribute to
value creation independently, but they can contribute even more when they are
integrated. Indeed, entrepreneurial opportunity-seeking is at the same time also
strategic behaviour with the aim of value creation (Ireland, Hitt, & Simon, 2003;
Ramachandran, Mukherji, & Sud, 2006). A central interest of researchers in strategic
management is to explain differences of enterprises in their value creation — an interest
which is increasingly shared by researchers in the field of entrepreneurship as well
(Ireland, Hitt, Camp, & Sexton, 2001).

In addition to “classical” variables that describe entrepreneurship, such as the
characteristics and motivations of entrepreneurs, many authors favour a greater
emphasis on organizational and strategic variables (e.g., Zahra, 1991; Entrialgo,
Fernandez, & Vazquez, 2000). Zahra & Dess (2001) argue that the integration of
different views is a key to more fruitful research in entrepreneurship, and specifically
name strategic management as a most promising area to be integrated into

entrepreneurship research.

The positive outcomes of such an integration can be observed in real business life,
where entrepreneurial enterprises are more inclined to engage in strategic management
practices than more established enterprises which are by nature more conservative
(Shuman, Shaw, & Sussmann, 1985; Bracker, Keats, & Pearson, 1988; Woo, Cooper,
Dunkelberg, Daellenbach, & Dennis, 1989).

Entrepreneurship and strategic management both have made their unique and valuable
contributions to management theory. Although their foci differ, both are inevitably
interrelated, and are often complementarily supportive of each other (Ireland et al.,
2003). Meyer & Heppard (2000) remark that the two fields are in fact even inseparable,
forming two sides of the same coin, since the research results of the one cannot fully be
understood without the other (Barney & Arikan, 2001).



Nevertheless, the evident intersection between these two research fields has been
largely left uncovered so far. Thus, the objective of this study is to create a better
understanding of this intersection, based on an aggregation of the extant literature in
these two fields. The lecture attempts to structure and synthesize the existing scholarly
works on this topic, thereby generating new knowledge. The results can be used to

further enhance fruitful integration of the two academic fields.

The lecture is divided into two units with Management under unit one and
Entrepreneurship under unit two. Unit one contains five modules of lecture series based
on the fundamentals of Management and Entrepreneurship. The Management field will
cover topics such as the framework of Management, Management Theories, Strategic
Management, Human Resources Management and Leadership in an organization. The

unit is followed by study questions and summary.

On the other hand, unit two is on Entrepreneurship which contains seven modules of
lecture series on the basics of entrepreneurship. The lectures cover areas such as
framework of entrepreneurship, decision to become an employee or entrepreneur,
forms and ownership of business, creative thinking and business ideas. Others include;
entrepreneurship and marketing, business ethics and business plan. Just like unit one,
the unit two will equally be followed up with study questions and summary.



UNIT ONE: MANAGEMENT

1.0 LECTURE ONE: FRAMEWORK OF MANAGEMENT

1.1 Introduction

In this lecture, we shall make effort to understand why effective and efficient
management is necessary in today’s competitive and dynamic business environment. It
is in realization of this that we will understand the various definitions of management,
attaining effectiveness and efficiency in operation, the importance of management,
gualities of an effective manager and characteristics of management, as well as
objectives of management and levels of management. Others include; functions of
Management, understanding whether managers perform all the management functions,
the nature and essence of coordination in management and management as an Art and

science, as well as some interesting cross-disciplinary perspectives.

1.2 Learning Objectives

The main objective of the lecture is to provide students with the fundamental concepts,
principles and ideas necessary to understand the basics of Business Management.
Upon completion of this lecture, the students will be able to possess effective and

efficient Business Management Skills for running a business successfully.

1.3 Main Text:

1.3.1 Definitions of Management

Management is the process of coordinating human and material resources (Men,
Money, Machines and Materials) through the functions of planning, organizing, directing
and controlling in order to achieve specified organizational objectives more effectively

and efficiently than other competitors.

“‘Management is the process of designing and maintaining an environment in which
individuals, working together in groups, efficiently accomplish selected aims.” Harold
Koontz and Heinz Weihrich



“‘Management is defined as the process of planning, organizing, actuating and
controlling an organization’s operations in order to achieve coordination of the human
and material resources essential in the effective and efficient attainment of objectives.”

Robert L. Trewelly and M. Gene Newport

“‘Management is the process of working with and through others to effectively achieve
organizational objectives by efficiently using limited resources in the changing

environment.

As you have seen from the various definitions above, management is an activity which
is necessary wherever there is a group of people working in an organization. People in
organizations are performing diverse tasks but they are all working towards the same
goal. Management aims at guiding their efforts towards achieving a common objective

— a goal.

Thus, management has to see that tasks are completed and goals are achieved (i.e.,

effectiveness) with the least amount of resources at a minimum cost (i.e., efficiency).

Management, has therefore, been defined as a process of getting things done with the
aim of achieving goals effectively and efficiently. We need to analyze this definition.
There are certain terms which require elaboration. These are (a) process, (b) effectively,

and (c) efficiently.

Process in the definition means the primary functions or activities that management
performs to get things done. These functions are planning, organizing, staffing, directing

and controlling which we will discuss later in the chapter and the book.

Being effective or doing work effectively basically means finishing the given task.
Effectiveness in management is concerned with doing the right task, completing

activities and achieving goals. In other words, it is concerned with the end result. But it



is not enough to just complete the tasks. There is another aspect also, i.e. being

efficient or as we say doing work efficiently.

Efficiency means doing the task correctly and with minimum cost. There is a kind of
cost-benefit analysis involved and the relationship between inputs and outputs. If by
using less resources (i.e., the inputs) more benefits are derived (i.e., the outputs) then
efficiency has increased. Efficiency is also increased when for the same benefit or
outputs, fewer resources are used and less cost are incurred. Input resources are
money, materials, equipment and persons required to do a particular task. Obviously,
management is concerned with the efficient use of these resources, because they
reduce costs and ultimately lead to higher profits.

1.3.2 Effectiveness versus Efficiency

These two terms are different but they are interrelated. For management and
entrepreneurs, it is important to be both effective and efficient. Effectiveness and
efficiency are two sides of the same coin. But these two aspects need to be balanced
and management or entrepreneurs at times, have to compromise with efficiency. For
example, it is easier to be effective and ignore efficiency i.e., complete the given task
but at a high cost. Suppose a company’s target production is 5000 units in a year. To
achieve this target the manager has to operate on double shifts due to power nature
and significance of management failure most of the time. The manager is able to
produce 5000 units but at a higher production cost. In this case, the manager was
effective but not so efficient, since for the same output, more inputs (labour cost,
electricity costs) were used.

At times, a business may concentrate more on producing goods with fewer resources
i.e., cutting down cost but not achieving the target production. Consequently, the goods
do not reach the market and hence the demand for them declines and competitors enter
the market. This is a case of being efficient but not effective since the goods did not
reach the market.
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Therefore, it is important for management to achieve goals (effectiveness) with
minimum resources i.e., as efficiently as possible while maintaining a balance between
effectiveness and efficiency. Usually high efficiency is associated with high
effectiveness which is the aim of all managers and entrepreneurs. But undue emphasis
on high efficiency without being effective is also not desirable. Poor management is due

to both inefficiency and ineffectiveness.

1.3.3 Importance of Management

It has been asserted that man is a social creature and is able to exist in his present
numbers and prevailing state of well being only by living in groups, specializing in his
work, and exchanging the goods and services he wants but does not produce. Without
specialization, subsistence will be meager at best. But when men join together in

various activities, they grasp the means to prosperity.

The role of management here is to make such cooperative endeavors function properly.
The resources of men, money, machines and materials are in a disorganized state and
remain mere potentials untii somebody comes in to coordinate them through the
functions of planning, organizing, directing and controlling to achieve organizational
objectives and to contribute to social well-being. Managers are therefore required to

convert these disorganized (potential) resources into a useful and profitable enterprise.

However, the role of management consists of the following:

1. Conceiving of the product or service that the organisation can offer, that is, they
decide on the business of the organisation.

2. Mobilizing the required human and material resources to carry out the

organizations business.

3. Coordinating activities both within the organisation and with the outside publics,

government, community groups, customers etc.

4. Inspiring people associated with the organisation toward common objectives, and

11



5. Finding out whether or not the organisation is achieving what is set out to attain.

Management helps to achieve stated objectives by acting as an activating or pivotal
element in organizations. By so doing, organizations do not just achieve their

internal objectives but also contribute to societal well-being. This is in terms of:
a. Meeting the needs of society’s members for goods and services
b. Creating jobs for people and giving them an ever-increasing standard of living.

c. Creating outlets or markets for suppliers of raw materials, thus, helping to keep
them fully and economically employed.

d. Providing sources of direct and indirect taxation as revenue for government to

undertake social and economic development.

e. Generally, contributing towards the economic growth and development of the

country and the standard of living of its people.

1.3.4 Qualities of an Effective Manager

It is important to mention that technical competence is not synonymous with good
management. To be successful in managing an organization’s affairs or a section of it, a
person needs more than just technical knowledge. For instance, an outstanding
engineer may fail as head of an engineering firm. A highly skilled craftsman (e.g.
mechanic, tailor, electrician, plumber etc.) may not necessarily be a good foreman, just
as a good salesman may fail to function efficiently as a sales manager, or a good

medical doctor as a hospital administrator.

These excellent technicians also need to possess the ability for management, which is
to plan, organize, direct and control the activities of others. In particular, they need
certain leadership qualification that would facilitate achievement of managerial success.
These include intelligence, drive, imaginativeness, good judgment, sympathy, sense of

responsibility, decisiveness, good communication, inspirational ability etc.
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1.3.5 Characteristics of Management
After going through some of the definitions we find some elements that may be called

the basic characteristics of management:

() Management is a Goal-oriented Process: An organization has a set of basic goals
which are the basic reason for its existence. These should be simple and clearly stated.
Different organizations have different goals. For example, the goal of a retail store may
be to increase sales, but the goal of a university might be to impart education through
academic teaching and research. Management unites the efforts of different individuals

in the organization towards achieving these goals.

(i) Management is all Pervasive: The activities involved in managing an enterprise are
common to all organizations whether economic, social or political. A petrol pump needs
to be managed as much as a hospital or a school. What managers do in Nigeria, India,
USA, and Germany or Japan is the same. How they do it may be quite different. This

difference is due to the differences in culture, tradition and history.

(i) Management is Multidimensional: Management is a complex activity that has

three main dimensions. These are:

(a) Management of Work: All organizations exist for the performance of some work. In
manufacturing companies both consumer and industrial goods are produced for the
purpose of sales through an effective team work that result to speedy action and

specialization.

(b) Management of People: Human resources or people are an organization’s greatest
asset. Despite all developments in technology “getting work done through people” is still
a major task for the manager. Managing people has two dimensions (i) it implies dealing
with employees as individuals with diverse needs and behavior; (ii) it also means

dealing with individuals as a group of people. The task of management is to make
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people work towards achieving the organization’s goals, by making their strengths
effective and their weaknesses irrelevant.

(c) Management of Operations: No matter what the organization, it has some basic product
or service to provide in order to survive. This requires a production process which
entails the flow of input material and the technology for transforming this input into the
desired output for consumption. This is interlinked with both the management of work

and the management of people.

(iv) Management is a Continuous Process: The process of management is a series of
continuous, composite, but separate functions (planning, organizing, directing, staffing
and controlling). These functions are simultaneously performed by all managers all the
time. You may have observed that some managers perform several different tasks in a
single day. In some days, they may spend some times in planning a future exhibition
while on other days they may spend time in sorting out employee’s problems. The task

of a manager consists of an ongoing series of functions.

(v) Management is a group activity: An organization is a collection of diverse
individuals with different needs. Every member of the group has a different purpose for
joining the organization but as members of the organization they work towards fulfilling
the common organizational goal. This requires team work and coordination of individual
effort in a common direction. At the same time management should enable all its

members to grow and develop as needs and opportunities change.

(vi) Management is a dynamic function: Management is a dynamic function and has
to adapt itself to the changing environment. An organization interacts with its external
environment which consists of various social, economic and political factors. In order to
be successful, an organization must change itself and its goals according to the needs
of the environment. You probably know that Mr. Big, the fast food giant made major

changes in its menu to be able to survive in the Nigerian Markets.

(vi) Management is an intangible force: Management is an intangible force that

cannot be seen but its presence can be felt in the way the organization functions. The
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effect of management is noticeable in an organization where targets are met according

to plans, employees are happy and satisfied, and there is orderliness instead of chaos.

1.3.6 Objectives of Management

Management seeks to achieve certain objectives which are the desired result of any
activity. They must be derived from the basic purpose of the business. In any
organization there are different objectives and management has to achieve all
objectives in an effective and efficient manner. Objectives can be classified into

organizational objectives, social objectives and personal or individual objectives.

(i) Organizational Objectives: Management is responsible for setting and achieving
objectives for the organization. It has to achieve a variety of objectives in all areas
considering the interest of all stakeholders including, shareholders, employees,
customers and the government. The main objective of any organization should be to
utilize human and material resources to the maximum possible advantage, i.e., to fulfill

the economic objectives of a business. These are survival, profit and growth.

Survival: The basic objectives of any business are survival. Management must strive to
ensure the survival of the organization. In order to survive, an organization must earn

enough revenues to cover costs.

Profit: Mere survival is not enough for business. Management has to ensure that the
organization makes a profit. Profit provides a vital incentive for the continued successful
operation of the enterprise. Profit is essential for covering costs and risks of the

business.

Growth: A business needs to add to its prospects in the long run, for this it is important
for the business to grow. To remain in the industry, management must exploit fully the
growth potential of the organization. Growth of a business can be measured in terms of
sales volume increase in the number of employees, the number of products or the

increase in capital investment, etc. There can be other indicators of growth.
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(i) Social objectives: It involves the creation of benefit for society. As a part of society,
every organization whether it is business or non-business, has a social obligation to
fulfill. This refers to consistently creating economic value for various constituents of
society. This includes using environmental friendly methods of production, giving
employment opportunities to the disadvantaged sections of society and providing basic

amenities like schools and créches to employees.

(i) Personal objectives: Organizations are made up of people who have different
personalities, backgrounds, experiences and objectives. They all become part of the
organization to satisfy their diverse needs. These vary from financial needs such as
competitive salaries and perks, social needs such as peer recognition and higher level
needs such as personal growth and development. Management has to reconcile

personal goals with organizational objectives for harmony in the organization.

1.3.7 Levels of Management

Managers manage their enterprise at different levels. Management is a universal term
used for certain functions performed by individuals in an enterprise who are bound
together in a hierarchy of relationships. Every individual in the hierarchy is responsible
for successful completion of a particular task. To be able to fulfill that responsibility he is
assigned a certain amount of authority or the right to take a decision. This authority-
responsibility relationship binds individuals as superiors and subordinates and gives rise
to different levels in an organization. Generally speaking there are three levels in the
hierarchy of an organization as follows:

(i) Top Management: They consist of the senior-most executives of the organization by
whatever name they are called. They are usually referred to as the chairman, the chief
executive officer, chief operating officer, president and vice-president. Top management
is a team consisting of managers from different functional levels. Their basic task is to
integrate diverse elements and coordinate the activities of different departments
according to the overall objectives of the organization. These top level managers are

responsible for the welfare and survival of the organization. They analyze the business
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environment and its implications for the survival of the firm. They formulate overall
organizational goals and strategies for their achievement. They are responsible for all
the activities of the business and for its impact on society. The job of the top manager is

complex and stressful, demanding long hours and commitment to the organization.

(i) Middle Management: is the link between top and lower level managers. They are
subordinate to top managers and superior to the first line managers. They are usually
known as division heads, operations manager or plant superintendent. Middle
management is responsible for implementing and controlling plans and strategies
developed by top management. At the same time they are responsible for all the
activities of first line managers. Their main task is to carry out the plans formulated by
the top managers. For this they need to: (i) interpret the policies framed by top
management, (ii) ensure that their department has the necessary personnel, (iii) assign
necessary duties and responsibilities to them, (iv) motivate them to achieve desired
objectives, and (v) co-operate with other departments for smooth functioning of the
organization. At the same time they are responsible for all the activities of first line

managers.

(i) Supervisory or Operational Management: under this level of management
supervisors directly oversee the efforts of the workforce. Their authority and
responsibility is limited according to the plans drawn by the top management.
Supervisory management plays a very important role in the organization since they
interact with the actual work force and pass on instructions of the middle management
to the workers. Through their efforts quality of output is maintained, wastage of
materials is minimized and safety standards are maintained. The quality of
workmanship and the quantity of output depends on the hard work, discipline and

loyalty of the workers.
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1.3.8 Functions of Management
Management is described as the process of planning, organizing, directing and
controlling the efforts of organizational members and of using organizational resources

to achieve specific goals.

Planning is the function of determining in advance what is to be done and who is to do
it. This implies setting goals in advance and developing a way of achieving them
efficiently and effectively. Suhad Stores is a retail outfit in Abuja with the objective to
procure and sale traditional Nigerian handloom and handicraft items. They sell fabrics,
furnishings, ready-mades and household items. Suhad has to decide quantities, variety,
colour and texture of all the above and then allocate resources for their purchase from
different suppliers or for their in-house development. Planning cannot prevent problems,
but it can predict them and prepare contingency plans to deal with them if and when

they occur.

Organizing is the management function of assigning duties, grouping tasks,
establishing authority and allocating resources required to carry out a specific plan.
Once a specific plan has been established for the accomplishment of an organizational
goal, the organizing function examines the activities and resources required to
implement the plan. It determines what activities and resources are required. It decides
who will do a particular task, where it will be done, and when it will be done. Organizing
involves the grouping of the required tasks into manageable departments or work units
and the establishment of authority and reporting relationships within the organizational
hierarchy. Proper organizational techniques help in the accomplishment of work and
promote both the efficiency of operations and the effectiveness of results. Different

kinds of business require different structures according to the nature of work.
Staffing simply means finding the right people for the right job, it is a very important

aspect of management aimed at making sure that the right people with the right

gualifications are available at the right places and times to accomplish the goals of the
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organization. This is also known as the human resource function and it involves

activities such as recruitment, selection, placement and training of personnel.

Directing involves leading, influencing and motivating employees to perform the tasks
assigned to them. This requires establishing an atmosphere that encourages
employees to do their best. Motivation and leadership are two key components of
direction. Motivating workers means simply creating an environment that makes them
want to work. Leadership is influencing others to do what the leader wants them to do. A
good manager directs through praise and criticism in such a way that it brings out the

best in the employee.

Controlling is the management function of monitoring organizational performance
towards the attainment of organizational goals. The task of controlling involves
establishing standards of performance, measuring current performance, comparing this
with established standards and taking corrective action where any deviation is found.
Here management must determine what activities and outputs are critical to success,
how and where they can be measured and who should have the authority to take

corrective action.

The various functions of a manager are usually discussed in the order given above,
suggesting that a manager first plan, then organizes, puts staff in position, then directs,
and finally controls. In reality, managers are rarely able to carry out these functions in
isolation. The activities of a manager are interrelated and it is often difficult to pinpoint

where one ended and the other began.

Decision Making
1.38.1 Do All “Managers” Perform All These Management Functions?

Firstly, the management process is present in all kinds of organizations: business,
governmental, military, labor, educational and religious. Secondly, management is an
integral part of the various functional areas of business such as marketing, production,

finance, personnel, engineering, research and development etc. Thirdly, the
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fundamental functions of management exist at all levels of management: general,
departmental and supervisory levels. However, the management functions are not all
equally important at all levels of the managerial hierarchy. In other words, the content of
management will vary with different levels of management. For instance, at supervisory
levels, there is likely to be emphasis on directing and controlling. And while directing
and controlling will also occupy the attention of top management, it is most likely that

their time will be more concerned with planning and organizing.

1.3.9 The Nature and Essence of Coordination in Management

Coordination is balancing and keeping together the team by ensuring suitable
allocation of tasks to the various members and seeing that the tasks are performed
with harmony among the members themselves. E.F.L. Brech. Coordination is the
process whereby an executive develops an orderly pattern of group efforts among his
subordinates and secures unity of action in the pursuit of common purpose.
McFarland

Coordination is the orderly synchronizing of efforts of subordinates to provide proper
amount, timing and quality of execution so that their united efforts lead to the stated
objectives, namely, the common purpose of the enterprise. The purchase, production
and sales departmental efforts have to be coordinated by Suhad for achieving

organizational objectives harmoniously.

The purchase department is responsible for procuring fabric. This then becomes the
basis of the activities of the production department and finally sales can take place. If
fabric purchased is of an inferior quality or is not according to the specifications of the
production department, further sales will also decline. In the absence of coordination

there is overlapping and chaos instead of harmony and integration of activities.

1.3.9.1 The Nature of Coordination

The definitions given above highlight the following features of coordination:
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() Coordination integrates group efforts: Coordination unifies unrelated or diverse
interests into purposeful work activity. It gives a common focus to group effort to ensure

that performance is as it was planned and scheduled.

(i) Coordination ensures unity of action: The purpose of coordination is to secure
unity of action in the realization of a common purpose. It acts as the binding force
between departments and ensures that all action is aimed at achieving the goals of the

organisation.

(iif) Coordination is a continuous process: Coordination is not a one-time function but
a continuous process. It begins at the planning stage and continues till controlling.
Uchenna Stores & Fabrics plans her winter collection in the month of June itself. She
has to then ensure that there is adequate workforce and continuously monitor whether
production is proceeding according to plans. Her marketing department also has to be

briefed in time to prepare their promotional and advertising campaigns.

(iv) Coordination is an all pervasive function which is required at all levels of
management due to the interdependent nature of activities of various departments. It

integrates the efforts of different departments and different levels.

(v) Coordination is the responsibility of all managers: Coordination is the function of
every manager in the organisation. Top level managers need to coordinate with their
subordinates to ensure that the overall policies for the organisation are duly carried out.
Middle level management coordinates with both the top level and first line managers.
Operational level management coordinates the activities of its workers to ensure that

work proceeds according to plans.
(vi) Coordination is a deliberate function: A manager has to coordinate the efforts of

different people in a conscious and deliberate manner. Even where members of a

department willingly cooperate and work, coordination gives a direction to that willing
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spirit. Cooperation in the absence of coordination may lead to wasted effort and
coordination without cooperation may lead to dissatisfaction among employees.

Coordination, therefore, is not a separate function of management, but its very essence.
For an organisation to effectively and efficiently achieve its objectives coordination is

required. Like a thread in a garland, coordination is a part of all management functions.

1.3.9.2 The Essence of Coordination in Management

You have understood by now that a manager has to perform five interrelated functions
in the process of managing an organization which is a system made up of different
interlinked and interdependent subsystems. A manager has to link these diverse groups
towards the achievement of a common goal. The process by which a manager

synchronizes the activities of different departments is known as coordination.

Coordination is the force that binds all the other functions of management. It is the
common thread that runs through all activities such as purchase, production, sales, and
finance to ensure continuity in the working of the organisation. Coordination is
sometimes considered a separate function of management. It is however, essence of
management, for achieving harmony among individual efforts towards the
accomplishment of group goals. Each managerial function is an exercise contributing
individually to coordination. Coordination is implicit and inherent in all functions of an

organisation.

The process of coordinating the activities of an organisation begins at the planning
stage itself. Top management plans for the entire organisation. According to these plans
the organizational structure is developed and staffed. In order to ensure that these plans
are executed according to plans directing is required. Any discrepancies between actual
and realized activities are then taken care of at the stage of controlling. It is through the
process of coordination that a manager ensures the orderly arrangement of individual
and group efforts to ensure unity of action in the realization of common objectives.
Coordination therefore involves synchronizations of the different actions or efforts of the

various units of an organisation. This provides the requisite amount, quality, timing and
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sequence of efforts which ensures that planned objectives are achieved with a minimum

of conflict.

1.3.10 Management as an Art

What is art? Art is the skillful and personal application of existing knowledge to achieve
desired results. It can be acquired through study, observation and experience. Since art
is concerned with personal application of knowledge some kind of ingenuity and
creativity is required to practice the basic principles learnt. The basic features of an art

are as follows:

(i) Existence of theoretical knowledge: Art presupposes the existence of certain
theoretical knowledge. Experts in their respective areas have derived certain basic
principles which are applicable to a particular form of art. For example, literature on

dancing, public speaking, acting or music is widely recognized.

(i) Personalized application: The use of this basic knowledge varies from individual to
individual. Art, therefore, is a very personalized concept. For example, two dancers, two

speakers, two actors, or two writers will always differ in demonstrating their art.

(i) Based on practice and creativity: All art is practical. Art involves the creative
practice of existing theoretical knowledge. We know that all music is based on seven
basic notes. However, what makes the composition of a musician unique or different is
his use of these notes in a creative manner that is entirely his own interpretation.

Management can be said to be an art since it satisfies the following criteria:

(i) A successful manager practices the art of management in the day-to-day job of
managing an enterprise based on study, observation and experience. There are a lot of
literatures available in various areas of management like marketing, finance and human
resources which the manager has to specialize in. There is existence of theoretical

knowledge.
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(i) There are various theories of management, as propounded by many management
thinkers, which prescribe certain universal principles. A manager applies these scientific
methods and body of knowledge to a given situation, an issue or a problem, in his own
unigue manner. A good manager works through a combination of practice, creativity,
imagination, initiative and innovation. A manager achieves perfection after long practice.
Students of management also apply these principles differently depending on how

creative they are.

(i) A manager applies this acquired knowledge in a personalized and skillful manner in
the light of the realities of a given situation. He is involved in the activities of the
organization, studies critical situations and formulates his own theories for use in a

given situation. This gives rise to different styles of management

The best managers are committed and dedicated individuals; highly trained and
educated, with personal qualities such as ambition, self-motivation, creativity and
imagination, a desire for development of the self and the organization they belong to. All
management practices are based on the same set of principles; what distinguishes a
successful manager from a less successful one is the ability to put these principles into

practice.

1.3.11 Management as a Science
Science is a systematized body of knowledge that explains certain general truths or the

operation of general laws. The basic features of science are as follows:

(i) Systematized body of knowledge: Science is a systematic body of knowledge. Its
principles are based on a cause and effect relationship. For example, the phenomenon

of an apple falling from a tree towards the ground is explained by the law of gravity.

(i) Principles based on experimentation: Scientific principles are first developed
through observation and then tested through repeated experimentation under controlled

conditions.

24



(iif) Universal validity: Scientific principles have universal validity and application.

Based on the above features, we can say that management has some characteristics of

science as follows:

() Management has a systematized body of knowledge. It has its own theory and
principles that have developed over a period of time, but it also draws on other
disciplines such as Economics, Sociology, Psychology and Mathematics. Like all other
organized activity, management has its own vocabulary of terms and concepts. For
example, all of us discuss sports like cricket and soccer using a common vocabulary.
The players also use these terms to communicate with each other. Similarly managers
need to communicate with one another with the help of a common vocabulary for a

better understanding of their work situation.

(i) The principles of management have evolved over a period of time based on
repeated experimentation and observation in different types of organizations. However,
since management deals with human beings and human behavior, the outcomes of
these experiments are not capable of being accurately predicted or replicated.
Therefore, management can be called an inexact science. Despite these limitations,
management scholars have been able to identify general principles of management. For
example, scientific management principles by F.W. Taylor and Functional Management

principles by Henri Fayol which will be studied in the next lecture.

(i) Since the principles of management are not as exact as the principles of science,
their application and use is not universal. They have to be modified according to a given
situation. However, they provide managers with certain standardized techniques that
can be used in different situations. These principles are also used for training and
development of managers. You must have understood from the foregoing discussions
that management has features of both art and science. The practice of management is

an art. However, managers can work better if their practice is based on the principles of
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management. These principles constitute the science of management. Management as

an art and a science are therefore not mutually exclusive, but complement each other.

1.3.12 Some Interesting Cross-disciplinary Perspectives

Anthropology — Anthropology is the study of societies, which helps us learn about
human beings and their activities. Anthropologists’ work on cultures and
environments, for instance, has helped managers to better understand differences in
fundamental values, attitudes, and behavior between people in different countries and

within different organizations.

Economics — Economics is concerned with the allocation and distribution of scarce
resources. It provides us with an understanding of the changing economy as well as
the role of competition and free markets in a global context. An understanding of free
trade and protectionist policies is absolutely essential to any manager operating in the

global marketplace, and these topics are addressed by economists.

Philosophy — Philosophy courses inquire into the nature of things, particularly values
and ethics. Ethics are standards that govern human conduct. These ethics have
shaped today’s organizations by providing a basis for legitimate authority, linking
rewards to performance, and justifying the existence of business and the corporate

form.

Political Science — Political science is the study of the behavior of individuals and
groups within a political environment. Management is affected by a nation’s form of
government — by whether it allows its citizens to hold property, by its citizens’ ability to
engage in and enforce contracts, and by the appeal mechanisms available to redress
grievances. A nation’s stand on property, contracts, and justice, in turn, shapes the

type, form, and policies of its organizations.

Psychology — Psychology is the science that seeks to measure, explain, and

sometimes change the behavior of humans and other animals. Today’s managers
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confront both a diverse customer base and a diverse set of employees. Psychologists’
efforts to understand gender and cultural diversity provide managers with a better
perception of the needs of their changing customer and employee populations.
Psychology courses are also relevant to managers in terms of gaining a better
understanding of motivation, leadership, trust, employee selection, performance

appraisals, and training techniques.

Sociology — Sociology is the study of people in relation to their fellow human beings.
What are some of the sociological issues that have relevance to managers? Here are
a few. How are societal changes such as globalization, increasing cultural diversity,
changing gender roles, and varying forms of family life affecting organizational
practices? What are the implications of schooling practices and education trends on
future employees’ skills and abilities? Answers to questions such as these have a

major effect on how managers operate their businesses.

Summary

This has succeeded in providing us with a clear understanding of the framework of
management which is essential for the study area as it has dwelled on the all the
functional areas of management which is vital in today’s business management and

societal relationships.

Study Questions
1. Define the term Management
2. Why is management viewed as a multi-faceted concept?

3. To what extent do you support the assertion that Management is both an art and

science?
4. A successful enterprise has to achieve its goals effectively and efficiently. Discuss.

5. Management is said to be a series of continuous and interrelated functions which can
be misapplied when not properly carried out. Discuss
6. What is the Essence of Coordination in Management?
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2.0 LECTURE TWO: MANAGEMENT THEORIES

2.1 Introduction

The study of various theories of management is of crucial importance to the
management of an organisation as it provide the manager with the requisite managerial
orientations that will help provide the necessary road map for an effective decision
making exercise for effective and efficient management of an organization. Topics to be
covered include; Scientific Management theory including the fundamentals and both its
principles, as well as administrative management and human relations movement.
Others include; the Criticisms of Human Relations Movement, the Hawthorne Studies

and some other study experiments.

2.2 Learning Objectives
The lecture will provide students with a clear understanding of the various theories of

management and their implications on general managerial practices.

2.3 Main Text:

2.3.1 Scientific Management Theory

The Principles of Scientific Managementis a monograph published by Frederick
Winslow Taylor in 1911. This influential monograph is the basis of modern organization
and decision theory and has motivated administrators and students of managerial
technique. Taylor was an American mechanical engineer and a management consultant
in his later years. He is often called "The Father of Scientific Management." His

approach is also often referred to, as Taylor's Principles, or Taylorism.

2.3.1.1 Fundamentals of Scientific Management

Taylor argued that the principal object of management should be to secure the
maximum prosperity for the employer, coupled with the maximum prosperity for each
employee. He also showed that maximum prosperity can exist only as the result of

maximum productivity. He argued that the most important object of both the employee
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and the management should be the training and development of each individual in the
establishment, so that he can do the highest class of work for which his natural abilities
fit him.Taylor was writing at a time when factories were creating big problems for the
management. Workmen were quite inefficient. According to Taylor, there were three

reasons for the inefficiency. They were the:

1. Deceptive belief that a material increase in the output of each man or each
machine in the trade would throw people out of work

2. Defective management systems, which made it necessary for each workman to
soldier, or work slowly to protect his own best interests

3. Inefficient rule of thumb methods, which were almost universal in all trades,

which cost much wasted effort

Taylor argued that the cheapening of any article in common use almost immediately
results in a largely increased demand for that article. This view contradicts the position
that a material increase in the output of each man or each machine in the trade would
result in the end in throwing a large number of men out of work. As to the second cause
for soldiering, Taylor pointed to many quotes from 'Shop Management' and hoped that it

would explain fully the cause for soldiering.

2.3.1.2 The Principles of Scientific Management
Taylor's scientific management consisted of four principles as follows:

1. Replace rule of thumb work methods with methods based on a scientific study of the
tasks.

2. Scientifically select and then train, teach, and develop the workman, whereas in the
past the employee (or workmen) chose his own work and trained himself as best he
could.

3. Provide "Detailed instruction and supervision of each worker in the performance of
that worker's discrete task” (Montgomery 1997).
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4. Divide work nearly equally between managers and workers, so that the managers
apply scientific management principles to planning the work and the workers actually

perform the tasks.

According to F. W. Taylor, the above combination of the initiative of the employee,
coupled with the new types of work done by the management that makes scientific
management so much more efficient than the old plans.Under the management of
"Initiative and incentive", the first three elements exist in many cases, but their
importance is minor. However, under the scientific management, they form the very

essence of the whole system.

According to Taylor, the summary of the fourth element is: Under the management of
"Initiative and incentive" practically the whole problem is "up to the workman," while
under scientific management fully one-half of the problem is "up to the management.”

2.3.2 Administrative Management Theory

In the development of classical school of management thought, Fayol’s administrative
theory provides an important link. While Taylor succeeded in revolutionizing the working
of factory shop-floor in terms of devising the best method, fair day’s work, differential
piece-rate system and functional foremanship; Henri Fayol explained what amounts to a
manager’s work and what principles should be followed in doing this work. If workers’
efficiency mattered in the factory system, so does the managerial efficiency. Fayol's
contribution must be interpreted in terms of the impact that his writings had and

continue to have improvement in managerial efficiencies.

Henri Fayol (1841-1925) was a French management theorist whose theories concerning
scientific organisation of labour were widely influential in the beginning of twentieth
century. He graduated from the mining academy of St. Etienne in 1860 in mining

engineering. The 19 year old engineer started at the mining company ‘Compagnie de
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commentary-Fourchambean-Decazeville, ultimately acting as its managing director from
1888 to 1918. His theories deal with organisation of production in the context of a

competitive enterprise that has to control its production costs.

Fayol was the first to identify four functions of management — Planning, Organizing,
Directing and controlling although his version was a bit different — Plan, Organize,
Command, Coordinate and Control. According to Fayol, all activities of an industrial
undertaking could be divided into: Technical; Commercial; Financial; Security;
Accounting and Managerial. He also suggested that qualities a manager must possess
should be — Physical, Moral, Education, Knowledge and experience. He believed that
the number of management principles that might help to improve an organization’s

operation is potentially limitless.

Based largely on his own experience, he developed his concept of administration. The
14 principles of management propounded by him were discussed in detail in his book
published in 1917, ‘Administration industrielle et generale’. It was published in English
as ‘General and Industrial Management’ in 1949 and is widely considered a
foundational work in classical management theory. For his contribution he is also known

as the ‘Father of General Management’

2.3.2.1 The 14 Principles of Management:

1. Division of Work: Work is divided into small tasks/jobs. A trained specialist who is
competent is required to perform each job. Thus, division of work leads to
specialization. According to Fayol, “The intent of division of work is to produce more and
better work for the same effort. Specialization is the most efficient way to use human
effort.” In business, work can be performed more efficiently if it is divided into
specialized tasks; each performed by a specialist or trained employee. This results in
efficient and effective output. Thus, in a company we have separate departments for
finance, marketing, production and human resource development etc. All of them have
specialized persons. Collectively they achieve production and sales targets of the

company. Fayol applies this principle of division of work to all kinds of work — technical
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as well as managerial. You can observe this principle at work in any organisation like

hospital or even a government office.

2. Authority and Responsibility: According to Fayol, “Authority is the right to give
orders and obtain obedience, and responsibility is the corollary of authority. The two
types of authority are official authority, which is the authority to command, and personal

authority which is the authority of the individual manager.”

Authority is both formal and informal. Managers require authority commensurate with
their responsibility. There should be a balance between authority and responsibility. An
organisation should build safeguards against abuse of managerial power. At the same
time a manager should have necessary authority to carry out his responsibility. For
example, a sales manager has to negotiate a deal with a buyer. She finds that if she
can offer credit period of 60 days she is likely to clinch the deal which is supposed to
fetch the company an attractive profit margin. Now the company gives power to the
manager to offer a credit period of only 40 days. This shows that there is an imbalance
in authority and responsibility. In this case the manager should be granted authority of
offering credit period of 60 days in the interest of the company. Similarly, in this example
this manager should not be given a power to offer a credit period of say 100 days
because it is not required. A manager should have the right to punish a subordinate for
willfully not obeying a legitimate order but only after sufficient opportunity has been

given to a subordinate for presenting her/his case.

3. Discipline: Discipline is the obedience to organizational rules and employment
agreement which are necessary for the working of the organisation. According to Fayol,
discipline requires good superiors at all levels, clear and fair agreements and judicious
application of penalties. Suppose management and labour union have entered into an
agreement whereby workers have agreed to put in extra hours without any additional
payment in an effort to revive the ailing company, the management has in return

promised to increase wages of the workers when this mission is accomplished. Here
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discipline when applied would mean that the workers and management both honour

their commitments without any prejudice towards one another.

4. Unity of Command: According to Fayol there should be one and only one boss for
every individual employee. If an employee gets orders from two superiors at the same
time the principle of unity of command is violated. The principle of unity of command
states that each participant in a formal organisation should receive orders from and be
responsible to only one superior. Fayol gave a lot of importance to this principle. He felt
that if this principle is violated “Authority is undermined; discipline is in jeopardy, order
disturbed and stability threatened”. The principle resembles military organisation. Dual
subordination should be avoided. This is to prevent confusion regarding tasks to be
done. Suppose a sales person is asked to clinch a deal with a buyer and is allowed to
give 10% discount by the marketing manager. But finance department tells her/him not
to offer more than 5% discount. Now there is no unity of command. This can be avoided

if there is coordination between various departments.

5. Unity of Direction: All the units of an organisation should be moving towards the
same objectives through coordinated and focused efforts. Each group of activities
having the same objective must have one head and one plan. This ensures unity of
action and coordination. For example, if a company is manufacturing motorcycles as
well as cars then it should have two separate divisions for both of them. Each division
should have its own in charge, plans and execution resources. On no account should
the working of two divisions overlap. Now let us differentiate between the two principles

of unity of command and unity of direction.

6. Subordination of Individual Interest to General Interest: The interests of an
organisation should take priority over the interests of any one individual employee
according to Fayol. Every worker has some individual interest for working in a company.
The company has got its own objectives. For example, the company would want to get
maximum output from its employees at a competitive cost (salary). On the other hand,

an employee may want to get maximum salary while working the least. In another
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situation an individual employee may demand some concession, which is not

admissible to any other employee like working for less time.

In all the situations the interests of the group/company will supersede the interest of any
one individual. This is so because larger interests of the workers and stakeholders are
more important than the interest of any one person. For example, interests of various
stakeholders i.e., owners, shareholders, creditors, debtors, financers, tax authorities,
customers and the society at large cannot be sacrificed forone individual or a small
group of individuals who want to exert pressure on the company. A manager can ensure
this by her/his exemplary behaviour. For example, she/he should not fall into temptation
of misusing her/his powers for individual/ family benefit at the cost of larger general
interest of the workers/ company. This will raise her/his stature in the eyes of the

workers and at the same time ensures same behaviour by them.

7. Remuneration of Employees: The overall pay and compensation should be fair to
both employees and the organisation. The employees should be paid fair wages, which
should give them at least a reasonable standard of living. At the same time it should be
within the paying capacity of the company. In other words, remuneration should be just
and equitable. This will ensure congenial atmosphere and good relations between
workers and management. Consequently, the working of the company would be

smooth.

8. Centralization and Decentralization: The concentration of decision-making
authority is called centralization whereas its dispersal among more than one person is
known as decentralization. According to Fayol, “There is a need to balance subordinate
involvement through decentralization with managers’ retention of final authority through
centralization.” The degree of centralization will depend upon the circumstances in
which the company is working. In general large organizations have more
decentralization than small organizations. For example, Pension Administration in

Nigeria have been transferred to private pension Administrators who have been given
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more powers to decide and spend retirement funds granted to them by the government

for the benefit of retired pensioners. This is decentralization at the national level.

9. Scalar Chain: An organisation consists of superiors and subordinates. The formal
lines of authority from highest to lowest ranks are known as scalar chain. According to
Fayol, “Organizations should have a chain of authority and communication that runs
from top to bottom and should be followed by managers and the subordinates.” Let us
consider a situation where there is one head ‘A’ that has two lines of authority under
her/him. One line consists of B-C-D-E-F. Another line of authority under ‘A’ is L-M-N-O-
P. If ‘E’ has to communicate with ‘O’ who is at the same level of authority then she/he
has to traverse the route E-D-C-B-A-L-M-N-O. This is due to the principle of scalar
chain being followed in this situation. According to Fayol, this chain should not be

violated in the normal course of formal communication.

However, if there is an emergency then ‘E’ can directly contact ‘O’. This is a shorter
route and has been provided so that communication is not delayed. In practice you find
that a worker cannot directly contact the CEO of the company. If at all she/he has to,
then all the formal levels i.e., foreman, superintendent, manager, director etc have to
know about the matter. However, in an emergency it can be possible that a worker can
contact CEO directly.

10. Order: According to Fayol, “People and materials must be in suitable places at
appropriate time for maximum efficiency.” The principle of order states that ‘A place for
everything (everyone) and everything (everyone) in its (her/his) place’. Essentially it
means orderliness. If there is a fixed place for everything and it is present there, then
there will be no hindrance in the activities of business/ factory. This will lead to

increased productivity and efficiency.
11. Equity: Good sense and experience are needed to ensure fairness to all

employees, who should be treated as fairly as possible,” according to Fayol. This

principle emphasizes kindliness and justice in the behaviour of managers towards
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workers. This will ensure loyalty and devotion. Fayol does not rule out use of force
sometimes. Rather he says that lazy personnel should be dealt with sternly to send the
message that everyone is equal in the eyes of the management. There should be no
discrimination against anyone on account of sex, religion, language, caste, belief or
nationality etc. In practice we can observe that now a days in multinational corporations
people of various nationalities work together in a discrimination free environment. Equal
opportunities are available for everyone in such companies to rise. Thus, we find India-
born Chief Executive Officer who heads Eleme Petro-chemicals and Refining Ltd, Port-

Harcourt.

12. Stability of Personnel: “Employee turnover should be minimized to maintain
organizational efficiency”, according to Fayol. Personnel should be selected and
appointed after due and rigorous procedure. But once selected they should be kept at
their post/position for a minimum fixed tenure. They should have stability of tenure.
They should be given reasonable time to show results. Any deviation from this will
create instability/insecurity among employees. They would tend to leave the
organisation. Recruitment, selection and training cost will be high. So stability in tenure

of personnel is good for the business.

13. Initative: Workers should be encouraged to develop and carry out their plans for
improvements according to Fayol. Initiative means taking the first step with self-
motivation. It is thinking out and executing the plan. It is one of the traits of an intelligent
person. Initiative should be encouraged. But it does not mean going against the
established practices of the company for the sake of being different. A good company
should have an employee suggestion system whereby initiative/suggestions which

result in substantial cost/time reduction should be rewarded.

14. Espirit De Corps: Management should promote a team spirit of unity and harmony
among employees, according to Fayol. Management should promote teamwork
especially in large organizations because otherwise objectives would be difficult to

realize. It will also result in a loss of coordination. A manager should replace ‘I’ with ‘We’
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in all his conversations with workers to foster team spirit. This will give rise to a spirit of
mutual trust and belongingness among team members. It will also minimize the need for
using penalties. From the foregoing discussion it is clear that Fayol’s 14 principles of
management are widely applicable to managerial problems and have cast a profound
impact on management thinking today. But with the change of environment in which
business is done, the interpretation of these principles has changed. For example,
authority and responsibility meant empowering of managers but now it means
empowerment of employees because of flat organizational structures that are gaining
ground. We are now in a position to understand the current connotations of Fayol’s

principles discussed in the accompanying box.

2.3.3 Human Relations Movement

Human Relations Movement refers to those researchers of organizational
development who study the behavior of people in groups, in particular workplace
groups. It originated in the 1930s' Hawthorne studies, which examined the effects
of social relations, motivation and employee satisfaction on factory productivity. The
movement viewed workers in terms of their psychology and fit with companies, rather
than as interchangeable parts. "The hallmark of human-relation theories lies on the
consideration of organizations as human cooperative systems rather than mechanical

contraptions.” George Elton Mayo stressed the following:

1. Natural groups, in which social aspects take precedence over
functional organizational structures

2. Upwards communication, by which communication is two way, from worker to chief
executive, as well as vice versa.

3. Cohesive and good leadership is needed to communicate goals and to ensure

effective and coherent decision making.

It has become a concern of many companies to improve the job-oriented interpersonal
skills of employees. The teaching of these skills to employees is referred to as "soft

skills" training. Companies need their employees to be able to successfully
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communicate and convey information, to be able to interpret others' emotions, to be
open to others' feelings, and to be able to solve conflicts and arrive at resolutions. By
acquiring these skills, the employees, those in management positions and the customer

can maintain more compatible relationships.

George Elton John Mayo (26 December 1880 - 7 September 1949) was
an Australian psychologist, sociologist and organization theorist. He lectured at
the University of Queensland from 1911 to 1923 before moving to the University of
Pennsylvania, but spent most of his career at HarvardBusinessSchool (1926 - 1947),
where he was professor of industrial research. Mayo is known as the founder of
the Human Relations Movement, and is known for his research including the Hawthorne
Studies.

The research he conducted under the Hawthorne Studies of the 1930s showed the
importance of groups in affecting the behavior of individuals at work. However it was not
Mayo who conducted the practical experiments but his employees Roethlisberger and
Dickinson. This enabled him to make certain deductions about how managers should
behave. He carried out a number of investigations to look at ways of improving
productivity, for example changing lighting conditions in the workplace. What he found
however was that work satisfaction depended to a large extent on the informal social
pattern of the work group. Where norms of cooperation and higher output were
established because of a feeling of importance, physical conditions or financial
incentives had little motivational value. People will form work groups and this can be
used by management to benefit the organization. He concluded that people's work
performance is dependent on both social issues and job content. He suggested a
tension between workers' 'logic of sentiment’' and managers' 'logic of cost and efficiency’

which could lead to conflict within organizations.
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Disagreement regarding his employees' procedure while conducting the studies:

2.3.4

The members of the groups whose behavior has been studied were allowed to

choose themselves.

Two women have been replaced since they were chatting during their work. They
were later identified as members of a leftist movement.

One ltalian member was working above average since she had to care for her
family alone. Thus she affected the group's performance in an above average

way.

Summary of Mayo's Beliefs:

Individual workers cannot be treated in isolation, but must be seen as members
of a group.
Monetary incentives and good working condition are less important to the

individual than the need to belong to a group.

Informal or unofficial groups formed at work have a strong influence on the
behavior of those workers in a group.

Managers must be aware of these 'social needs' and cater for them to ensure
that employees collaborate with the official organization rather than work against
it.

Criticisms of Human Relations Movement

Mayo's contributions to management thought have come increasingly under fire. The

celebrated sociologist Daniel Bell criticized Mayo and other industrial sociologists for

"adjusting men to machines,” rather than with enlarging human capacity or freedom.

James Hoopes criticized Mayo in 2003 for "substituting therapy for democracy" in his
Hawthorne Studies.
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2.3.5 The Hawthorne Studies

The Hawthorne effect is a form of reactivity whereby subjects improve an aspect of their
behavior being experimentally measured simply in response to the fact that they are

being studied, not in response to any particular experimental manipulation.

The term was coined in 1955 by Henry A. Landsberger when analyzing older
experiments from 1924-1932 at the Hawthorne Works (a Western Electric factory
outside Chicago). Hawthorne Works had commissioned a study to see if its workers
would become more productive in higher or lower levels of light. The workers'
productivity seemed to improve when changes were made and slumped when the study
was concluded. It was suggested that the productivity gain was due to the motivational
effect of the interest being shown in them. Although illumination research of workplace
lighting formed the basis of the Hawthorne effect, other changes such as maintaining
clean work stations, clearing floors of obstacles, and even relocating workstations
resulted in increased productivity for short periods. The study is based on the relay
assembly experiments, interviewing program and bank wiring experiments as discussed

below:

2.3.6 Relay Assembly Experiments

In one of the studies, experimenters chose two women as test subjects and asked them
to choose four other workers to join the test group. Together the women worked in a

separate room over the course of five years (1927-1932) assembling telephone relays.

Output was measured mechanically by counting how many finished relays each
dropped down a chute. This measuring began in secret two weeks before moving the
women to an experiment room and continued throughout the study. In the experiment
room, they had a supervisor who discussed changes with them and at times used their
suggestions. Then the researchers spent five years measuring how different variables

impacted the group's and individuals' productivity. Some of the variables were:
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1 Changing the pay rules so that the group was paid for overall group production,
not individual production

1 Giving two 5-minute breaks (after a discussion with them on the best length of
time), and then changing to two 10-minute breaks (not their preference).
Productivity increased, but when they received six 5-minute rests, they disliked it
and reduced output.

1 Providing food during the breaks

1 Shortening the day by 30 minutes (output went up); shortening it more (output
per hour went up, but overall output decreased); returning to the first condition

(where output peaked).

Researchers concluded that the workers worked harder because they thought that they
were being monitored individually. Researchers hypothesized that choosing one's own
coworkers, working as a group, being treated as special (as evidenced by working in a
separate room), and having a sympathetic supervisor were the real reasons for the
productivity increase. One interpretation, mainly due to Elton Mayo was that "the six
individuals became a team and the team gave itself wholeheartedly and spontaneously

to cooperation in the experiment.”

2.3.7 Interviewing Program

The workers were interviewed in attempt to validate the Hawthorne Studies. The
participants were asked about supervisory practices and employee morale. The results
proved that upward communication in an organization creates a positive attitude in the

work environment. The workers feel pleased that their ideas are being heard.

2.3.8 Bank Wiring Room Experiments

The purpose of the next study was to find out how payment incentives would affect
group productivity. The surprising result was that productivity actually decreased.
Workers apparently had become suspicious that their productivity may have been
boosted to justify firing some of the workers later on. The study was conducted by Mayo
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and W. Lloyd Warner between 1931 and 1932 on a group of fourteen men who put
together telephone switching equipment. The researchers found that although the
workers were paid according to individual productivity, productivity decreased because
the men were afraid that the company would lower the base rate. Detailed observation
between the men revealed the existence of informal groups or “"cliques" within the
formal groups. These cliques developed informal rules of behavior as well as
mechanisms to enforce them. The cliques served to control group members and to
manage bosses; when bosses asked questions, cligue members gave the same
responses, even if they were untrue. These results show that workers were more
responsive to the social force of their peer groups than to the control and incentives of

management.

Summary

It can succinctly be said that managerial functions can be discharged in line with the
postulations made by some scholars such as Fredrick Tylor and Elton Mayo which has
proved to be of immense benefit to the organisation even though, some were shrouded

by some controversies and criticisms.

Study Questions

1. Compare and contrast scientific management theory with administrative management
theory.

2. To what extent do you think human relations theory is more superior to the scientific
management theory?

3. List and explain the fourteen principles of management as enunciated by Henri Fayol.

4. Differentiate between the principles of unity of command and unity of direction.
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3.0 LECTURE THREE: STRATEGIC MANAGEMENT

3.1 Introduction

Strategic management is concerned with identifying differences among enterprises”
performance by examining their efforts to develop sustainable competitive advantages
as determinants of their ability to create value. A competitive advantage results from a
long-lasting value difference in the product or service compared to those of its
competitors as perceived by the customers. The lecture will exploit on avenues on how
to achieve strategic coordination of company effort that will result to high performance.
Topics to be covered include; strategy, the Concept of strategic management, strategic
management as an academic field and the six major tasks of strategic management.
Others include; management by objectives, MBO features, process, advantages, as

well as limitations and arguments against.

3.2 Learning Objectives
Students should be able to analyze management as a strategic concept with a view to
device the right planning strategies and tactical decisions that will ensure success.

3.3 Main Text

3.3.1 Strategy

The term ‘strategy’ is a plan aimed at achieving a particular purpose. It is used in many
military formations across the world for planning and acquisition of the right skills to gain
advantage in a war or other military situations. In business, it is widely used to describe
a seemingly endless number of marketing activities. Today, everything in business
seems to be strategy. There are strategic management, marketing strategy, product
strategy, strategic pricing, strategic promotion, strategic distribution and strategic market
penetration. In recent years, the appellation has appended to nearly every marketing
action in order to make the ordinary sound modern and competitively inspired
(Schnaars, 1998:322).
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Definitions for strategy are as varied as for marketing. Long-term planning is always at
the core, and a difference is either made to the level of decision-making — top
management for strategy — or to the level of detail involved, as a difference to tactics.
Schendel (1985) quoted in Thomas and Gardner (1985:122) develops Drucker's
distinction “doing things right” and “doing the right things” to distinguish between

operations management and strategic management respectively (Drucker, 1973).

3.3.2 The Concept of Strategic Management

Strategic management means creating a strategy to ensure future viability of the firm; it
involves the determination of the basic long-term goals and objectives of an enterprise,
and adoption of courses of action and the allocation of resources necessary for carrying
out these goals (Chandler 1962:411)

This definition of strategy as an organizational process has remained dominant to this
day. Wright and Pringle (1992) define strategy as Top management’s plans to attain

outcomes consistent with the organization’s missions and goals.

To highlight the difference between strategic and operational management, Drucker
(1966) well claimed good strategic performance (effectiveness) as “doing the right

things” and good operational performance (efficiency) as “doing things right”.

3.3.3 Strategic Management as an Academic Field
The “birth” of strategic management as an academic field can be traced to the 1960s
(Furrer, Thomas, & Goussevskaia, 2007). Chandler"s “Strategy and Structure” (1962)

and Ansoff"s “Corporate Strategy” (1965) are among the first seminal publications in this
field. In its first decades of existence, strategic management almost solely investigated

strategic issues in large, established enterprises (Analoui & Karami, 2003).

The basis of strategic management is the notion that strategy creates an alignment

between the enterprise’s internal strengths and weaknesses on the one hand and its
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opportunities and threats (SWOT) in its external environment on the other (Andrews,
1987).

Strategic management deals with how enterprises develop sustainable competitive
advantages resulting in the creation of value (Ramachandran et al., 2006). An
underlying basis of the Austrian school in strategic management (Schumpeter, 1993) is
the temporary nature of such competitive advantages. Accordingly, strategic
management can be regarded as setting the context for entrepreneurial behaviour, i.e.

the exploitation of opportunities (Ireland et al., 2001).

Strategic management is concerned with identifying differences among enterprises”
performance by examining their efforts to develop sustainable competitive advantages
as determinants of their ability to create value (Ireland et al.,, 2003). A competitive
advantage results from a long-lasting value difference in the product or service
compared to those of its competitors as perceived by the customers (Duncan, Ginter, &
Swayne, 1998). The possession of valuable, rare, non-imitable and non-substitutable
resources (Prahalad & Hamel, 1990) as well as a favourable market position (Porter,
1985) is regarded as major sources for sustainable competitive advantages. This builds
the basis for the resource-based view (RBV) of strategic management, which regards
an enterprise as a bundle of resources that needs to be deployed strategically in order
to add value (Wernerfelt, 1984; Barney, 1991).

3.3.4 The Six Major Tasks of Strategic Management
Schendel and Hofer (1979) identified the following six “major tasks” of strategic
management as follows:
1. Goal formulation
Environmental analysis
Strategy Formulation
Strategy Evaluation

Implementation

o oA w N

Control of strategies.
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Sandberg (1992) lists an enterprise’s resources, processes, strategy and field of

industry as the primary variables of strategic management.

Small and medium-sized enterprises (SMEs) and start-ups (which typically are small in
the beginning, and therefore a subset of the former), have almost by definition fewer
resources than larger enterprises, and the types of resources of these two groups of
enterprises are different (Mosakowski, 2002). SMEs possess such capabilities as niche
filling, speed and flexibility that allow them to exploit certain opportunities faster and

more effectively than established enterprises (Li, 2001).

Nevertheless, so far the RBV lacks the insights provided by creativity and
entrepreneurial behaviour (Barney, 2001). Therefore, the role of entrepreneurial
behaviour in corporate strategy is increasingly emphasized (Mosakowski, 1998; Alvarez
& Barney, 2000; McCarthy, 2003). A major differentiation in strategic management is
between content and process, i.e. the strategy itself (content) and its implementation
(process) (Stacey, 1993). On the content side, there are three “levels” of strategy within

enterprises:

1. The corporate strategy which defines what businesses the enterprise is in and how all

of its activities are structured and managed.

2. The business level strategy which is concerned with creating a competitive
advantage in each of the enterprise’s product levels or strategic business units.

3. The functional level strategy examples of which are marketing strategy, human
resources strategy and research and development strategy (Thompson, 1995; Analoui
& Karami, 2003).

3.3.5Management by Objectives

Management by Objectives (MBO) is a process of agreeing upon objectives within an

organization so that management and employees agree to the objectives and
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understand what they are in the organization. The term "management by objectives”

was first popularized by Peter Drucker in his 1954 book 'The Practice of Management'.

The essence of MBO is participative goal setting, choosing course of actions and
decision making. An important part of the MBO is the measurement and the comparison
of the employee’s actual performance with the standards set. Ideally, when employees
themselves have been involved with the goal setting and the choosing the course of

action to be followed by them, they are more likely to fulfill their responsibilities.

3.35.1 Unique Features and Advantage of the MBO Process

The principle behind Management by Objectives (MBO) is to create empowered
employees who have clarity of the roles and responsibilities expected from them,
understand their objectives to be achieved and thus help in the achievement of
organizational as well as personal goals.Some of the important features and

advantages of MBO are:

1. Motivation — Involving employees in the whole process of goal setting and
increasing employee empowerment increases employee job satisfaction and
commitment.

2. Better communication and Coordination — Frequent reviews and interactions
between superiors and subordinates helps to maintain harmonious relationships within
the enterprise and also solve many problems faced during the period.

3. Clarity of goals well to be supposed if yet this management by objectives has
certain advantages as well as disadvantages, it is a virtual technique for effective

management and it takes around 5 years to get MBO yielding results.

3.35.2 Limitations

There are several limitations to the assumptive base underlying the impact of managing

by objectives, including:
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1. It over-emphasizes the setting of goals over the working of a plan as a driver of

outcomes.

2. It underemphasizes the importance of the environment or context in which the goals
are set. That context includes everything from the availability and quality of resources,
to relative buy-in by leadership and stake-holders. As an example of the influence of
management buy-in as a contextual influencer, in a 1991 comprehensive review of thirty
years of research on the impact of Management by Objectives, Robert Rodgers and
John Hunter concluded that companies whose CEOs demonstrated high commitment to
MBO showed, on average, a 56% gain in productivity. Companies with CEOs who

showed low commitment only saw a 6% gain in productivity.

3. Companies evaluated their employees by comparing them with the "ideal" employee.

Trait appraisal only looks at what employees should be, not at what they should do.

4. 1t did not address the importance of successfully responding to obstacles and
constraints as essential to reaching a goal. The model didn’t adequately cope with the

obstacles of:

1 Defects in resources, planning and methodology,
1 The increasing burden of managing the information organization challenge,

1 The impact of a rapidly changing environment, which could alter the landscape

enough to make yesterday’s goals and action plans irrelevant to the present.

When this approach is not properly set, agreed and managed by organizations, in self-
centered thinking employees, it may trigger an unethical behavior of distorting the
system of results and financial figures to falsely achieve targets that were set in a short-

term, narrow, bottom-line fashion.

The use of MBO needs to be carefully aligned with the culture of the organization. While
MBO is not as fashionable as it was before the 'empowerment’ fad, it still has its place in

management today. The key difference is that rather than 'set' objectives from a
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cascade process, objectives are discussed and agreed, based upon a more strategic
picture being available to employees. Engagement of employees in the objective setting
process is seen as a strategic advantage by many. A saying around MBO and CSF's --
"What gets measured gets done"-- is perhaps the most famous aphorism of
performance measurement; therefore, to avoid potential problems SMART and

SMARTER objectives need to be agreed upon in the true sense rather than set.

3.35.3 Argument Against

MBO has its detractors, notably among them W. Edwards Deming, who argued that a

lack of understanding of systems commonly results in the misapplication of objectives.

Point 7 of Deming's 14 Points encourages managers to abandon objectives in favour of
leadership because he felt that a leader with an understanding of systems was more
likely to guide workers to an appropriate solution than the incentive of an objective.
Deming also pointed out that Drucker warned managers that a systemic view was
required and felt that Drucker's warning went largely unheeded by the practitioners of
MBO.

Summary
Going by the above, it is pertinent to note that, no matter the nature of organizations
offerings, there is always the need for strategy formulation and effective implementation

and control.

Study Questions
1. What do you understand by a strategy?
2. Briefly explain the major task of strategic management

3. Discuss the concept and the application of MBO in your organization.

4. Discuss the several limitations underlying the impact of MBO in your organization
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4.0 LECTURE FOUR: HUMAN RESOURCES MANAGEMENT

4.1 Introduction

Organizations exist to achieve certain objectives. To achieve these objectives,
people are needed. But the people are problematic because they joined the
organization not for the love they have for it but because of their own objectives
and aspirations which they intend to achieve. We have different aspects of
management such as marketing management, financial management, production
management as well as personnel management also called human resources
management. The function of the personnel manager therefore is to integrate
the individual into the organization. It has the responsibility and authority to
select and train personnel and evaluate their performance for better results, this
lecture will deal with the above functions with a view to understand the

management of Men, Money, Machines and Materials in an organization.

4.2 Learning Objectives
The lecture will provide students with the clear understanding of various human
resources planning functions toward achieving employee’s maximum productivity in

meeting both employees and organizational objectives more effectively and efficiently.

4.3 Main Text:

4.3.1 Meaning of Personnel Management

The institute of personnel management during its golden jubilee year in 1963
described personnel management as being a responsibility of all those who
manage people, as well as being a description of the work of those who are
employed as specialists. A personnel manager is one with functional
responsibility for maintaining and improving the human relationships between

management and personnel.

Ubeku A.K (1995) defines personnel management as “the recruitment, selection,

utilization and development of human resources by and within the organization”.
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Michael views personnel management as “those elements that involve management
functions of planning and controlling of various operative functions of processing,

developing, maintaining and utilizing the labour force”.

Stepsons (1973) described it as “the process of attracting, holding and motivating all

people involving all managers and staff”.

4.3.2 Functions of Personnel Management

Planning for human resources needs

Staffing the organization

Appraising and compensating employees’ behaviour
Improving employees and the work environment
Establishing and maintaining effective working relationships

Supervising the employees

= =4 A4 -4 A - -2

Acting as clearing house for information about employees’ conduct and attitudes

toward management.

4.3.3 Determining Human Resources Requirements

Human resource requirement is designed to ensure that the personnel needs of
the organization are constantly and appropriately met. Such requirement is
accomplished through analysis of current and expected skills, needs, vacancies
and development expansions and reductions. An organization that does not plan
for its human resources will often find that it is meeting neither its personnel

requirement, nor its over all goals effectively.

Large organizations like PHCN (Power Holding Company of Nigeria), the
Nigerian Railway Corporation, Universities, Oil companies must systematically
plan for their long and short-term manpower need. The personnel department
ought to know in advance the manpower requirement of the organization, which
can be obtained from managers of operating departments based on the
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organization future production, sales or expansion programme. The personnel

manager must consider the four basic steps in human resource planning:

Planning for Future Needs: How many people will the organization need to

remain in operation for the foreseeable future?

Planning for Future Balance: How many people presently employed, can be

expected to stay with the organization.

Planning for Recruiting and Selecting or for Laying Off:How can the

organization attain the number of people it will need?

Planning for Development: How should the training and movement of
individuals within the organization is managed so that the organization will be

assured of a continuing supply of experienced and capable personnel?

In order to accomplish their steps, the managers of the human resource-
planning programme must consider a number of factors. The planning factor to
be considered is the organizations’ strategic plan. The organization’s basic
strategy and the detailed goal, objectives and tactics for making that strategy a
reality will define the personnel needs of the organization. Another factor to be
considered by managers is possible change in the external environment of the

organization.

4.3.4 Analyzing and Developing Jobs

Job Analysis: A technique is needed to identify the differences and similarities
among different jobs in the organization. Observing employees is necessary but
not sufficient. Knowledge about jobs and their requirement is collected through
job analysis. Job analysis can be defined as the systematic process of collecting
and evaluating information about the tasks, responsibilities and the context of a

specific job. Job analysis is divided into Job description and Job specification.
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Job description: it is a statement of duties and responsibilities and obligations of a
given Job position. It spells out clearly what an employee is expected to do and

authority relationship that exists for that position i.e. who he is responsible to.

Job specification: It is a statement of humanquality required for a given Job positions.
This includes such qualities like educational level and qualification, personality types,

skills and ability possessed etc.

Job Design: Job design is defined as the process of combining tasks and
responsibilities to form complete jobs and the relationship of jobs in the

organization.

It is important to take into consideration the analysis of the organization to

determine the number of positions that exist in the organization.

An employee is employed to occupy a position involving a certain job. The job
tells the employee the activities that he has to perform and other jobs. Job
design is the specification of the content, method and relationship of job in order
to satisfy technological and organizational requirement as well as the social and
personal requirement of the jobholder. A good job design is one that takes all
these into consideration that is work content, method content, organization
content and personal content. Poor job design affects job satisfaction for the job
holder. He could find the job responsibility too difficult, that could lead to
frustration. If the job is designed to suit an individual when the person leaves the
organization the job has to be re-designed to suit the new jobholder, which could
involve re-designing many other jobs at the same time. If an organization
chooses either to fragment or combine tasks alternative reward systems may
have to be designed. For example, a play-for-output system may be an obstacle

to labour flexibility.
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4.3.5 Employee Recruitment and Selection Process

4.3.5.1 Recruitment Process

This is one of the responsibilities of the personnel manager. The purpose of
recruitment is to provide a large group of candidates so that the organization will
be able to select the qualified employees it needs. This has to do with reaching
out by identifying the potential candidates, and may be encourage them to
apply. This gives room for full or nearly full employment. Although this is
economically healthy, it has often led to unrest and abnormal staff turnover.
Staffs have been able to move easily from one job to another to obtain higher
wages, better conditions or merely for the sake of change. Consequently, the
personnel manager has been obliged to liaise closely with all available sources
of supply and to make himself responsible (or to give advice to those
responsible) for a more scientific approach to the selection and placement of
staff.

4.3.5.2 Channel of Recruitment

The following are possible channels/sources of recruitment:

Advertisement: in considering advertisement, one must put the following things

in mind:

9 The choice of the media

1 The group to be reached etc
In developed countries, advertisement for senior engineers and medical doctors
are not just advertised in any paper but in professional journals, either daily or

weekly, local and national papers.

Personal contact: For some professions personal contact can be used to get

vacancies occupied because of the trust needed.
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Visit to institutions: This is also a method of advertisement. Universities
usually have their own appointment boards and are used for supply of trainee

managers and for responsible posts in organization, industry and commerce.

Employment exchange/labour exchange: The exchanges are responsible for
taking down the names of unemployed people and liaise with employers to
identify the job/vacancies that are available. At times companies can go to the
employment office with the list of vacancies for professional and managerial

posts. This exchange can also be described as inter- departmental transfer.

Consulting firm: Personnel consultants are prepared to recruit, interview and
select staff, but these specialists are usually called in only to fill top executive
posts. Some other avenues from which the personnel manager could obtain
employees are:

1 Trade union

1 Public employment agencies such as the Public Service Commission
1 Re-engagement of employee turned out during redundancy
1

Employee relations and friends etc

4.3.5.3 Types of Recruitment
There are two types of recruitment, which are:
1. Internal recruitment

2. External recruitment

Internal Recruitment: This is recruiting from the existing labour force within the
organization .It has the following merits: It is cheaper; it has a way of motivating
the workers once they know that they can grow within the organization. The
employee becomes motivated and appreciated that the organization is

concerned with their progress.
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External Recruitment: This has to do with the organization getting employee
outside. New employees are recruited with different ideas into the organization.
And this is done if a particular position is vacant and there is no appointable
individual within the organization, the management looks outside to bring in new

blood to inject new ideas.

4.3.5.4 Selection Process

Several candidates will be applying for each position, and the organization will,
on the basis of a series of screening devices, hire the candidates it feels are
most suitable. To select is to choose among the various candidates that have

applied for jobs through the use of various techniques:

Group selection
Intelligence and aptitude tests
Assessment centre

Application blanks
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Employee interview

Group Selection Procedures: This could be used when selecting top
executives or management materials. Example, when an organization wants to

choose its managers.

Intelligence and Aptitude Tests: A number of scientific intelligence and
aptitude tests are commonly used, and these can undoubtedly serve a useful
purpose. While it is not suggested that any of them ought to be used as an
alternative to the traditional selection procedures, they may usually supplement
them, or be used when the interviewing panel is unable to come to a decision.
We have test of ability. Skill aptitude knowledge, intelligence, vocational test

and personality test.
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Assessment Centre: is a selection that is rapidly gaining in popularity.
Assessment centres are used primarily to select managers or for selecting
present employees for promotion into management. It can involve psychological
exercise, group discussion and oral presentation. The assessment is made on

the basis of the following:

First Impression and physical make-up
Brains and abilities
Qualifications and expectations

Motivation
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Adjustment

Employee Interview: This is one of the common devices of selecting employee
after careful scrutiny of the application forms and accompanying documents, a
short list of the candidates is drawn up and these are invited to attend interview.
Alternatively, a longer list of candidates is prepared, and these are invited to
attend for a first interview by the personnel officer or by a member of the
department. The result will be communicated to all applicants, notifying the
successful candidate of his appointment. And the placement then takes place.

The company retains the best applicant.

4.3.6 Training and Development of Employees

The process of training and development aims at increasing the ability of
individuals and groups to contribute to organizational effectiveness. Training is
designed to improve job skills, managers might be instructed on new decision
making techniques or the capabilities of data processing systems. Training is a
short-term programme. In any organization there is a need for training to make
work force productive. To enable them acquire necessary skills, knowledge and

attitudes.
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4.3.6.1 Reasons for Training
There are several reasons for training in any organization. Some of the reasons

are:

TechnologicalChanges: Technology affects the way of work in an organization.
The moment technology changes the structure has to change and it affects the
structure of work. For instance, a typist currently using manual typewriter may
find it difficult to operate electrical typewriter. In this case, she has to be trained

to acquire the skill, the knowledge and the attitudes.

Changes in Legislation: Legislations are constantly changing which affect the
relationship between the organization and the workers, the organization and the

outside world. The organization has to adopt to change in legislation.

Training motivates individuals and allows for smooth success.
Training is important when a company decides to expand into new area.
When employees are selected, transferred or promoted, training becomes
necessary.

1 Training helps an employee to develop skills and methods of working that

will enable him to do his job- effectively.
4.3.6.2 Training Approaches/ Techniques
The following are some of the on-the-job training methods:
1 Coaching: This is the training of a subordinate by his/her immediate
supervisor. It is by far the most effective management development

technique.

1 Apprenticeship: For apprenticeship to be a cost effective tool, it has to
be planned. It may take about 3-5 years.
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Acting Assignment: A subordinate may be asked to act for his manager
on leave. It is also possible to select two or three people from any level of
management to spend about 6months at the next level of management.
There may be allowance to such officer. A subordinate can also attend
meeting on behalf of his manager, so by the time he comes back, he will
be able to appreciate the work of the manager at that level. A staff may be

senttoa  branch to go and act as the branch manager in another area.

Job Rotation: It involves shifting employees from position to position so
that they may broaden their experience and familiarize themselves with

various aspects of the firm’s operations.

Work Design: This is another form of training method. It can be classified

into job enlargement and job enrichment.

Job Enlargement — It is a horizontal increase in the responsibility
involved in the job. It involves adding responsibility to the existing job
thereby increasing the work load without any additional authority.

Job Enrichment — This is vertical, it involves additional job with more
authority to the person performing the job.

4.3.6.3 Developing Employees

Development Programmes are designed to educate employees beyond the

requirements of their present position so that they will be prepared for promotion

and able to take a broader view of their roles in the organization. It is therefore a

long-term programme. This development programme is to improve the technical

human relations and conceptual skill of managers. The employee needs to be

developed. The process by which firms and public employers develop managers

begins with recognition of the need for development programs and the

establishment of appropriate policy guidelines. Development of appropriate
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policy and assignment of special responsibility for implementing the policy

generate the first essential of an effective program.

4.3.6.4 Development Techniques

Many programs are arranged for job rotation, seeking thus, to familiarize the
trainee with several major departments and functions. Some organizations make
extensive use of conferences and role playing session. Special training
designed to broaden the view point of participants have been widely used. In-
housing training programmes that combine problem solving and management
development are refered to as action learning. A principal goal of action learning
is to change the behaviour of participants. Action learning gives managers new
experience and seasoning. It has the advantages of breaking managers away

from their habitual relationships, routines and assumptions.

Identifying and Developing Management Talent

Selection of information can be used to identify and place new employees in
appropriate development programmes. Human resource development is
indirectly related to rewards. Generally, higher levels of educations and

gualifications are associated with high levels of pay.

Employees are recruited for his skilled working role that will require learning and
change. Therefore, employees are carefully selected as much for their ability to
learn as for their current repertoire of skills, once identified, employees become
worth investing in, although the form of this investment may be subtler than
simply having a large training budget. That is, learning becomes embedded into
workplace practice as an on going process. There is an emphasis on informal
learning and an appreciation of its value, which the managers regard as part of
their job and a responsibility on which they will be assessed. It is this
responsibility by the managers that produces an outcome of loyalty, flexibility,
quality and commitment. Not least of these outcomes is more formal human

relation development activity, such as training courses are likely to prove their
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value, but also the transfer of learning into the work place and altering the

nature of work itself and the relationship between managers and employees.

Employee Benefit

Employee benefit refers to reward received as part of an employment
relationship. Benefit is the centre piece of the employment relationship but
before we can fully understand the conceptual analysis of the place of benefit
within any human resource management model, it is first necessary to recall the
nature of the employment relationship. All benefit systems contain two elements

that are contrary to each other.

Firstly, Cooperation between workers and employers is an essential tool of the
employment relationship. If anything is to be produced, and is fostered through

the logic of financial gain for the worker.

Secondly, tension and conflict are engendered through the logic that makes the
‘buying’ of labour power the reward to one group is the cost to the other. The
absolute level of earning determines the standard of living and social well being
of the recipient, and will therefore be the most important consideration for most
employees. Employees constantly seek to maximize their reward or benefit
because of inflation and rising expectation. There are three (3) principal

objectives employee benefit:

1 Attract and retain sufficient and suitable employee
1 Maintain or improve levels of employee performance

1 Reward employees for effort, loyalty, experience and achievement.

There are two most significant factors that organizations need to have to attain
the above objectives namely:
1 The state of labour market.

1 The nature of their operations.
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For example, organizations operating in a competitive labour market find that
they have to pay a higher price for labour than those operating in a market

characterized by a labour surplus i.e. high employment.

Employees are paid directly based on time or energy commitment or a
combination of both. The basic wage is the irreducible minimum rate of pay. In
many organizations it is a basis on which earnings are built by the addition of
one or more of the other types of reward. For example, a basic wage for a
skilled machine operator may be N40 per hour, but the operators may receive
more because of additional incentives and overtime payment. A distinction is
usually made between salary and wages. Salaries and wages are paid for the

following reasons:

To fulfill legal obligation (minimum reason)

Obtaining a sufficient share of the relevant labour market (the competitive
reason)

To provide an incentive for employee (motivational reason)

To keep pace with inflation (cost of living).

The wage payment systems are:

An incentive scheme: This refers to bonus paid to all employees on the basis

of productivity achieved within the business as a whole.

Time rate system:Payments are made related to hours at work and not to effort.
The two most common forms of time rate system are the high day-rate and

measured day work.
Payment by result (PBR) systems: This system relates pay directly to our

effort; they are most applicable to manual operations involving repetitive task on

a short time cycle. Here an employee is paid on the basis of the number of items
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produced at an agreed rate per item. Companies regularly provide their
employees with certain fringe benefits which are financial benefits other than
wages, salaries etc. They also provide services such as health and safety
programs, which are very important. A fringe benefit makes up a sizable
percentage of a workers earning and an employer's cost. Other employee

benefits include:

Insurance Plans: Most businesses offer substantial protection for their
employees in the form of life and health insurance. A company negotiates a
group of insurance plans for its employee and pays all or most union contract

required, because it helps to attract and keep employees.

Unemployment Benefit: The social security act of 1925 provided for federal
State Corporation to ensure workers against unemployment. Employers, who
must pay a certain percentage of their total pay to the federal and state funds,
carry out the cost of this program. When a worker becomes unemployed for

reasons not related to performance, the worker is entitled to collect benefits.

Pension Plan:Nearly everyone who works regularly is eligible for social security
payments during retirement. This income is paid for the social security tax,
collected by the employer from employee’s wages as matched by an equal

contribution from the employer.

Other Fringe Benefits: This includes paid holidays sick pay, premium pay for
working overtime and paid vacations. Most of this is not common in our country.
Companies have various policies and as to how many days or year they
consider legitimate holidays, usually with a liberal policy on holiday emphasizes
this fact in its employment adverts but sick- day allowances also vary from

company to company to provide incentives for employees.
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Health and Safety Programs: There are means of reducing potential suffering
and keeping health and related losses to a minimum. Educating employees in
safety procedures, establishing and enforcing safety regulations and re-
designing work to minimize the potentials for death, injury or illness can do this.

4.3.7 Appraising Employee Performance

This compares an individual’s job performance against standards or objectives
developed for the employee position. If performance is high, the employee is
likely to be rewarded and if low, some corrective actions might be arranged to
bring the performance back in line with desired standards. Performance
appraisal replaces casual assessment with formal, systematic procedures.
Employee knows they are being evaluated and are told the criteria that will be
used in the cost of the appraisal. (Indeed knowledge that an appraisal is soon to
occur could motivate an employee to increase effort aimed at enhancing the
outcomes of the assessment). Specifically, appraisal is the analysis of the
employee’s past success and failure, and the assessment of their suitability for

promotion or further training.

The followings are the Advantages:

1 Appraisal monitors the feasibilities of target set by higher management,
who receive valuable feedback on problems encountered when
implementing policies. Thus, it creates a cheap and effective early
warning system within the organization’s management information

structures.
1 It enables bosses to learn about employees and the true nature of their

duties. Appraising helps a manager to remain in touch with the employees
in his/her department.
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4.3.7.1 Reasons for Performance Appraisal

There are variety of declared purposes for appraisal and the most usual
rationalization and justification for appraisal is to improve employee

performance. The reasons are:

Assess training and development needs

Help improve current performance

Review past performance

Assess future potential and promotion ability
Assist career planning decisions

Set performance objectives

= =4 4 A4 A - -2

Assess increases or new level in salary.

In many organizations appraisal will take place formally at predetermined
intervals and will involve a discussion or interview between a manager and
employee. The purpose of such discussion can be broadly categorized into- the
making of administrative decisions concerning pay, promotions and careers,
work responsibilities. And the improvement of performance through the
discussion of development needs, identifying training opportunities and the

planning of action.

Summary

Human resources are the most important assets of an organization and the
effect of management of human resources is the key determinants of
organization’s success. Human resources are much more difficult to manage
than material resources, partly because conflict often occurs between the
employers and employees’ which requires tactical and result oriented steps that
will result to peaceful co-existence between employer and employees for
industrial harmony to prevail which will pave the way for meaningful

development to take place. Management must recognize workers’ aspirations

68



and help in motivating them to encourage them to put in their effort for the goal

of the organization to be achieved more effectively and efficiently.

In this lecture, we have discussed the qualities of a personnel manager. We

have examined the scope of the personnel work with a clear exhibit of the

personnel management functions. It also examined the importance of motivation

of employees and some of the tools employed to get the employee perform

optimally.

Study Questions

1.
2.

N o o~

o

What do you understand by human resource management?

Identify and explain the various techniques for selection of employees?
Job rotation and job enlargement are simply attempts by managers to
control individuals at work’. Do you agree or disagree? Discuss.

What is the purpose of Performance Appraisal?

How do you match the right applicant with the right job?

What are the reasons for training of employees?

Discuss the role of labour management relations in achieving industrial
harmony.

Distinguish between job analysis and job design.

Why do you think recruitment and selection are so important to an

organization?
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5-0 LECTURE FIVE: LEADERSHIP

5.1 Introduction

Leaders emerge from within the structure of the informal organization. Their personal
gualities, the demands of the situation, or a combination of these and other factors
attract followers who accept their leadership within one or several overlay structures.
Instead of the authority of position held by an appointed head or chief, the emergent
leader wields influence or power. Influence is the ability of a person to gain co-operation
from others by means of persuasion or control over rewards. Power is a stronger form
of influence because it reflects a person's ability to enforce action through the control of
a means of punishment. This lecture will attempt to dwell on the concept of leadership
and various theories of leadership which guide the organisation to the path of growth
and development.

5.2 Learning Objectives
The objective of the study is to avail students with leadership qualities and styles

necessary for effective and efficient management.

53 Main Text:

5.3.1 Meaning of Leadership

Leadership is stated as the "process of social influence in which one person can enlist
the aid and support others in the accomplishment of a common task." Definitions more
inclusive of followers have also emerged. Alan Keith of Genentech stated that,
"Leadership is ultimately about creating a way for people to contribute to making
something extraordinary happen.” Tom DeMarco says that leadership needs to be

distinguished from posturing.

Leadership remains one of the most relevant aspects of the organizational context.
However, defining leadership has been challenging and definitions can vary depending
on the situation. According to Ann Marie E. McSwain, Assistant Professor at Lincoln

University, "leadership is about capacity: the capacity of leaders to listen and observe,
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to use their expertise as a starting point to encourage dialogue between all levels of
decision-making, to establish processes and transparency in decision-making, to
articulate their own value and visions clearly but not impose them. Leadership is about
setting and not just reacting to agendas, identifying problems, and initiating change that

makes for substantial improvement rather than managing change.”

5.3.2 Theories of leadership

5321 Trait Theory

The search for the characteristics or traits of leaders has been ongoing for centuries.
History's greatest philosophical writings from Plato's Republic to Plutarch's Lives have
explored the question of "What qualities distinguish an individual as a leader?"
Underlying this search was the early recognition of the importance of leadership and the
assumption that leadership is rooted in the characteristics that certain individuals
possess. This idea that leadership is based on individual attributes is known as the "trait
theory of leadership.”

This view of leadership, the trait theory, was explored at length in a number of works in
the previous century. Most notable are the writings of Thomas Carlyle and Francis
Galton, whose works have prompted decades of research. In Heroes and Hero Worship
(1841), Carlyle identified the talents, skills, and physical characteristics of men who rose
to power. In Galton's (1869) Hereditary Genius, he examined leadership qualities in the
families of powerful men. After showing that the numbers of eminent relatives dropped
off when moving from first degree to second degree relatives, Galton concluded that
leadership was inherited. In other words, leaders were born, not developed. Both of
these notable works lent great initial support for the notion that leadership is rooted in

characteristics of the leader.

For decades, this trait-based perspective dominated empirical and theoretical work in
leadership. Using early research techniques, researchers conducted over a hundred
studies proposing a number of characteristics that distinguished leaders from non-
leaders: intelligence, dominance, adaptability, persistence, integrity, socioeconomic

status, and self-confidence just to name a few.
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5.3.2.1.1 Current Criticisms of the Trait Theory
While the trait theory of leadership has certainly regained popularity, its reemergence
has not been accompanied by a corresponding increase in sophisticated conceptual
frameworks.Specifically, Zaccaro (2007) noted that trait theories still:
1 Focus on a small set of individual attributes such as Big Five personality traits, to
the neglect of cognitive abilities, motives, values, social skills, expertise, and

problem-solving skills
1 Fail to consider patterns or integrations of multiple attributes

1 Do not distinguish between those leader attributes that are generally not
malleable over time and those that are shaped by, and bound to, situational

influences

1 Do not consider how stable leader attributes account for the behavioral diversity
necessary for effective leadership

5.3.2.2 Behavioral and style theories

In response to the early criticisms of the trait approach, theorists began to research
leadership as a set of behaviors, evaluating the behavior of 'successful' leaders,
determining a behavior taxonomy and identifying broad leadership styles. David
McClelland, for example, Leadership takes a strong personality with a well developed
positive ego. Not so much as a pattern of motives, but a set of traits is crucial. To lead;

self-confidence and a high self-esteem is useful, perhaps even essential.

Kurt Lewin, Ronald Lipitt, and Ralph White developed in 1939 the seminal work on the
influence of leadership styles and performance. The researchers evaluated the
performance of groups of eleven-year-old boys under different types of work climate. In
each, the leader exercised his influence regarding the type of group decision making,
praise and criticism (feedback), and the management of the group tasks (project
management) according to three styles: (1) authoritarian, (2) democratic and (3) laissez-
faire. Authoritarian climates were characterized by leaders who make decisions alone,

demand strict compliance to his orders, and dictate each step taken; future steps were

73



uncertain to a large degree. The leader is not necessarily hostile but is aloof from
participation in work and commonly offers personal praise and criticism for the work
done. Democratic climates were characterized by collective decision processes,
assisted by the leader. Before accomplishing tasks, perspectives are gained from group
discussion and technical advice from a leader. Members are given choices and
collectively decide the division of labor. Praise and criticism in such an environment are
objective, fact minded and given by a group member without necessarily having
participated extensively in the actual work. Laissez faire climates gave freedom to the
group for policy determination without any participation from the leader. The leader
remains uninvolved in work decisions unless asked, does not participate in the division
of labor, and very infrequently gives praise. The results seemed to confirm that the

democratic climate was preferred.

The managerial grid model is also based on a behavioral theory. The model was
developed by Robert Blake and Jane Mouton in 1964 and suggests five different
leadership styles, based on the leaders' concern for people and their concern for goal

achievement.

B.F. Skinner is the father of Behavior Modification and developed the concept of
positive reinforcement. Positive reinforcement occurs when a positive stimulus is
presented in response to a behavior, increasing the likelihood of that behavior in the
future. The following is an example of how positive reinforcement can be used in a
business setting. Assume praise is a positive reinforcer for a particular employee. This
employee does not show up to work on time every day. The manager of this employee
decides to praise the employee for showing up on time every day the employee actually
shows up to work on time. As a result, the employee comes to work on time more often
because the employee likes to be praised. In this example, praise (i.e. stimulus) is a
positive reinforcer for this employee because the employee arrives (i.e. behavior) to

work on time more frequently after being praised for showing up to work on time.
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The use of positive reinforcement is a successful and growing technique used by
leaders to motivate and attain desired behaviors from subordinates. Organizations such
as Frito-Lay, 3M, B.F. Goodrich, Michigan Bell, and Emery Air Freight have all used
reinforcement to increase productivity. Empirical research covering the last 20 years
suggests that reinforcement theory has a 17 percent increase in performance.
Additionally, many reinforcement techniques such as the use of praise are inexpensive,

providing higher performance for lower costs.

5.3.2.3 Situational and contingency theories

5.3.2.3.1 Situational theory also appeared as a reaction to the trait theory of
leadership. Social scientists argued that history was more than the result of intervention
of great men as Carlyle suggested. Herbert Spencer (1884) said that the times produce
the person and not the other way around. This theory assumes that different situations
call for different characteristics; according to this group of theories, no single optimal
psychographic profile of a leader exists. According to the theory, "what an individual
actually does when acting as a leader is in large part dependent upon characteristics of

the situation in which he functions."

Some theorists started to synthesize the trait and situational approaches. Building upon
the research of Lewin et al., academics began to normalize the descriptive models of
leadership climates, defining three leadership styles and identifying which situations
each style works better in. The authoritarian leadership style, for example, is approved
in periods of crisis but fails to win the "hearts and minds" of their followers in the day-to-
day management; the democratic leadership style is more adequate in situations that
require consensus building; finally, the laissez faire leadership style is appreciated by
the degree of freedom it provides, but as the leader does not "take charge”, he can be
perceived as a failure in protracted or thorny organizational problems. Thus, theorists
defined the style of leadership as contingent to the situation, which is sometimes,

classified as contingency theory. Four contingency leadership theories appear more
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prominently in the recent years: Fiedler contingency model, Vroom-Yetton decision

model, the path-goal theory, and the Hersey-Blanchard situational theory.

5.3.2.3.2 The Fiedler contingency model bases the leader's effectiveness on what
Fred Fiedler called situational contingency. This results from the interaction of
leadership style and situational favorableness (later called "situational control”). The
theory defined two types of leader: those who tend to accomplish the task by developing
good-relationships with the group (relationship-oriented), and those who have as their
prime concern carrying out the task itself (task-oriented). According to Fiedler, there is
no ideal leader. Both task-oriented and relationship-oriented leaders can be effective if
their leadership orientation fits the situation. When there is a good leader-member
relation, a highly structured task, and high leader position power, the situation is
considered a "favorable situation". Fiedler found that task-oriented leaders are more
effective in extremely favourable or unfavourable situations, whereas relationship-

oriented leaders perform best in situations with intermediate favourability.

Victor Vroom, in collaboration with Phillip Yetton (1973) and later with Arthur Jago
(1988), developed a taxonomy for describing leadership situations, taxonomy that was
used in a normative decision model where leadership styles were connected to
situational variables, defining which approach was more suitable to which situation.[38]
This approach was novel because it supported the idea that the same manager could
rely on different group decision making approaches depending on the attributes of each

situation. This model was later referred as situational contingency theory.

5.3.24 The path-goal theory of leadership was developed by Robert House
(1971) and was based on the expectancy theory of Victor Vroom. According to House,
the essence of the theory is "the meta proposition that leaders, to be effective, engage
in behaviors that complement subordinates' environments and abilities in a manner that
compensates for deficiencies and is instrumental to subordinate satisfaction and
individual and work unit performance. The theory identifies four leader behaviors,

achievement-oriented, directive, participative, and supportive, that is contingent to the
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environment factors and follower characteristics. In contrast to the Fiedler contingency
model, the path-goal model states that the four leadership behaviors are fluid, and that
leaders can adopt any of the four depending on what the situation demands. The path-
goal model can be classified both as a contingency theory, as it depends on the
circumstances, but also as a transactional leadership theory, as the theory emphasizes

the reciprocity behavior between the leader and the followers.

The situational leadership model proposed by Hersey and Blanchard suggests four
leadership-styles and four levels of follower-development. For effectiveness, the model
posits that the leadership-style must match the appropriate level of followership-
development. In this model, leadership behavior becomes a function not only of the
characteristics of the leader, but of the characteristics of followers as well.

5.3.2.5 Functional theory

Functional leadership theory (Hackman & Walton, 1986; McGrath, 1962) is a particularly
useful theory for addressing specific leader behaviors expected to contribute to
organizational or unit effectiveness. This theory argues that the leader's main job is to
see that whatever is necessary to group needs is taken care of; thus, a leader can be
said to have done their job well when they have contributed to group effectiveness and
cohesion (Fleishman et al., 1991; Hackman & Wageman, 2005; Hackman & Walton,
1986). While functional leadership theory has most often been applied to team
leadership (Zaccaro, Rittman, & Marks, 2001), it has also been effectively applied to
broader organizational leadership as well (Zaccaro, 2001). In summarizing literature on
functional leadership (see Kozlowski et al. (1996), Zaccaro et al. (2001), Hackman and
Walton (1986), Hackman & Wageman (2005), Morgeson (2005)), Klein, Zeigert, Knight,
and Xiao (2006) observed five broad functions a leader performs when promoting

organization’s effectiveness. These functions include:
(1) Environmental monitoring,

(2) Organizing subordinate activities,

(3) Teaching and coaching subordinates,
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(4) Motivating others, and

(5) Intervening actively in the group's work.

A variety of leadership behaviors are expected to facilitate these functions. In initial work
identifying leader behavior, Fleishman (1953) observed that subordinates perceived
their supervisors' behavior in terms of two broad categories referred to as consideration
and initiating structure. Consideration includes behavior involved in fostering effective
relationships. Examples of such behavior would include showing concern for a
subordinate or acting in a supportive manner towards others. Initiating structure involves
the actions of the leader focused specifically on task accomplishment. This could
include role clarification, setting performance standards, and holding subordinates
accountable to those standards.

5.3.2.6 Transactional and transformational theories

The transactional leader (Burns, 1978) is given power to perform certain tasks and
reward or punish for the team's performance. It gives the opportunity to the manager to
lead the group and the group agrees to follow his lead to accomplish a predetermined
goal in exchange for something else. Power is given to the leader to evaluate, correct
and train subordinates when productivity is not up to the desired level and reward
effectiveness when expected outcome is reached.

Thetransformational leader (Burns, 1978) motivates its team to be effective and
efficient. Communication is the base for goal achievement focusing the group on the
final desired outcome or goal attainment. This leader is highly visible and uses chain of
command to get the job done. Transformational leaders focus on the big picture,
needing to be surrounded by people who take care of the details. The leader is always

looking for ideas that move the organization to reach the company's vision.
5.3.2.7 Neo-emergent theory

The Neo-emergent leadership theory (from the Oxford school of leadership) espouses

that leadership is created through the emergence of information by the leader or other
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stakeholders, not through the true actions of the leader himself. In other words, the
reproduction of information or stories, form the basis of the perception of leadership by
the majority. It is well known that the great naval hero Lord Nelson often wrote his own
versions of battles he was involved in, so that when he arrived home in England he
would receive a true hero's welcome. In modern society, the press, blogs and other
sources report their own views of a leader, which may be based on reality, but may also
be based on a political command, a payment, or an inherent interest of the author,
media or leader. Therefore, it can be contended that the perception of all leaders is

created and in fact does not reflect their true leadership qualities at all.

5.3.2.8 Environmental leadership theory

The Environmental leadership model (Carmazzi) describes leadership from a Group
dynamics perspective incorporating group psychology and self awareness to nurture
"Environments” that promote self sustaining group leadership based on personal
emotional gratification from the activities of the group. The Environmental Leader
creates the psychological structure by which employees can find and attain this

gratification through work or activity.

It stems from the idea that each individual has various environments that bring out
different facets from their own Identity, and each facet is driven by emotionally charged
perceptions within each environment... The Environmental Leader creates a platform
through education and awareness where individuals fill each others emotional needs
and become more conscious of when and how they affect personal and team emotional
gratifications. This is accomplished by knowing why people "react” to their environment

instead of act intelligently.

"Environmental Leadership is not about changing the mindset of the group or individual,
but in the cultivation of an environment that brings out the best and inspires the
individuals in that group. It is not the ability to influence others to do something they are
not committed to, but rather to nurture a culture that motivates and even excites

individuals to do what is required for the benefit of all. It is not carrying others to the end
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result, but setting the surrounding for developing qualities in them to so they may carry

each other." Carmazzi

The role of an Environmental Leader is to instill passion and direction to a group and the
dynamics of that group. This leader implements a psychological support system within a

group that fills the emotional and developmental needs of the group.

5.3.3 Leadership styles
Leadership style refers to a leader's behaviour. It is the result of the philosophy,

personality and experience of the leader.

5.3.3.1 Kurt Lewin's Leadership styles
1 Autocratic
1 Participative

M Laissez-Faire

Autocratic or Authoritarian Leaders

Under the autocratic leadership style, all decision-making powers are centralized in the
leader, as with dictator leaders. They do not entertain any suggestions or initiatives from
subordinates. The autocratic management has been successful as it provides strong
motivation to the manager. It permits quick decision-making, as only one person
decides for the whole group and keeps each decision to them until they feel it is needed

by the rest of the group.

Participative or Democratic Leaders

The democratic leadership style favors decision-making by the group as shown, such as
leader gives instruction after consulting the group. They can win the cooperation of their
group and can motivate them effectively and positively. The decisions of the democratic
leader are not unilateral as with the autocrat because they arise from consultation with

the group members and participation by them.
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Laissez-Faire or Free Rein Leaders

The phrase is French and literally means "let do", but, in a leadership context, can be
roughly translated as "free rein". A free rein leader does not lead, but leaves the group
entirely to itself as shown; such a leader allows maximum freedom to subordinates, i.e.,

they are given a free hand in deciding their own policies and methods.

Different situations call for different leadership styles. In an emergency when there is
little time to converge on an agreement and where a designated authority has
significantly more experience or expertise than the rest of the team, an autocratic
leadership style may be most effective; however, in a highly motivated and aligned team
with a homogeneous level of expertise, a more democratic or laissez-faire style may be
more effective. The style adopted should be the one that most effectively achieves the

objectives of the group while balancing the interests of its individual members.

5.3.4 Leadership in organizations

An organization that is established as an instrument or means for achieving defined
objectives has been referred to as a formal organization. Its design specifies how goals
are subdivided and reflected in subdivisions of the organization. Divisions, departments,
sections, positions, jobs, and tasks make up this work structure. Thus, the formal
organization is expected to behave impersonally in regard to relationships with clients or
with its members. According to Weber's definition, entry and subsequent advancement
is by merit or seniority. Each employee receives a salary and enjoys a degree of tenure
that safeguards her/him from the arbitrary influence of superiors or of powerful clients.
The higher his position in the hierarchy, the greater his presumed expertise in
adjudicating problems that may arise in the course of the work carried out at lower
levels of the organization. It is this bureaucratic structure that forms the basis for the
appointment of heads or chiefs of administrative subdivisions in the organization and

endows them with the authority attached to their position.

In contrast to the appointed head or chief of an administrative unit, a leader emerges

within the context of the informal organization that underlies the formal structure. The
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informal organization expresses the personal objectives and goals of the individual
membership. Their objectives and goals may or may not coincide with those of the
formal organization. The informal organization represents an extension of the social
structures that generally characterize human life- the spontaneous emergence of

groups and organizations as ends in themselves.

In prehistoric times, humanity was preoccupied with personal security, maintenance,
protection, and survival. Now humanity spends a major portion of waking hours working
for organizations. Her/His need to identify with a community that provides security,
protection, maintenance, and a feeling of belonging continues unchanged from
prehistoric times. This need is met by the informal organization and its emergent, or
unofficial, leaders.

Leaders emerge from within the structure of the informal organization. Their personal
gualities, the demands of the situation, or a combination of these and other factors
attract followers who accept their leadership within one or several overlay structures.
Instead of the authority of position held by an appointed head or chief, the emergent
leader wields influence or power. Influence is the ability of a person to gain co-operation
from others by means of persuasion or control over rewards. Power is a stronger form
of influence because it reflects a person's ability to enforce action through the control of

a means of punishment.

A leader is a person who influences a group of people towards a specific result. It is not
dependent on title or formal authority. (elevos, paraphrased from Leaders, Bennis, and
Leadership Presence, Halpern & Lubar). Leaders are recognized by their capacity for
caring for others, clear communication, and a commitment to persist. An individual who
is appointed to a managerial position has the right to command and enforce obedience
by virtue of the authority of his position. However, she or he must possess adequate
personal attributes to match his authority, because authority is only potentially available
to him. In the absence of sufficient personal competence, a manager may be confronted

by an emergent leader who can challenge her/his role in the organization and reduce it

82



to that of a figurehead. However, only authority of position has the backing of formal
sanctions. It follows that whoever wields personal influence and power can legitimize
this only by gaining a formal position in the hierarchy, with commensurate authority.
Leadership can be defined as one's ability to get others to willingly follow. Every

organization needs leaders at every level.

5.3.5 Leadership versus Management

Over the years the philosophical terminology of "management" and "leadership” have, in
the organizational context, been used both as synonyms and with clearly differentiated
meanings. Debate is fairly common about whether the use of these terms should be
restricted, and generally reflects an awareness of the distinction made by Burns (1978)
between "transactional” leadership (characterized by e.g. emphasis on procedures,
contingent reward, management by exception) and "transformational” leadership

(characterized by e.g. charisma, personal relationships, creativity).

Summary

The lecture provided us with the knowledge of various leadership qualities and styles in

today’s emerging businesses.

Study Questions
1. How do you support the assertions that Leaders are made not born?
2. ldentify and explain the various leadership theories known to you.

3. Discuss the various leadership styles that can be adopted in an organization.
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UNIT TWO: ENTREPRENEURSHIP

6.0 LECTURE SIX: ENTREPRENEURSHIP

6.1 Introduction

Entrepreneurship was emerging as an academic field of study when Karl Vesper
founded an interest group within the Academy of Management’s (AoM) Business Policy
and Strategy division in 1974. Five years later, David Birch (1979) reported that small
enterprises created about 90 percent of all new jobs, and thereby highlighted
entrepreneurship as the engine of growth in the economy. In 1987, entrepreneurship
finally became a separate division of the AoM (Meyer et al.,, 2002). At present,
entrepreneurship is acknowledged as one of the major driving forces of the economy of
every modern society (Brock & Evans, 1989; Carree & Thurik, 2000) and is considered
as the instrument to cope with the new competitive landscape and its enormous speed
of changes (Hitt & Reed, 2000).

Entrepreneurship entails far more than starting up a new venture (Stevenson & Jarillo,
1990). It can also take place in established organizations where renewal and innovation
are a major goal (Sharma & Chrisman, 1999). Entrepreneurial behaviour can
accordingly be found in all kinds of enterprises, regardless of their size, age or profit-
orientation (Kraus, Fink, RORBI, & Jensen, 2007). Entrepreneurship describes the
process of value creation through the identification and exploitation of opportunities, e.g.
through developing new products, seeking new markets, or both (Lumpkin, Shrader, &
Hills, 1998; Shane & Venkataraman, 2000; McCline, Bhat, & Baj, 2000). It focuses on
innovation by identifying market opportunities and by building a unique set of resources
through which the opportunities can be exploited, and is usually connected with growth
(Ireland et al., 2001; Davidsson, Delmar, & Wiklund, 2002). Reynolds et al. (1999) e.g.
proposed that 15 percent of the highest growth enterprises created 94 percent of all
new jobs. One of the key challenges for entrepreneurs is to deal with the strategic
changes required with the growth of their enterprise (Thompson, 19999). Many scholars

have thus decided to separate (growth-oriented) entrepreneurship from small business
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management (i.e. mom and pop enterprises or lifestyle businesses), describing growth

as “the essence of entrepreneurship” (Sexton & Smilor, 1997, p. 97).

Entrepreneurial enterprises identify and exploit opportunities that their competitors have
not yet observed or have underexploited. An appropriate set of resources is required to
exploit entrepreneurial opportunities with the greatest potential returns (Hitt et al., 2002).
An entrepreneurial enterprise’s resources are often intangible, such as unique
knowledge or proprietary technology. According to Ireland et al. (2001), entrepreneurial
behaviour arises through the “...concentration on innovative, proactive, and risk-taking
behaviour” (p. 51). In real business life, though, there is not yet a cogent, direct treatise
to formally recognize entrepreneurial behaviour as a new “dominant logic” in enterprises
(Meyer & Heppard, 2000).

Thus entrepreneurship is relevant to the survival of any nation as it helps strengthen the
country’s economies through the creation of jobs. It is in view of this that the lecture will
explore on areas that will help build capacities of Nigerian interested in going into

businesses or becoming self employed.

6.2 Learning Objectives

The objective of the lecture is to provide students with the general understanding of
entrepreneurship functions and the necessary skills for running a successful business
enterprise, as well as to help determine the Characteristics of Entrepreneurship in a
developing country like Nigeria. Process and benefits of entrepreneurship as a valuable
asset for an intellectual property will also be discussed in the course of the lecture.

6.3 Main Text:
6.3.1 Definition of an Entrepreneur
The concept of entrepreneurship was first established in the 1700s, and the meaning

has evolved ever since. Many simply equate it with starting one’s own business. Most

economists believe it is more than that. To some economists, the entrepreneur is one

86



who is willing to bear the risk of a new venture if there is a significant chance for profit.
Others emphasize the entrepreneur’s role as an innovator who markets his innovation.
Still other economists say that entrepreneurs develop new goods or processes that the

market demands and are not currently being supplied.

In spite of all efforts, a concise and universally accepted definition of
entrepreneur/entrepreneurship has not yet emerged. However, Robert Kiyosaki defined
an entrepreneur as “Someone that sees an opportunity put together a team and build a
business that profit from the opportunity”. According to him a trades man or craft man is
someone who can produce a product or provides a service primarily by himself while an
entrepreneur builds a team that takes on product no one individual can do on his or her
own. Thus, an entrepreneur creates employment for people having pulled them together

from different disciplines for achieving a common goal which is profit.

In the 20th century, economist Joseph Schumpeter (1950) focused on how the
entrepreneur’s drive for innovation and improvement creates upheaval and change.
Schumpeter viewed entrepreneurship as a force of “creative destruction.” The
entrepreneur carries out “new combinations,” thereby helping render old industries
obsolete. Established ways of doing business are destroyed by the creation of new and

better ways to do them.

Business expert Peter Drucker (2005) took this idea further, describing the entrepreneur
as someone who actually searches for change, responds to it, and exploits change as
an opportunity. A quick look at changes in communications—from typewriters to

personal computers to the Internet—illustrates these ideas.

According to Bolton and Thompson, an entrepreneur is “a person who habitually creates
and innovates to build something of recognized value around perceived opportunities”.
A person could be a group of people, a team or even an organization while habitually

emphasizes an important characteristic of an entrepreneur that distinguishes
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themselves from business owner. They emphasize the fact that an entrepreneur starts

from the scratch and brings into being something that was not there before.

While Entrepreneurship has been defined by Hisrich and Peters (2003) as the process
of creating something new, by devoting necessary time, effort, and assuming the
accompanying financial, psychological and social risks and receiving the rewards of
monetary and personal satisfaction and independence. This definition stresses four
basic aspects of entrepreneurs regardless of the field. Notably, the creation to have
value to the entrepreneur, and value to the audience on which to be developed.
Secondly, entrepreneurship requires the devotion of time and effort. Assuming risk is
the third aspect of entrepreneurship and the final part of this definition involves the
reward of being an entrepreneur which is simply independence and personal

satisfaction.

In the same view, entrepreneurship can be defined as the willingness and ability of an
individual to seek out investment opportunities in an environment and be able to

establish and run an enterprise successfully based on the identified opportunities.

From our definitions above it could be seen that entrepreneurs/entrepreneurship are key
factors in enforcing economic development, job creation and social inclusion and a
catalyst for urban regenerations in deprived areas, though the definitions above are

based on managerial perspectives.

6.3.3Characteristics and Qualities of an Entrepreneur

Entrepreneurs are action oriented, highly motivated individuals who take risks to
achieve goals. Research has shown that there are certain personal characteristics and
qualities of successful entrepreneurs. Some of this identified traits according to “Park”

and some other notable scholars include:

1. Need for Achievement: McClelland worked on the need for achievement and was

able to identify 3 psychological characteristics of entrepreneurs.
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1 Individual responsibilities for solving problems, setting goals and reaching the
goals through his effort.

9 Moderate risk taking as a function of skill not chance.

1 Knowledge of result of decision/task accomplishment since he is result oriented, he

must always set clear and measurable goals.

An entrepreneur always set goals that are highly challenging, difficult and realistic. Most
importantly the entrepreneur should define the goal he sets for himself in terms of
resources, time frame and measurement. Whybrow (2002) comments that extra
ordinary enthusiasm and confidence of the condition are found honest with natural
talent for leadership or the creative — such state can become the engine of

achievement. Most entrepreneurs are driving in this way.

2. Self Confidence: One of the most important characteristics of entrepreneur is self
confidence. He believes in himself and not on others. The entrepreneur believes in his
ability to achieve the goals he has set for himself even if difficulties or obstacles come
his way in achieving his goals. He considers these obstacles as challenges that must be

faced squarely and conquered.

3. Leadership: Entrepreneurs are good leaders who greatly inspire people and by so
doing earn high loyalty. Great leaders inspire people to do things, they would never
have thought of on their own. They assert a lot of influence among their workers. A
good leader brings out the best in his followers resulting in a major growth in the
organizations’ success. Entrepreneurs are charismatic leaders who emphasize symbolic
leadership behaviour, visionary and inspirational messages, non-verbal communication,
appeal ideological values, intellectual stimulation of followers, and display of confidence
in self and followers, leader's expectation for followers, self sacrifice and for

performance beyond the call of duty.

4. Initiative: An entrepreneur is an individual who actually seeks and takes initiative.

He is original, skillful gifted, resourceful and quick to embrace opportunities, he matches
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intuition with action — He does not wait for people to take decisions. Personal initiative is
a Behavioural syndrome resulting in an individual taking active and self starting

approach to work and going beyond what is formally required in a given job.

Initiative is a personal ability of starting an action. It involves being able to act without
prompting, create and innovate ideas, issues without external influence, etc.Good
entrepreneurs observe, feel and react more specifically; the following aspects

characterize personal initiative:

Consistence with the organizational mission

To have a long term focus

To be goal directed and action oriented

To be persistent in the face of barriers and set backs

To be self starting and proactive

= =4 4 A4 A -

Risk taking

5. Risk Taking: Risk taking whether financial, social psychological is an integral part
of entrepreneurial characteristics. An entrepreneur ought not to be a risk averse or risk
neutral but rather a risk lover. Before an entrepreneur ventures into any product, he tries
to calculate the risk involved. After considering the risk involved, he weighs his personal
capability (talent, skills, abilities, technological know-how) against the risk. If his
personal capabilities cannot counter the risk identified, the venture is a high-risk venture
to the entrepreneur. It should be noted that there is a trade off between risk and return;
therefore the level of risk must be commensurate with the level of return such a risk is

calculated which can be taken by an entrepreneur.
Finally, an entrepreneur is not afraid of failure once he has made up his mind on the

degree of risk to accommodate. He takes full responsibility on the outcomes. Risk taking

by the entrepreneur is also enhanced by self confidence.
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6. Future Oriented: An entrepreneur is someone who is future oriented. He has
foresights and also perceptions. He is not interested in establishing an organization that
will collapse in few years of operation, but establishes an organization that will give him
an everlasting support, though he may start small (sole proprietor) and eventually
becomes a limited liability company in future. An entrepreneur therefore makes a plan

for long time project and works towards goals that are quite distant.

7. Personal Responsibility: entrepreneur accepts full responsibility for the general
operation and success of his organization. An entrepreneur is one who makes up his
mind on an issue, takes a stand and accepts full responsibility for the success or failure
of his actions. Taking personal responsibility for whatever action taken decreases his
dependence on others. A person who takes personal responsibility for his action

assumes control for his own decisions and will be willing to stand b y his actions.

8. Perseverance: This is the ability to continuously be focused towards ones goal,
despite all odds and failure. In-fact, ones ability to surmount obstacles, hardship,
oppositions and failures and still succeed makes him an entrepreneur. Entrepreneurs do
not give up, success most of the times is attained by those who refuse to take the
defeat as final. In-fact no success story is complete without some level of woeful

experience.

9. Attitude: An entrepreneur must have positive mental attitude. He is usually warm to
people, exhibiting good disposition to win friendship. Entrepreneurs are generally very

receptive, optimistic and never pessimistic.

10.Drive and Energy: An entrepreneur is a person who exhibits a high level of drive
and energy. In managing the enterprise, he must have the ability to work for long hours
and for several days with very few hours of rest or sleep. An entrepreneur needs a lot of
energy both physically and mentally to be able to carryout one’s goal. Lack of energy
makes one lazy, ineffective, and weak, this could even result in falling or ill health.

Entrepreneurs in their bid to remain healthy and energetic, employ different stress
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reduction techniques especially the muscle relaxation, bio-feedback, cognitive

restructuring techniques.

11.Self Discipline: Good entrepreneurs are self disciplined. They subject themselves
to rules and laws in order to achieve their ultimate goals in life. Self discipline is the
ability to positively respond to the demand of life with the confidence of laid down laws.
You cannot be a successful entrepreneur if you don’t subject yourself to the natural and
constituted set of laws that guide your actions. It takes responsibility and self discipline
to a life dignity. There is absolutely not greatness without self discipline. Self discipline
is the subjecting of mind, emotion desire, appetite and over all behaviour to the training

and scrutiny of propriety.

12.Decisiveness: Entrepreneurs usually respond promptly and accurately each time
decisions are to be made. Decision is a judgment which can be done either with an
aided analytic or an unaided analytic device, which ever way it is done, it requires sound
knowledge ability and invitation by the maker, the problem of indecisiveness can be
dangerous to a business initiator. It is better to take a wrong decision than not taking
any decision as you will learn from your wrong decision when next time you are
supposed to take another decision; besides, not taking decision at all is equally a

decision which is misdirected.

13.Internal Locus of Control: It is a term used by psychologists to describe the extent
to which people feel that they are in control of what happens in their lives. People with
an internal way of control see themselves as being in control and believe that their own
action can dictate events which of course it is typical of an entrepreneur. Those with
external locus of control believe that their lives are controlled by external things such as
fate and luck or the actions of others. Entrepreneurs believe in their ability, they
determine their situations and base their actions and decisions on judgment not luck.

They also maintain a high level of emotional stability in the face of difficulties.
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All or most of these characteristics and qualities are interrelated. An individual that is
confident of himself will be willing to take the risk and he is likely to accept responsibility
for his action whether it is favourable or not. Important to note, it does not mean that an
entrepreneur must posses all the characteristics and qualities above before he can be
successful. He may not posses all the characteristics and qualities but the more he has,

the greater the chances of being successful.

6.3.3Characteristics of Entrepreneurship in Developing Economies
The followings are the peculiar unique characteristics of entrepreneurship in developing

economies like Nigeria:

Sole Proprietorship: Most of the enterprises are operated as sole proprietorship.

Hence the advantages of Limited Liability Company are ignored.

Small Scale Operation: Entrepreneurship in developing economies is relatively small
scale enterprise. These enterprises concentrate on activities which require limited
amount of capital and technical know — how. The small size emanates from the fact that
most of the businesses were started with personal savings and depend almost solely on

profit for further expansion.

Poor Accounting System: Entrepreneurship in developing economies is characterized
by aversion to record keeping and maintenance of simple accounts. When books are

kept, they are hardly used for decision making and control.

Urban Concentration: This is due to inadequate facilities in the rural areas. Hence

development is concentrated in the states capital ignoring other areas.

Poor Management: The managerial skills and techniques are generally poor as the
control of the enterprises revolves within the family. Competent, capable and
experienced hands are difficult to get as their services cannot be maintained due to

poor funding.
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Inefficiency: Inefficiency is present initially in all the facts of the enterprises plant
layout, supervision, purchasing, utilization of raw materials, production planning and

control etc.

Lack of Succession Plan: Succession plan is not well defined; hence the business

collapses with the demise of the entrepreneur.

6.3.4 Functions of Entrepreneurship

Entrepreneurship involves the organizing, managing and assumption of risks associated
with self-employment and the operation of a business or enterprise. Entrepreneurship is
a prime source of innovation, a large generator of employment and features prominently
in government and economic policies. The following are the identified entrepreneurship

functions:

Identification of Business Opportunities: The traditional function of entrepreneurship
is the identification of investment opportunities. This consists of understanding the
needs and wants of potential consumers which constitutes investment opportunity only

when the potential demand arising from such needs and wants are large.

Selection of Opportunities: Another function is decision making on the business
opportunity to exploit. The entrepreneur may use a number of criteria to evaluate the
alternate projects in taking the decision. These include the relative profitability of the
projects, personal interest and desire of the entrepreneur, the availability of resources
etc.

Decision on the form of Entrepreneur: the type of form of business enterprise the
entrepreneur decides on depends on his personal interest and desires. Factors such as
procedures of starting the business, legal requirements, availability of capital, risk of the

entrepreneur etc are considered.
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Combination of Factors Resources: The quality and quantity of the resources utilized
in the business enterprise play a crucial role in the survival, growth and continuation of
this enterprise as a going concern. The entrepreneur must, therefore, carefully select
and form a wonderful combination in terms of man, money material and machine

towards the effective realization of the goals and objectives of the enterprise.

Allocation of Resources: The way resources are allocated greatly affects the
performance of the enterprise. Hence the entrepreneur should be a good resource
allocator, putting necessary resources in the area where it is important for effectiveness

and efficiency.

Planning and Control: The entrepreneur must be a good tactical and strategic planner
in order to survive in the turbulent and highly dynamic business landscape. Effective
planning and control are the basic ingredients for the survival and growth of the

business enterprise.

Business Management: This involves determination of the task necessary to achieve
the goals, effective allocation of resources, coordination of activities, and motivation of

personnel.

Risk Bearing: The reward for entrepreneurship is profit or loss which emanates as a
result of risk bearing - high risk, high return. Hence the entrepreneur is a high risk
bearer. He bears the unsystematic (e.g. overall market risk) and systematic risks
(diversifiable or avoidable risks)

Marketing: marketing should be consumer oriented. As all successful enterprises and
embracing the marketing concept, the entrepreneur should at all times position and

continually reposition the enterprise for effectiveness and efficiency.

Innovation: Innovation includes new products and new techniques of production, the

upgrading of the quality of labour force and improvement in the quality of management.
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In effect, an entrepreneur should be seen as a change agent, a catalyst that is highly

innovative both in thought and action.

6.3.5 Entrepreneurship and Economic Development

Entrepreneurs are most likely to start an enterprise than they are to be involved in their
continuous operation; entrepreneurship has been singled out as the scarcest resource
in developing countries, this implies that economic development will progress much
faster if its supply were greater but same cannot be said for any other scarce economic

resource.

Economic Development is centered on good entrepreneurship because it is the arrow
head of all operations, having a perfect knowledge of the best combination of scarce
resources employable to yield optimum results, which in turn facilitates economic
development. The scarcity of the enterprise has greatly hampered the development of
economies of the third world countries. The evolution of entrepreneurship can be
characterized as follows: at an early stage of development, its function, organizing
production include assembling materials and labour, capital provision, risk bearing
management and possibly innovation. At a later stage, they become conscious of the
industry as a whole and interested in its technical progress, their share of output, their
standing.

6.3.5.1 Benefits of Entrepreneurship
Stoner and Freeman (1992) said that entrepreneurship has at least four benefits for
society. These are:

i. It creates new technologies, products and services; Entrepreneurship helps to create
creativity and innovation in the society. Creativity is defined as the generation of a new
idea and innovation as the translation of a new idea into a new company, a new
technology, a new product, or a new service. The consequence of the association
between entrepreneurship and environmental change is the role that entrepreneurs play

in promoting innovative technologies, products and services. Many people who have
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developed new technologies, products and services were at one time or the other
employees of certain organizations. Sometimes one entrepreneurial innovation gives
rise to many others. Therefore entrepreneurship helps to create new technologies,
products & services.

ii. It changes and rejuvenates market competition; entrepreneurs stir up the waters of
competition in the local and international market place. Because entrepreneurs see
environmental changes as an opportunity and use the factors of production produce
new goods and services, they are called agents of change in a market economy.
Entrepreneurship therefore makes people to think about the competitiveness of their

business.

iii. It increases productivity: productivity refers to the ability to produce more goods and
services with less labour and other inputs. It is a measure of how well an operation’s
system functions and an indicator of the efficiency and competitiveness of a single firm
or department. Higher productivity is chiefly a matter of improving production techniques
and this task is the entrepreneurial function par excellence. Two keys to higher
productivity are research and development and investment in new plant and machinery.
Another important influence in productivity growth is macroeconomic policy and
government relation. Macroeconomic policies are decisions concerning such factors as
taxation, development costs, spending and money creation and other external factors
that might affect the development of new product. In this respect entrepreneurs are
important because they help contain the negative impacts of regulations and thus
increase productivity.

iv. It fosters economic growth and developments, economic development means more
than economic growth, and therefore, a clear understanding of the term economic
development, the meaning of economic growth must be known. Economic growth is
usually defined as the rate of expansion of the national income or total volume of

production of goods and services of country.
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Economic development refers to an increase or expansion of the national income total
volume of production of good and services of a country accompanied by improvement
in the social, political and economic lives of the people inhabiting in that country.
Development has to increase steadily and it is usually planned through economic
planning. Entrepreneurship therefore encourages the production of more goods and
services it also helps in providing new jobs and infrastructural facilities. Therefore,

entrepreneurship fosters economic growth and development in the society.

6.3.6 The Entrepreneurship Process
The entrepreneur passes through certain stages in the process of setting up and

development of business. The stages are discussed briefly below.

Monitoring of Environmental Changes: This is the first stage in the process of setting
up and development of business. Changes in the environment create needs for

substitute goods or for new goods & services.

Generation of Business ldeas: One thing is to monitor changes and it is another thing
to have the business idea to do it. One may ask where do entrepreneurs get their ideas.
Accordingly a lot of people draw on their own work experience. They learn a certain field
by working for someone else and then use their knowledge to search for new

opportunities.

Conduct Feasibility Studies and Chose a Location: A feasibility study is a process of
gathering facts and figures that a particular business idea is aimed at determining the
business profit potentials and the return on investment. Important things to consider in a
feasibility study are market existence for the product or service if inputs to produce them

are acquired etc.

Recognition of Barriers to Enter Certain Business Areas: Before launching a new

business, entrepreneurs must be aware of the barriers to entry. These barriers are the
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reasons why entrepreneurs fail. Some of the reasons are lack of viable concept, lack of

market familiarity, lack of technical skill etc.

Planning a Strategy this is another stage the entrepreneur passes in the process of
setting up and development of business. For every business venture to thrive an

effective planning strategy has to be mapped out to serve as a road map to success.

Choice of an Organization: Entrepreneurs in starting a business have to choose a
form of business organization. The following forms of ownership exist: Sole
proprietorship, partnership and limited liability companies.

Decision on the Name of the Business Enterprise: It is wise for the business
enterprise to have a name including the names of the owners; such names must be
registered with the corporate Affairs Commission. If the business enterprise is a limited

liability company memorandum and Articles of Association must be prepared.

Prepare a Business Plan: A business plan is a formal document containing a mission
statement, description of the firm’s goods or services, a market analysis, financial
projections and a description of management strategies for attaining goals. All
organizations are purposive. Thus an organization is up and running through the

process of entrepreneurship, therefore the challenge of management begins in earnest.

6.3.7 Problems of Nigerian Entrepreneurs
The Nigerian entrepreneur is faced with a lot of problems which constitute a cog in the
wheel of progress. Among the problems are:

Political Instability: Political instability has been asserted to be one of the major factors
militating against entrepreneurship. To this end, the political and socio-economic
factors contribute to this factor. For example where there are wars, this displacement of
entrepreneur’s location could make the business crumble. It may involve relocation and

in some cases going through the same process it was through before establishment.
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Inadequate Capital: In business, capital is the life wire; it also follows that without
capital business cannot be established. This is because before establishing a business,
there will be the need to acquire structures, purchase goods etc. Funds are also needed
for operational activities such as payment of workers salaries, maintenance of the
business and so many functions and obligations the business is expected to meet in

future.

Poor Administration of Government Assistance; Entrepreneurs are usually left on
their own because the government does not give proper attention to them. In other
words, assistance from the government is poor. This means that the generation of
capital at times will be difficult for no bank is willing to grant credit facilities to them. At
times government polices concerning entrepreneurship determine whether it will

continue or not. If there is no government assistance, the entrepreneur may not strive.

Unfavorable Competition with Imported Goods: In business generally, importation of
goods cannot be eliminated. It also creates an avenue for competition in the sense that
it prompts the entrepreneur to improve the quality of goods and services provided. But
where the entrepreneur fails to improve in order to favorably compete with imported
goods the aim will be defeated. An entrepreneur is expected to be able to compete with
external environment. This is what proves the authenticity of the entrepreneurs.

Inadequate Manpower and Management Skill: Entrepreneurs are usually faced with
this problem. They are with tasks but there are no capable hands to accomplishing
these tasks. In most cases, there may be enough manpower but they lack the skill to
accomplish a task. It is a different thing to have enough management and another thing

for them to have the skill for the job requirement.

Inadequate Infrastructure: Infrastructures are also necessary ingredients for the
success of entrepreneur. This includes the location and environment where the
business is to be situated or when it is established some of the infrastructural features

to be put in place include;
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Inaccessibility to Cheaper Source of Finance: The entrepreneur does not have easy

access to cheaper sources of finance.

Lack of Modern Technology: This constitutes a major problem because they still
continue in their primitive ways lack of modern technology hampers greater productivity.
This may be as a result of ignorance of the entrepreneur and also in some cases where

the modern technology is available; they may not have this fund to acquire them.

Poor Accounting System: Most entrepreneurs do not keep proper account of their

business which will enable them in making key decisions.

Reliance on Guess work: Instead of facts, entrepreneurs depend on guess work, such

as inability to conduct research hoping against hope.

Speed of Growth: in a hurry to grow, hence diversification to the disadvantage of the

enterprise.

6.3.8 Entrepreneur Intellectual Property: A Valuable Business Asset

Intellectual property is a valuable asset for an entrepreneur. It consists of certain
intellectual creations by entrepreneurs or their staffs that have commercial value and
are given legal property rights. Examples of such creations are a new product and its
name, a new method, a new process, a new promotional scheme, and a new design. A
fence or a lock cannot protect these intangible assets. Instead, patents, copyrights, and
trademarks are used to prevent competitors from benefiting from an individual’s or firm’s

ideas.

Protecting intellectual property is a practical business decision. The time and money
invested in perfecting an idea might be wasted if others could copy it. Competitors could
charge a lower price because they did not incur the startup costs. The purpose of
intellectual property law is to encourage innovation by giving creators time to profit from

their new ideas and to recover development costs.
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Intellectual property rights can be bought, sold, licensed, or given away freely. Some
businesses have made millions of dollars by licensing or selling their patents or

trademarks.

Every entrepreneur should be aware of intellectual property rights in order to protect
these assets in a world of global markets. An intellectual property lawyer can provide

information and advice. The main forms of intellectual property rights are:

Patents: A patent grants an inventor the right to exclude others from making, using,
offering for sale, or selling an invention for a fixed period of time - in most countries, for
up to 20 years. When the time period ends, the patent goes into the public domain and

anyone may use it.

Copyright: Copyrights protect original creative works of authors, composers, and
others. In general, a copyright does not protect the idea itself, but only the form in which
it appears - from sound recordings to books, computer programs, or architecture. The
owner of copyrighted material has the exclusive right to reproduce the work, prepare

derivative works, distribute copies of the work, or perform or display the work publicly.

TradeSecrets: Trade secrets consist of knowledge that is kept secret in order to gain
an advantage in business. “Customer lists, sources of supply of scarce materials, or
sources of supply with faster delivery or lower prices may be trade secrets,” explains
Joseph S. landiorio, the founding partner of landiorio and Teska, an intellectual property
law firm. “Certainly, secret processes, formulas, techniques, manufacturing know-how,
advertising schemes, marketing programs, and business plans are all protectable.”
Trade secrets are usually protected by contracts and non-disclosure agreements. No
other legal form of protection exists. The most famous trade secret is the formula for
Coca-Cola, which is more than 100 years old. Trade secrets are valid only if the
information has not been revealed. There is no protection against discovery by fair

means such as accidental disclosure, reverse engineering, or independent invention.
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Trademarks: A trademark protects a symbol, word, or design, used individually or in
combination, to indicate the source of goods and to distinguish them from goods
produced by others. For example, Apple Computer uses a picture of an apple with a bite
out of it and the symbol (®) which means registered trademark. A service mark similarly
identifies the source of a service. Trademarks and service marks give a business the
right to prevent others from using a confusingly similar mark. In most countries,
trademarks must be registered to be enforceable and renewed to remain in force.
However, they can be renewed endlessly. Consumers use marks to find a specific firm’s
goods that they see as particularly desirable — for example, Barbie dolls or Toyota
automobiles. Unlike copyrights or patents, which expire, many business’s trademarks

become more valuable over time.

Summary

The attainment of economic development goals lies on the entrepreneur’s ability to
manipulate resources. The entrepreneurs identify business opportunities and work
towards the realization of goals and objectives. The federal government should
redouble it effort toward the provision of adequate and effective social and economic
infrastructure in order to encourage the entrepreneur towards robust and vibrant
activities, which will in turn create an inroad into the transformation of the economy and

direct it towards the path of economic growth and stability.

Study Questions
1. What is entrepreneurship?
2. Examine the various entrepreneurial functions.
3. Of what significance do the activities of entrepreneurs in Nigeria to the economic
development of the nation?
Discuss the problems of Nigerian entrepreneurs.
Discuss the process of entrepreneurship in your environment.

List the characteristics of entrepreneurs that is peculiar to Nigerian environment

N o g A

With the aid of the various forms of intellectual property rights explain how your

new business venture can be protected.
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7.0 LECTURE SEVEN: DECISION TO BECOME AN EMPLOYEE OR AN
ENTREPRENEUR

7.1 Introduction

In this lecture, we will attempt to understand how an individual takes decisions on
whether to become an employee or an entrepreneur. Of paramount importance is what
leads a person to strike out on his own and start a business? Perhaps a person has
been laid off once or more. Sometimes a person is frustrated with his or her current job
and doesn’t see any better career prospects on the horizon. Sometimes a person
realizes that his or her job is in jeopardy. Other people decide to become entrepreneurs
because they are disillusioned by the bureaucracy or politics involved in getting ahead
in an established business or profession. The lecture will explore on the major decision
areas as to the benefit, choosing a product market and market entry strategies.

7.2 Learning Objectives
The objective of the lecture is to help students interested in becoming entrepreneurs in
deciding weather to become entrepreneurs or remain as employees. It will also help in

identifying and meeting market needs based on projected demands.

7.3 Main Text:

7.3.1 Decision to Become an Employee or an Entrepreneur

What leads a person to strike out on his own and start a business? Perhaps a person
has been laid off once or more. Sometimes a person is frustrated with his or her current
job and doesn’t see any better career prospects on the horizon. Sometimes a person
realizes that his or her job is in jeopardy. A firm may be contemplating cutbacks that
could end a job or limit career or salary prospects. Perhaps a person already has been
passed over for promotion. Perhaps a person sees no opportunities in existing
businesses for someone with his or her interests and skills. Some people are actually
repulsed by the idea of working for someone else. They object to a system where
reward is often based on seniority rather than accomplishment, or where they have to

conform to a corporate culture.
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Other people decide to become entrepreneurs because they are disillusioned by the
bureaucracy or politics involved in getting ahead in an established business or
profession. Some are tired of trying to promote a product, service, or way of doing
business that is outside the mainstream operations of a large company.

7.3.2 The Benefits of being an entrepreneur
In contrast, some people are attracted to entrepreneurship by the advantages of starting
a business. These include:

1 Entrepreneurs are their own bosses. They make the decisions. They choose
whom to do business with and what work they will do. They decide what hours to

work, as well as what to pay and whether to take vacations.

1 Entrepreneurship offers a greater possibility of achieving significant financial

rewards than working for someone else.

1 It provides the ability to be involved in the total operation of the business, from
concept to design and creation, from sales to business operations and customer

response.

1 It offers the prestige of being the person in charge.

1 It gives an individual the opportunity to build equity, which can be kept, sold, or
passed on to the next generation.

1 Entrepreneurship creates an opportunity for a person to make a contribution.
Most new entrepreneurs help the local economy. A few—through their
innovations—contribute to society as a whole. One example is entrepreneur
Steve Jobs, who co-founded Apple in 1976, and the subsequent revolution in

desktop computers.
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1 Some people evaluate the possibilities for jobs and careers where they live and

make a conscious decision to pursue entrepreneurship.

No one reason is more valid than another; none guarantee success. However, a strong
desire to start a business, combined with a good idea, careful planning, and hard work,
can lead to a very engaging and profitable endeavor.

7.3.3 Relevant Decisions Criteria for a Novel and Entrepreneur
Entrepreneurship is an attractive career choice. But many decisions have to be made
before launching and managing a new business, no matter its size. Among the

guestions that need to be answered are:

Does the individual truly want to be responsible for a business?
What product or service should be the basis of the business?

What is the market, and where should it be located?
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Is the potential of the business enough to provide a living wage for its employees
and the owner?

How can a person raise the capital to get started?

Should an individual work full or part time to start a new business? Should the

person start alone or with partners?

Answers to these questions are not empirically right or wrong. Rather, the answers will
be based on each entrepreneur's judgment. An entrepreneur gathers as much

information and advice as possible before making these and other crucial decisions.

The entrepreneur’s challenge is to balance decisiveness with caution—to be a person of
action who does not procrastinate before seizing an opportunity—and at the same time,
to be ready for an opportunity by having done all the preparatory work possible to re-

duce the risks of the new endeavor.
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Preparatory work includes evaluating the market opportunity, developing the product or
service, preparing a good business plan, figuring out how much capital is needed, and

making arrangements to obtain that capital.

Through careful analysis of entrepreneurs’ successes and failures, economists have
identified key factors for up-and-coming business owners to consider closely. Taking
them into account can reduce risk. In contrast, paying them no attention can precipitate
the downfall of a new enterprise.

Motivation: What is the incentive for starting a business? Is it money alone? True,
many entrepreneurs achieve great wealth. However, money is almost always tight in the
startup and early phases of a new business. Many entrepreneurs do not even take a

salary until they can do so and still leave the firm with a positive cash flow.

Strategy: What is the strategy for distinguishing the product or service? Is the plan to
compete solely on the basis of selling price? Price is important, but most economists
agree that it is extremely risky to compete on price alone. Large firms that produce huge

guantities have the advantage in lowering costs.

Realistic Vision: Is there a realistic vision of the enterprise’s potential? Insufficient
operating funds are the cause of many failed businesses. Entrepreneurs often
underestimate start-up costs and overestimate sales revenues in their business plans.
Some analysts advise adding 50 percent to final cost estimates and reducing sales
projections. Only then can the entrepreneur examine cash flow projections and decide if

he or she is ready to launch a new business.

7.3.4 Choosing a Product and a Market

A prospective entrepreneur needs to come up with a good idea. This will serve as the
foundation of the new venture. Sometimes an entrepreneur sees a market need and—
Eurekal—has an idea for a product or service to fill it. Other times an entrepreneur gets

an idea for a product or service and tries to find a market for it. A Scottish engineer
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working at General Electric created putty that bounces but had no use for it. In the
hands of a creative entrepreneur, it became a toy, “Silly Putty,” with an enthusiastic
market: children. The idea doesn’t have to be revolutionary. Research, timing, and a
little luck transform commonplace ideas into successful businesses. In 1971, Chuck
Burkett launched a firm to make an ordinary product, novelty key chains. But when he
got a contract with a new venture in Florida—Disney World —he started making Mickey

Mouse key chains, and achieved tremendous success.

There are many ways to look for ideas. Read a lot, talk to people, and consider such

guestions as:

What limitations exist in current products and services?
What would you like that is not available?

Are there other uses for new technology?
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What are innovative ways to use or to provide existing products?

In Australia in 1996, two entrepreneurs founded Aussie Pet Mobile Inc. to bring pet

bathing and grooming to busy people’s homes. It is now a top U.S. franchise business.

Is society changing?
What groups have unfulfilled needs?
What about people’s perceptions? Growing demand for healthy snacks created

many business opportunities in Nigeria, for example.

Business ideas usually fit into one of four categories that were described by H. Igor

Ansoff in the Harvard Business Review in 1957:
An existing good or service for an existing market: This is a difficult approach for a

start-up operation. It means winning over consumers through merchandising appeal,

advertising, etc. Entry costs are high, and profit is uncertain.
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A new good or service for a new market: This is the riskiest strategy for a new firm
because both the product and the market are unknown. It requires the most research
and planning. If successful, however, it has the most potential for new business and can
be extremely profitable.

A new good or service for an existing market: (Often this is expanded to include
modified goods/services.) For example, entrepreneurial greeting-card makers use edgy
humor and types of messages not produced by Hallmark or American Greetings—the

major greeting-card makers—to compete in an existing market.

An existing good or service for a new market: The new market could be a different
country, region, or market niche. Entrepreneurs who provide goods/services at
customers’ homes or offices, or who sell them on the Internet, are also targeting a new

market—people who don’t like shopping or are too busy to do so.

The last two categories have moderate risk, but product and market research can
reduce it. They also offer opportunities for utilizing effective start-up strategies—

innovation, differentiation, and market specification.

7.3.5 Entry Strategies for New Ventures

It is easy to be captivated by the promise of entrepreneurship and the lure of becoming
one’s own boss. It can be difficult, however, for a prospective entrepreneur to determine
what product or service to provide. Many factors need to be considered, including: an
idea’s market potential, the competition, financial resources, and one’s skills and
interests. Then it is important to ask: Why would a consumer choose to buy goods or

services from this new firm?
One important factor is the uniqueness of the idea. By making a venture stand out from

its competitors, uniqueness can help facilitate the entry of a new product or service into

the market.
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It is best to avoid an entry strategy based on low cost alone. New ventures tend to be
small. Large firms usually have the advantage of lowering costs by producing large
qguantities.Successful entrepreneurs often distinguish their ventures through

differentiation, niche specification, and innovation.

Differentiation is an attempt to separate the new company’s product or service from
that of its competitors. When differentiation is successful, the new product or service is
relatively less sensitive to price fluctuations because customers value the quality that
makes the product unique. A product can be functionally similar to its competitors’
product but have features that improve its operation, for example. It may be smaller,
lighter, easier to use or install, etc. In 1982, Compaq Computer began competing with
Apple and IBM. lts first product was a single-unit personal computer with a handle. The

concept of a portable computer was new and extremely successful.

Nichespecification is an attempt to provide a product or service that fulfills the needs
of a specific subset of consumers. By focusing on a fairly narrow market sector, a new
venture may satisfy customer needs better than larger competitors can. Changes in
population characteristics may create opportunities to serve niche markets. One
growing market segment in developed countries comprises people over 65 years old.
Other niches include groups defined by interests or lifestyle, such as fithess enthusiasts,
adventure-travel buffs, and working parents. In fact, some entrepreneurs specialize in

making “homemade” dinners for working parents to heat and serve.

Innovation is perhaps the defining characteristic of entrepreneurship. Visionary
business expert Peter F. Drucker explained innovation as “change that creates a new
dimension of performance.” There are two main types of product innovation. Pioneering
or radical innovation embodies a technological breakthrough or new-to-the-world

product. Incremental innovations are modifications of existing products.

But innovation occurs in all aspects of businesses, from manufacturing processes to

pricing policy. Tom Monaghan’s decision in the late 1960s to create Domino’s Pizza
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based on home delivery and Jeff Bezos’ decision in 1995 to launch Amazon.com as a
totally online bookstore are examples of innovative distribution strategies that

revolutionized the marketplace.

Entrepreneurs in less-developed countries often innovate by imitating and adapting
products created in developed countries. Drucker called this process “creative
imitation.” Creative imitation takes place whenever the imitators understand how an
innovation can be applied, used, or sold in their particular market better than the original

creators do.

Innovation, differentiation, and/or market specification are effective strategies to help a

new venture to attract customers and start making sales.

Summary
From the above lectures, it is imperative to note that becoming self employed is the key
to economic emancipation as it will help provide job opportunities and result to

improvement in the welfare and general standard of living of citizens.

Study Questions
1. Highlight the benefits of being an entrepreneur
2. Evaluate the relevant decisions criteria for a novel entrepreneur

3. Discuss the entry strategies for an entrepreneur wishing to start-up a new business?
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8.0 LECTURE EIGHT: FORMS AND OWNERSHIP OF BUSINESS

8.1 Introduction

The form any business takes is determined by its size, the nature of the commodities to
be produced, the way in which capital is to be raised and the legal frame-work
establishing the business. There are three principal legal forms of business ownership.

These are sole-proprietorship, partnership and corporation.

8.2 Learning Objectives
By the end of this lecture, the students should be able understand factors to be
considered in choosing forms of business ownership; the various forms of ownership,

their formation and their respective advantages and disadvantages.

8.3 Main Text

8.3.1 Factors to Be Considered In Choosing Forms of Business Ownership

One of the first decisions that you will have to make as a business owner is how the
company should be structured. This decision will have long-term implications, so consult
with an accountant and attorney to help you select the form of ownership that is right for

you. In making a choice, you will want to take into account the followings:

Your vision regarding the size and nature of your business.
The level of control you wish to have.

The level of “structure” you are willing to deal with.

The business’ vulnerability to lawsuits.

Tax implications of the different ownership structures.
Expected profit [or loss] of the business.

Whether or not you need to re-invest earnings into the business.
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Your need for access to cash out of the business for yourself.
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8.3.2 Pros and Cons of Owning a Business

PROS:
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You have ample opportunities to make a lot more money than you can make
working for someone else.

You are the boss and can make decisions that are crucial to the success or
failure of the business without consulting anyone. .

You may be the boss of other people.

You will have job security.

You will have the opportunity to put your ideas into practice.

You may participate in every aspect of running a business.

You will learn more about every aspect of a business and gain experience in a
variety of disciplines.

You will have the opportunity to work directly with your customers.

You will be able to work in a business you really enjoy

You will be able to benefit from the local economy such as by hiring people to
work for you.

You will have the personal satisfaction of creating and running a successful
business.

You will have the opportunity to build real retirement value e .g. by selling the

business when you retire.

CONS:

You may have to take a large financial risk.

You will probably have to work long hours and may have fewer opportunities to
take vacations.

You may end up spending a lot of your time attending to the details of running a
business and less time on those things you really enjoy.

You may find out that your income is not stable and that there are times when

you do not have much income coming at all.
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1 You may have to take some decisions you find unpleasant such as firing

someone, or refusing to hire a friend or relation.

In this book we provide an overview of the three basic legal forms of ownership, they

are Sole Proprietorship, Partnership, Corporation or Limited Liability Company

8.3.3 Sole Proprietorship

Sole proprietorship is the oldest form of business. As the name implies, it is the type of
business owned by one man. The sole proprietor lonely bears the risk associated with
the business and he runs the business according to his freewill. The vast majority of
small businesses start out as sole proprietorships. One person, usually the individual
who has day-to-day responsibility for running the business, owns these firms. Sole
proprietors own all the assets of the business and the profits generated by it. They also
assume complete responsibility for any of its liabilities or debts. In the eyes of the law
and the public, you are one in the same with the business. That is to say the business is

not a separate entity from the owner.

8.3.3.1 Advantages or Merits of Sole Proprietorship
1. Easy Entry and Exit: There are no much formalities to be followed and it is not

compulsory to register it. And there are no restrictions as to when to exit.

2. Promptness in Decision-Making: since he is the boss and the manager, he has no
person to consult or that must agree with him before he takes his decisions.

3. Tax Savings: Technically sole trader enjoys tax advantage. Corporate taxes are
levied on Companies and at the same time shareholders in the company are also
taxed through personal income. But in sole trader, his business is not taxed but he
pays personal income tax. Thus sole trader is taxed only once while corporate

companies are taxed twice.
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4. Privacy or Secrecy: The Sole trader is not required by law to publish or make his
financial statement and his financial conditions public. This enables the sole
proprietorship form of business to make her operations secret which enables her to

gain competitive advantage.

5. Less Expensive and Low Organizational Cost: It is less expensive to run and

requires no overhead cost which usually consumes substantial part of profit.

6. High Degree of Personal Commitment: Since he is the owner of the business,
which he will attend to all details with maximum contribution that a manager may not
be adequately committed to do. He knows that the failure of the business means his
own downfall; therefore he will be highly committed and see that the organization

thrives well.

7. Ownership of all Profits: Since he is the only contributor of the capital, he is
entitled to all the profits from the business.

8.3.3.2 Disadvantages or Demerits of Sole Proprietorship
Despite the advantages of one-man business, it could be said that, there are a number
of disadvantages or demerits associated with sole trader which may even outweigh the

advantages. The followings are the disadvantages.

1. Limited Financial Resources: The sole trader as the only owner of his business
must rely on his ability to borrow in order to finance the business. Financial
institutions and individuals find it difficult to give huge amount to sole trader.

Creditors too are unwilling to sell huge quantities of good to a one-man business.

2. Lack of Continuity: The demise, imprisonment or bankruptcy of the owner of the
business will easily terminate the life of business, because of the fact that he is the
only operator and owner of the business. Lack of continuity occurs as a result of

death, insanity, and imprisonment of the sole trader.

117



w

Lack of Opportunity for Employees: Employees of a small business must agree
with continuing states of the position. Employees may not stay for a long period of
time; the one-man business may be unable to keep highly qualified individuals, even
though it offers good remuneration.

Limited Management Talent: Management talent and expertise, which they draw,
is limited. Most failures of the sole trader are bluntly attributed to lack of such
managerial capabilities.

Unlimited Liability: The Sole trader is legally liable for all the debts of the business,
if the Investment (Capital) cannot satisfy this obligation, his personal property will be
used to settle the debts.

Restriction upon Freedom: In many instances individuals have started their own
business largely because they sought the advantage of independence of action and
personal freedom in directing their own affairs. Certain contractual obligations limited
this freedom, because the more contracts they engage into, the more involved

becomes his relationship with others and the less independence is his own status.

8.3.4 Partnership

Partnership is a form of business which two or more people share ownership of a single

business. The maximum number of people required by law is twenty. Like sole

proprietorships, the law does not distinguish between the business and its owners.
Partnership is registered under the Company and Allied Matters Act of 1990(CAMA) by

complying with the provisions of PART B of the act. But it is pertinent to note that in

partnership, registration is not compulsory and can be formed in an informal manner.

Section 656 (1) and (2) and of CAMA stipulates where registration is necessary or

compulsory. However if partners desire to register, the relevant sections (625-672) must

be complied with. The partnerships always have a legal agreement which is known as

the partnershipdeed. The deed sets forth the following:
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How decisions will be made,
How profits will be shared,
How disputes will be resolved,

How future partners will be admitted to the partnership,
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How partners can be bought out, or what steps will be taken to dissolve the

partnership when needed

=

How much time and capital each will contribute,
The description of the business practice

The signature of the partners involved etc.

8.3.4.1 Types of Partners

Partners divide responsibility for management and liability, as well as the shares of
profit or loss according to their internal agreement. Equal shares are assumed unless
there is a written agreement that states differently. Below are the various types of

partners:

Sleeping or Dormant Partner: This is a partner that contributes only capital into the
business and he does not actively take part in the management and running of the

business but shares the profits or losses with the other partners.

Nominal Partner: The partner in this category does not contribute any capital into the
business and does not take part in the management of the business but allows his
name to be used by the business for credibility and prestige purposes. It should be
noted that any action by such partner is binding on the other partners.

Active Partner: This is the partner that contributes his capital and takes part in both the

running and management of the business. The active partner is referred to as the

general partner. He bears risk on pure basis without any restrictions.
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8.3.4.2 Advantages of Partnership

1.

Access to Capital: A partnership business allows greater access to capital,
because of the number of people involved. Partners involved contribute
immensely some of their savings and financial institutions are willing to lend or

extend credit.

Availability of Managerial Skills: Since partnership incorporates two or more,
people decide to come together to carry on a business. Accountant, engineer,
economist forming partnership will have a pool of expertise skills an individual may

not posses.

Partnership is Managed and Controlled by the Partners: The business is in the

hands of the partners as the individuality of each partner is not lost.

Joint Decision-Making: Decision under partnership is jointly undertaken and
therefore problem solved is based on more input. They collectively take decision
regarding their business because of the managerial skills they have among the

partners.

Tax Advantage: They enjoy tax advantage, because partnership is not recognized
as an organization having an entity or existence separate from the partners who
comprise it. Tax under partnership is taxed upon individual owners rather than upon

the firms.

Ease of Formation: It is easy to organize or set up. There are few governmental

regulations governing the formation of partnerships.

. Confidentiality: Both partnership and sole trader are also alike, that is they are not

required to make their financial records available to the public.
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8.

Availability of Leisure time and reduction of strength: Since the work that is

supposed to be done by one person is shared among the partners, there will also be

specialization due to division of labour because of the fact that the case is now done
by different people.

8.3.4.3 Disadvantages of Partnership

1.

Delays in taking and implementing decision: In taking decision and implementing
it, partners have to be consulted to collectively implement and take decision. Along

the line delays come in taking decision.

Continuity: The demise of a partner can cause the dissolution of the partnership.
Even if a new partner is to be admitted, it is based on a new deed.

It Involves Risks:The risk of argument between partners can result in
disagreement on important issues that may affect the business. If they cannot agree,

there is likely to be no hope of carrying on the business successfully.

Insufficient Capital: Although a large amount of the money may be contributed by
the partners for easy take off, either from personal savings or borrowing, such

money may not be adequate for large firm. Moreover they cannot issue shares.

Too MuchPartners make the Management Ineffective: If many partners have

equal say in running the business, the management can easily be ineffective.
Danger of Friction and Disagreement: They cannot function in the face of friction,

mistrust and constant stubbornness. It is therefore, important that personalities or

viewpoints of individual partners be in general compatible.
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8.3.5 Corporation or Limited Liability Company

A corporation is a form of business organization that is created by a legal document
called charter. A Corporation, chartered by the state in which it is headquartered, is
considered by law to be a unique entity, separate and apart from those who own it. A
Corporation can be taxed; it can sue and be sued; it can enter into contractual
agreements. The owners of a corporation are its shareholders. The shareholders elect a
board of directors to formulate the major policies and decisions. The corporation has a
life of its own and does not dissolve when ownership changes. Above all, it is Limited
Liability Company. That is to say its investment risk is limited to its invested capital. A

corporation can be statutory or registered company.

Statutory Company: A statutory company is one formed by the state for public
purpose. It is established principally to serve the public at affordable rates. The Nigerian

National Petroleum Corporation is an example of statutory company.

Registered Company: Registered Company on the other hand is incorporated and
registered under CAMA. Furthermore, registered company can be public limited liability

company or private limited liability company.

8.3.5.1 Comparison between Public Limited Liability Company and Private Limited

Liability Company

Private Limited Liability Company Public Limited Liability Company

It cannot issue debentures to the public It can issue debentures to the public

Membership strength of between 2 to 50 Membership strength of 7 to infinity

Shares cannot be easily transferred without | Shares can be freely transferred without

consent of the others. hindrance

It cannot sell shares to the public It can sell shares to the public

It is not mandatory to publish its financial | It must make its financial statements

statements for the public public

Minimum authorized share capital of | Minimum authorized share capital of
N100000 N500000
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8.3.5.2 Advantages of a Corporation (Limited Liability Company)

Limited Liability: Shareholders have limited liability for the corporation’s debts or
judgments against the corporations. That is in event of bankruptcy the shareholders will
only lose their invested capital.

Availability of Enough Capitals: Corporation has access to wide range of sources to
raise funds. Corporations can raise additional funds through the sale of stock, issuing
debentures etc that other forms of business do not have access to.

Transferability of Shares: In public limited liability company, shares can be easily

transferred through the well-organized capital market i.e. the stock exchange.

Ease of Expansion: Unlike sole trader and partnership which have the problem of
obtaining sufficient capital for expansion, corporations can issue more shares to raise

the required fund for expansion.

Continuity and survival: Corporation’s life cannot terminate due to the death of one of
its owners. It continues to exist as shareholders come in and go out since there is ease

of transferability of shares.
8.3.5.3 Disadvantages of a Corporation
Hectic Formation Process: The process of incorporation requires more time and

money than other forms of organizations.

Undue Government Influence: Corporations are monitored by federal, state and some

local agencies, and as a result may have more paperwork to comply with regulations.

Loss of Control: The shareholders have little or no control in running the business as

most of the control and managing the business lies with the board of directors.
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Double Taxation: This is due to the fact that the corporation is taxed, and the

shareholders are also taxed in paying their personal income tax therefore is taxed twice.

Lack of Secrecy: As required by law corporations have to make their financial

statements and operation public, which as result expose their strategy to competitors.

Conflict of Interest: There may be conflict of interest between the shareholders and

the board of directors on the percentage to be retained to pay as dividends.

Loss of Ownership: none of the owners (shareholders) can exclusively claim

ownership of the business since every shareholder is an owner.

8.3.5.4 The Formation of a Limited Liability Company

The Nigerian Law requires that before a company commences business, it has to be
duly registered with the Corporate Affairs Commission. The companies and Allied
Matters decree of 1990 governs all the procedures concerning the formation,
registration, and the filing/returns of all documents of all joint stock companies. A
Limited Liability Company as a legal entity can sue and be sued. Creditors of the
company cannot sue individual shareholders in case of default or technical insolvency.
To facilitate the procurement of their incorporation both the private and public limited
liability companies must file the following documents with Corporate Affairs

Commission:

M Articles of Association

1 Memorandum of Association

Articles of association contain the rules and regulations for conducting the internal

affairs of the company such as:

i. Appointments and removal of directors.

il. The procedures for the issue and transfer of shares.
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iii. The rights and responsibility of shareholders.

iv. The procedure for auditing and accounting for the company’s business.

Memorandum of Association this is a set of regulations laid down to guide the
company and its members. Also spelt out in specific terms are the relationship of the

company and the outside community. They are:

The name of the company with the word (PLC) if it is Public Limited Company
The registered office or location of the business
The type of business it is set up to do

A statement that the liability of its members is limited
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The number of shares into which the company’s share- capital is divided

Certificate of Incorporation

After a thorough examination of all the necessary documents by the registrar of
companies, a certificate of incorporation is issued to the company concerned. It is only
after this is done that the company is regarded as a corporate body and is authorized to

commence business.

8.3.5.5 Termination of a Corporation

As we saw earlier, a primary characteristic of a corporation is that it can have a
perpetual existence. This is not to say, however, that a corporation must exist forever. A
number of different circumstances can bring about an end to its existence. While
discussing the termination of a corporation, a clear distinction must be made between
“liquidation” and “dissolution”. Liquidation is the conversion of the corporation’s assets
to cash and the distribution of such funds to creditors and shareholders. Dissolution is
the actual termination of the Corporation’s existence as an artificial person. Liquidation
can occur without an actual dissolution, when the corporation sells its assets to another
company. The shareholders might then choose to dissolve the corporation but it is not

required. On the other hand, dissolution sometimes takes place before liquidation.
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Voluntary Dissolution

A corporation can voluntarily terminate its existence. The incorporators (organizers) in
some unusual circumstance can accomplish dissolution, but the shareholders are
ordinarily the only ones with such power. The board of directors does not have the

power to dissolve a corporation.

Liguidation
Liquidation is the conversion of the corporation’s assets to cash and distribution of such

funds to creditors and shareholders.

Summary

This chapter dwells extensively on various forms of business ownership viz-a-viz basic
feature, formation process, advantages and disadvantages. The various forms of
business ownership include: partnership, sole proprietorship, statutory company, public
limited liability company and private limited liability company. Also factors determining
the various forms to be chosen are adequately outlined.

StudyQuestions

1. In choosing the form of business ownership some certain factors usually come
into play. Do you agree? Justify your position.

2. Critically distinguish between ABC Ltd and ABC Plc.

3. Compare and contrast between:

-Sole proprietorship and partnership

-Registered company and public corporation.

-Partnership and registered company.

4. Briefly explain the following terms:

a. PartnershipDeed
b. ArticlesofAssociation
C. MemorandumofAssociation
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9.0 LECTURE EIGHT: CREATIVE THINKING AND BUSINESS IDEAS

9.1 Introduction

Creative thinking has been defined as the relating of things or ideas which ere
previously unrelated. The purpose is, of course, to discover or develop something new.
The history of science and business is full of examples of discovery based on creative
thinking  and there is no reason why the entrepreneur could not approach many
practical business and management problems by this method.

9.2 Learning Objectives
During the course of this lecture, students are expected to understand the various steps
involved in creative thinking, thetechniques of creative thinking, and barriers to creative

thinking and various sources of business ideas.

9.3 Main Text:

9.3.1 Steps in Creative Thinking

There are five steps in the creative thinking process, and all need to get the best results.

(i) Preparation getting all the known facts; applying convergent (analytical) thinking as

far as possible, getting the problem defined in different ways, i.e. restating the problem.

(i) Effort Divergent thinking, which will lead either to possible solutions or to
frustration? Frustration is an important feature in the effort stage and in all full creative

thinking process. It is usually followed by the production of really good ideas.

(i) Incubation leaving the problem in one’s subconscious mind while one gets on with
other things. This also gives time for inhibitions and emotional blocks to new ideas to
weaken, and gives opportunities to pick up additional ideas from what one sees orb

hears in the meantime.
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(iv) Insight the flash of illumination that gives an answer and leads to possible solutions

of the problem

(v) Evaluation analyzing all the ideas obtained in the last three stages so as to find
possible solutions. Two of the stages — preparation and evaluation — require analytical
thinking. The three central stages — effort, incubation and insight — require suspended
judgment and free-wheeling. Wild ideas are deliberately fostered, the aim being
guantity, not quality. Large numbers of ideas are obtained, new ideas being sparked off
by earlier ideas. The key successful creative thinking is the conscious and deliberate

separation of idea-production and idea-evaluation.

9.3.2 The Techniques of Creative Thinking

The techniques of creative thinking include, among

(i) Brainstorming: This is a means of getting a large number of ideas from a group of
people in a short time. Typically, a group of 8 — 12 persons takes a problem, and
produces ideas in free-wheeling atmosphere. Judgment is suspended and all ideas,
particularly wild ones, are encouraged. In fact, the wildest ideas can often be stepping —
stones to new and very practical ones. Ideas are displayed on sheets of newsprint and
are produced very quickly; a session may produce over 200 ideas in about an hour.
Brainstorming is the best known and most widely used of the techniques. Its main
disadvantage lies in that fact that all ideas are evaluated. Many of them are foolish or

totally irrelevant and have to discard to arrive at a few really good ideas.

(i) Synectics: in these technigues, which are similar to brainstorming, a group of about
nine persons takes a problem. The person, whose problem it is, explains it and
participants put forward a suggestion for solving it. After a few minutes, the person
analyses the suggestion, saying what he likes about it before touching on the
drawbacks. Then, new suggestions are put forward and analyzed until possible

solutions are found.
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(iif) Attribute Listing: This technique lists the main attributes of the idea or object and
examines each one to see how it can be changed. It is normally used on tangible rather
than intangible things. For example, a screwdriver has the following attributes: round
steel shank, wooden handle, flat wedge and manual operation; forgue by twist. Each
attributes is questioned and changes are suggested. Some modern screwdrivers, i.e.

with ratchets or a cruciform head, instead of the wedge are examples of improvement.

(iv) Forced Relationships: This technique takes objectives or ideas and asks the
guestion: in how many ways can these be combined to give a new object or idea? For
example, a manufacturer of furniture could take the items he makes and see if two or

more could be combined to give a new piece of furniture.

(v) Morphological Analysis: This technigue sets down all the variables in a matrix and
tries to combine them in new ways. For example, if a new form of transport is required,
variables could be considered, if the matrix does not give all possible alternatives, the
various combinations of the variables give an impressive number of forms of transport,
many of which exist. Many alternatives will be discarded, but some are worth

considering and may suggest how practical, useful and feasible the solutions are.

(vi) Lateral Thinking and PO: If a problem is tackled analytically, it is necessary to
go into greater and greater depth and detail — this is vertical thinking. Creative thinking
involves the examination of all opinions, including those that appear to be outside the
given problem area — that is to say, lateral thinking. De Bono (1977) has recommended
deferring judgment by prefacing an idea with the letters “PO” which stands for “give the

idea a chance, don’t kill it too quickly, it may lead to useful ideas”.

(vii) Checklists: These may be used as pointers to ideas. Lists may be particular to an
area (e.g. marketing, design) or general. Osborn’s (1975) generalized checklist is well
known; the main headings are: Put to other uses? Adapt? Modify? Substitute?
Exchange? Revise? Combine? Checklists need to be used with care as they can inhibit

creativity by limiting the areas of enquiry. The search for new creativity techniques
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continues. Day dreaming has been suggested if long intensive work on a problem does
not generate any innovative solution. In such a situation, complete relaxation and vital
dreaming may bring about creative insight. The “group-genius” technique gathers in one
group several individuals who normally use different ways of creative thinking, thus
forming a team able to combine these techniques. In summary, no matter which

techniques is used, the following four guidelines apply:

(i) Suspend Judgment — Rule out premature criticisms of any idea
(i) Free-Wheel The wider the ideas, the better results
(i) Quantity — The more ideas the better

(iv) Cross-Fertilize — Combine and improve on the ideas of others.

9.3.3 Barriers to Creative Thinking
In business and management practices, there is a need to struggle against barriers
to creative thinking. Most people are educated and trained to think analytically, but

only a few are trained to use their ability. Creative thinking is also restricted by:

Self imposed barrier;

Belief that there is always one right answers;
Conformity or giving the expected answer;
Lack of effort in challenging the obvious;

Evaluating too quickly;

= =4 4 4 A -

Fear of looking a fool.

8.3.4 Sources of Business Ideas

Business ideas are all around you. Some business ideas come from a careful analysis
of market trends and consumer needs; others come from serendipity. If you are
interested in starting a business, but don't know what product or service you might sell,

exploring these ways of getting business ideas flowing will help you choose.
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1) Examine Your Own Skill Set For Business ldeas:

Do you have a talent or proven track record that could become the basis of a profitable
business?

The other day | spoke to a man who had spent years managing cleaning services at a
hospital. Today he runs his own successful domestic and business cleaning service. An
ex-logger | know is nhow making his living as an artist; he creates "chainsaw sculptures”
out of wood. And the examples of professionals who have started their own agencies or
consulting service businesses are legion. To find a viable business idea, ask yourself,
"What have | done? What can | do? Will people be willing to pay for my products or

services?"

2) Keep Up With Current Events and Be Ready To Take Advantage of Business
Opportunities:

If you read or watch the news regularly with the conscious intent of finding business
ideas, you'll be amazed at how many business opportunities your brain generates.
Keeping up with current events will help you identify market trends, new fads, industry

news - and sometimes just new ideas that have business possibilities.

3) Invent a New Product or Service:

Think back 30 years ago. Was there a huge demand for anti-virus software, Internet
Service Providers, or desktop computers? No! The key to coming up with business
ideas for a new product or service is to identify a market need that's not being met. The
clamor for ever-increasing security, for instance, has led to an explosion of new security
products and services, ranging from iris-recognition machines through home security
services. Look around and ask yourself, "How this situation could be improved?" Ask
people about additional services that they'd like to see. Focus on a particular target
market and brainstorm business ideas for services that that group would be interested
in. For example, there are millions of aging Fadama Farmers in Nigeria. What products

or services could you create that would enable them to farm longer and more easily?
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4) Add Value To an Existing Product:

The difference between raw wood and finished lumber is a good example of putting a
product through an additional process which increases its value, but additional
processes are not the only way value can be added. You might also add services, or
combine the product with other products. For instance, a local farm which sells produce
also offers a vegetable delivery service; for a fee, consumers can have a box of fresh
vegetables delivered to their door each week. What business ideas can you develop
along these lines? Focus on what products you might buy and what you might do to

them or with them to create a profitable business.

5) Investigate Other Markets:

Some business ideas aren't suited to local consumption - but appeal greatly to a foreign
market. My own little town is surrounded by acres of wild blueberries. For years the
bushes produced berries that mainly fed bears and birds; B.C. has a thriving blueberry
industry that doesn't leave room for a wild blueberry market. But one entrepreneur
realized that there is a high demand for products such as these in Japan - and those
same wild blueberries are now being harvested and shipped. Finding out about other
cultures and investigating other market opportunities is an excellent way to find

business ideas.

6) Improve an Existing Product or Service:

You know what they say about the person who builds a better mousetrap. That person
could be you! A local entrepreneur has created an improved version of the hula hoop;
it's bigger and heavier so hula-hoopers can control it more easily and do more tricks.
How did she come up with this business idea? She thought hula hooping would be a fun
thing to do with her daughter, but found the commercially available product too flimsy.
There are very few products (or services) that can't be improved. Start generating
business ideas by looking at the products and services you use and brainstorming ideas

as to how they could be better.
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7) Get on The Bandwagon:

Sometimes markets surge for no apparent reason; masses of people suddenly "want"
something, and the resulting demand can't be immediately met. For example, during the
SARS epidemic, there was an insatiable demand for facial masks in several countries -

and many entrepreneurs capitalized on this business idea.

Summary

Creativity and innovation is the hallmark of entrepreneurship. To be a successful and
consistent entrepreneur, the product offered must be at par with the ever constant
changing need of the market. Therefore during the course of this lecture, the relevant

techniques and process of meeting such challenge had been extensively dwelt upon.

Study Questions

1. Highlight and explain the steps involve in creative thinking process.

2. What are the techniques of arriving at creative business idea and possible barriers to
such?

3. List and explain the sources of business ideas.
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10.0 LECTURE NINE:ENTREPRENURSHIP AND MARKETING

10.1 Introduction

Marketing is perhaps the most complex and challenging function performed by business
firms. Every firm engages in Marketing. How well organizations perform this function
ultimately determines their success or failure in the competitive marketing environment.
As an indication of the growing importance of marketing, many institutions of higher
learning have extended their course offerings to include marketing, so the importance of

a good introduction to the field cannot be over-emphasized

10.2 Learning Objectives
The importance of the lecture is to provide the framework for understanding marketing
concepts and principles as it will enable entrepreneurs possess the right marketing skills

necessary to succeed in the competitive environment.

10.3 Main Text:

10.3.1 Definition of Marketing

When asked to define marketing most people would probably say that marketing is
merely buying and selling or selling and promoting in order to increase sales. Marketing
includes more than buying and selling, it involves whole lots of activities performed by
an organization to direct the flow of needs satisfying goods and services from the
producer to consumer or user.

However, there have been many universally accepted definitions put by many authors:

Peter Drucker defined Marketing as the whole business seen from the point of view of

its final result, customer satisfaction.

Ryam sees marketing as a bridge between production and consumption while,
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Jerome McCarthy defined Marketing as a way of managing a business, so that each
critical decision is made with the prior and full knowledge of the impact of that decision

on the customer.

Ferrell asserted that Marketing consist of individual and organizational activities aimed

at facilitating and expediting exchange within a set of dynamic environmental forces.

Curdiff and Govoni sees marketing as a managerial process by which products are
matched with markets, and through which the consumer is enabled to use or enjoy the

products.

Wroe Aderson in his book titled marketing management and strategy defined
marketing as the ‘process by which heterogeneous supplies in nature are matched with

heterogeneous demands of the market place’.

Shelby D. Hunt defined marketing ‘as the behavioral Science that needs to explain
exchange relationships’, he went further to explain that the study of marketing needs to
understand the behavior of buyers directed at consummation of exchange, the
institutional framework directed at facilitating exchange, and it's associated

consequences on Society.

John Frain defined Marketing as the management function which organizes and directs
all those business activities involved in assessing and converting customer purchasing

power into effective demand for a specific product or services.

P. Kotler defined Marketing as a social and managerial process by which individuals
and groups obtain what they need and want through creating and exchanging products
and value with others. This definition contain some vital importance such as needs,

want and demands, products, value and satisfaction, exchange markets.
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America Marketing Association (1935) defined ‘marketing as the performance of
business activities that direct the flow of goods and services from the producer to

consumer or user’

Chartered Institute of Marketing UK has defined marketing as “the management
process which identifies, anticipates and supplies customer requirements efficiently and

profitably”.

Martin Christopher defined Marketing as the ways in which an organization matches

its own human, financial and physical resources with the wants of its customers.

lllesanmi (1997) defined Marketing as height level information of several functions

assigned to sense, sell, and satisfy consumer needs.

Larry Rosenberg defined it as matching process based on goals and capabilities by
which a producer provides marketing mix that meets consumer needs within the limits of

society. .

Risley (1972) states that Marketing includes all business activities that make possible,
the determination of what should be produced & control that which is produced from its

creation to ultimate consumption.

In a societal sense, marketing is any exchange activity intended to satisfy human wants.
In a business sense, marketing is a system of business activity designed to plan, price,
promote and distribute want — satisfying goods and services to markets (Stanton,
1981).

Marketing is the vehicle through which a company can achieve its shorts task, goals

and strategic aims in terms of long-term survival in the face of change, particularly

competition change (Stewart, 1995)
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Baker (1985) Identifies over fifty definition of marketing and categorizes them into three

major groups as follows:

1. Definition which conceive marketing as a process.
2. Definitions which portray marketing as a concept or philosophy of business.

3. Definition which emphasis marketing as an orientation

Marketing is concerned with satisfying the genuine needs and wants of specifically
defined target market by creating product or services that satisfy customer

requirements.

There probably exist as many definitions as there do speakers on the subject but the
definitions very commonly referred to are those of the American Marketing Association
(AMA). The AMA (2004) has since amended its definition. The most recent version
stands thus:

Marketing is an organizational function and a set of processes for creating,
communicating, and delivering value to customers and for managing customer

relationships in ways that benefit the organization and its stakeholders (AMA, 2004:2).

The principle of marketing states that all business decisions should be made with
careful and systematic consideration of the Customer. The distinguishing features of
marketing oriented organizations are the way in which organizations aims to provide

customers satisfaction in a manner they achieve their business objectives.
Marketing is both an important functional area of management and an overall business
philosophy which recognized that the identification, satisfaction and retention of

consumers are the key to prosperity.

It's quite obvious that the marketing literature is replete with divergent views of the true

meaning of marketing, this controversy will however continue so long as authors
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continue to exist. In conclusion, the definitions of marketing as identified above are
somehow similar and different; they all imply that the central focus of marketing is

consumer wants satisfaction.

10.3.2 Marketing Functions

Marketing is sometimes thought of as simply the process of buying and selling. Its task
is much more extensive than this simple description. For a marketing system to be
operative and effective, there are general functions which must be carried out:

According to (IMMP), Marketing functions are specific efforts dealing with modifying the
total service or product package and the communications according to customer
segments. The company operates with marketing functions to realize strategies. These
marketing functions are required to satisfy the needs of the customer. In many other

models they are seen as tools for competition against other companies.

Marketing functions are the on — the- ground techniques that a company uses in the
practical marketing of products. There are basically two sets of functions. This includes

communication functions and product functions.

Communication functionsare specific efforts by marketers. In communicating with
customers and finding information. Marketing communication and collecting market
information are examples of marketing functions facilitating buying and selling. A
company’s advertising and market research agencies are part of its marketing channel.
The communication function are about constructing the communications and
promotional aspects for the market offering in question, collecting and processing the
information from markets and arranging the necessary communications often
understood as part of communication in sales routine. Communication function
comprises of personal selling, marketing communication, market information and

functional communication.
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Personal Selling Personal selling focuses on the sales person’s abilities to conduct
sales work effectively. Personal selling is about building and maintaining, essential

business relationship.

Marketing Communication this functions are specific effort dealing with

communicating with customers and finding information. Some examples which are:

(i) Advertising is used to create awareness, provide information, influence attitudes and
remind customers about the company and its products. Advertising is typically
conducted by specialists (advertising agencies) to support/complement other marketing

communication efforts.

(i) Public Relations: Common forms of PR include press releases and sponsorships.
This gives the company an opportunity to introduce ideas, deliver message and
information, announce changes and maintain dialogue with important stakeholders. PR
helps to create and maintain the public image of a company.

Market Information market Information is about gathering, processing and delivering
fundamentally important pieces of information to answer questions regarding things like
competitive situation, supply information, customer values and preferences and the like.
Market Information is needed for successful implementation of strategies and to give

enough background knowledge about the market situation.

Functional Communication this is the communication involving efficient
implementation of a marketing plan. This includes the daily, monthly and other
frequently conducted communication between the marketers company conducting the
marketing efforts and its partners in the marketing channel. Functional communication

includes also the transfer of documents between the parties.
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Product Functions

Product Functions are specific efforts dealing with modifying the total service or product
package to meet the requirements of a customer. Product functions include Product

Planning or Product Development, Pricing and Physical Distribution.

Product Planning in the product planning, the product is tailored to meet the
requirements of the end user. Product planning includes decisions regarding the
product concept and possible modifications. These decisions are based on the
strategic decisions and market information gathered on end-use requirements and
customer preferences at certain markets.

Pricing The Pricing is one of the most critical decisions making process in the
marketing planning. Companies can approach pricing differently based on their
objectives. Pricing can also vary due to the stage of the product’s life cycle. Pricing can
be carried out by several methods, of which market-based pricing and value-based
pricing are examples. Pricing is information dependent function that is dependent on
understanding of the cost structure of production and reaching the customers, customer

segments’ preferences and competitor's market offering.

Physical Distribution Physical distribution is about planning and controlling the
physical flow of goods. Strategic decisions determine how physical distribution should
be arranged. Physical Distribution aims to provide the most flexible and efficient way to
reach end users. Planning physical distribution includes gathering of information

regarding possible modes, routes, costs and timetables.
Information flows are important part of the physical distribution-knowing the status of the
inventory levels and the transportation itself in real-time is the ultimate goal. Nowadays

also the physical distribution must be carried out in an environmental friendly way.

Furthermore, the marketer must also master the terms of delivery but determine e.g. the

transfer of the ownership and the carrying of risks related to transportation.
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For a marketing system to be effective, there are three general types of functions which

it must provide.

1 Exchange functions which comprise buying, selling and pricing

1 Physical functions which comprises assembling, transport and handling,
storage, processing and packaging, grading and standardization

1 Facilitating Functions which comprises financing and risk bearing, market

Information, demand and supply creation, market research.

Exchange functions are what are commonly thought of as marketing. It involves
finding a buyer or a seller, negotiating price and transferring ownership (but not
necessarily physical transfer). These functions take place at the “market’- that is, the
physical meeting point for buyers and sellers at the point of production or via some
other means of communication. At this point, formal or informal property rights are;
important to ensure the reliable transfer of ownership and to guarantee legality.

Physical functions enable the actual flow of commodities through space and time from
producer to consumer and their transformation to a form desirable to the consumer.
Assembling or concentrating the product at convenient points allows it's economically
transport. This is a valuable function which is often overlooked in the public perception
of traders. Storage allows the commodity to be held until peak season demand, thereby
stabilizing supply. Processing transforms the commodity into the products desired by
the consumers. Grading and standardization allow the consumer to be more confident

of the characteristics of the good being purchased.

Facilitating functions Financing and risk-bearing are two important facilitating
functions. The owner of goods at any marketing stage must sacrifice the opportunity to
use the working capital needed to buy those goods elsewhere. Or the owner must
borrow that capital. In either case, capital must be provided by the trader or by some
lending source-regardless, cost is involved-further, there is an implicit cost in the risk of

losing all or part of that capital through theft, spoilage, mortality or changing market
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conditions. Without the willingness to provide the capital and to bear these costs, no
stage of the market chain could function. Other facilitating functions enable producers
to respond to consumer needs and thus provide goods in the locations, quantity and

form desired.

These functions create the marketing environment, whose elements are:-

1 Market and facilities: Including the entire physical infrastructure that a market
may depend on.
1 Market Information and Intelligence: Including informal and formal
communication systems, and standard weights and grades on which
market information depends.
1 Institutional environment: Including the government policy environment,

regulations and supporting legislation.

Tom Egelhoff stated that most people think marketing falls in with advertising. All
advertising is a form of marketing but all marketing is much more than just advertising.
He disclosed that marketers need to cover eight basic marketing functions. A marketing
manager’s chief responsibility is to identify the target market for products and services.
To create an advertising or promotional strategy to appeal to the target market, select
the proper media to expose the message to the customer that will hopefully result in a

sale and profit to the company.

10.3.3 What Is Marketing Mix?

The term “marketing mix’ was popularize by Nail H. Borden when he began using the
term in his teaching in the late 1940’s after James Culliton had described the marketing
Manager as a “mixer of ingredients”. The ingredients in Borden’s marketing mix include
product planning, pricing, branding, distribution channels, personal selling, advertising,

sales promotion, packaging, display, servicing, physical handling, fact finding and
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analysis. E. Jerome McCarthy later grouped these ingredients into the four categories

known as the marketing mix.

Marketing mix is considered the most famous phrase used in marketing which has been
described as “the element of marketing tactics”. It is the term used to describe the
combination of the four inputs that constitute the core of a company’s marketing system.
Marketing mix is also defined as a set of controllable tactical marketing tools that the
firm blends to produce the response it wants in the target market. It is also described as
the combination of promotion, product place (distribution channels) and prices you
choose for your business including both short term and long term strategies in the
marketing mix which can make for a profitable business. They are the parameters that
the marketing manager can control. All marketing decision are generally anchored on or
fall into these four controllable categories, the goal is to make decision that center the
4P’s on the customers in the target market in order to create perceived value and
generate a positive response. The four places categories consist of everything the firm
can do to influence the demand for its product.

The marketing mix framework was particularly useful in the early days of the marketing
concept when physical products represented a larger portion of the economy. Today,
with marketing more integrated into organizations and with a wider variety of products
and markets, some authors have attempted to extend its usefulness by proposing a

sixth p, such as people and process:

People Good information services are likely to be delivered by people who are unskilled

or who lacked motivation.

Process The way in which user gets hold of the services is likely to be poor following

poor organization and orderliness.
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Some commentators will increase the mix to seven places to include Physical
Evidence (Such as uniforms or livery) while others would dismiss the place as being old

fashioned. According to Kotler:

Place becomes convenience;
Price becomes cost to the user

Promotion becomes communication

w0 N PR

Product becomes customer’s needs and wants

These 4Ps reflect a most customer-oriented marketing philosophy they provide useful
reminders — for example that you need to bear in mind the convenience of the
client/customer when deciding where to offer a service. Some would argue that the
marketing mix is too product oriented, and that model marketing should not focus on it.

However, it does provide a handy framework for marketing analysis.

The 4P’s are also not nearly as memorable as the p/word framework. Despite its
limitations and ‘perhaps because of its simplicity, the user of this framework remains
strong and many marketing textbooks have been organized around it. These categories

are discussed below:

10.3.3.1 Product

A product is anything offered for attention, acquisition, use or consumption that might
satisfy a want or need. Products can be physical objects, service, persons,
organizations and ideal. Nwokoye (1987) defined a product as a bundle of physical and
psychological satisfaction that the buyer receives from a purchase. This includes not
only the tangible object, but also such supportive elements as ‘packaging, convenience

of purchase, post sale service and others that buyers value.

Stanton(1983) defined product as a set of tangible and intangible attributes including

packaging, colour, test, price, manufacturer's prestige, retailer’'s prestige, as well as

145



manufacturers and retailer services which the buyer may accept as offering wants

satisfaction.

Natasha Linsey: defined it as anything offered to buyers to satisfy their wants and needs
in exchange for something of value. The product comes inform of tangible and
intangible goods, services and ideas. You will sometimes hear the phrase goods and

service which is another way of saying “product”

Product is the key element in market offering. Marketing mix begins with formulating
and offering that brings value to target customers and satisfies their needs. This offering
becomes the basis upon which the company builds profitable relationship with

customers.

10.3.3.2 Price

Price is all around us. You pay rent for your apartment, tuition for your education and a
fee to your physician or dentist. The air line, railway, taxi and mass transit companies
charge you a fare. The local utilities call their price a rate, and local bank charge you
interest for the money you borrow. Although the economists would disagree, many of us

feel that income taxes are the price we pay for the privilege of making money.

Undoubtedly, many of the difficulties associated with pricing start with the other simple
fact that often we do not know what we are talking about. That is, we do not know the
meaning of the word price, even though it is true that the concept is quite easy to define
in familiar terms. Since our economy is not geared to a slow ponderous barter system,
we use money as a common denominator of value. And we use the term price to

describe the money value of an item.

10.3.3.2.1 What Is A Price?
Price can be defined as the monetary value of an item, it is the value expressed in
terms of dollars, pounds, Naira or any other monetary medium of exchange. In the

narrowest sense, price is the amount of money charged for a product or service. More
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broadly, price is the sum of all the value that consumers exchange for the benefits of

buying, housing or using the product.

Price is the only element in the marketing mix that produces revenue, all other elements
represent costs. Price is also one of the most flexible elements of marketing mix.
Unlike product feature and channel commitments, price can be changed quickly. At the
same time, pricing and price competition is the number one problem facing many
marketing executives. Yet, many companies do not handle pricing well. One frequent
problem is that companies are too quick to reduce price in order to get a sale rather
than convincing buyers that their products are worth a higher price. Other common
mistake include pricing that is too cost oriented rather than customer — value oriented
price that are not revised.

10.3.3.2.2 Objectives of Pricing

Having developed the framework within which pricing decisions are to be made, the
marketer needs then to decide upon the specific pricing objectives that are to be
pursued. Although the nature of these objectives and their implications for the eventual

price charged can vary greatly, the most commonly pursued are described below:

1. Survival is arguably the most fundamental pricing objective and comes into play
when the conditions facing the organization are proving to be extremely difficult. Thus
prices are reduced often to levels far below cost simply to maintain a sufficient flow of

cash for working capital.

2. Returns on Investment Prices are set partly to satisfy the needs of consumers, but
more importantly to achieve a predetermined level of return on the capital investment

involved.

3. Market Stabilization having identified the leader in each market, the firm
determines its prices in such a way that the likelihood of the leader retaliating is

minimized. In this way, the status quo is maintained and market stability ensured.
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4. The Maintenance and Improvement of Market Position Recognizing that price is
often an effective way of improving market share, the firm uses price partly as a means
of defending its current position, and partly as a basis for gradually increasing its share
in those parts of the market where gains are most likely to be made and least likely to
result in competitive action. Among the disadvantages of using price to pursue market

share are:

a. Gaining market share, particularly in mature markets, is often prohibitively expensive
and only rarely cost effective;

b. Share gaining price strategies tend to be blunt weapons which do not reflect
differences between buyers; at particular stages of the life cycle, market share is an
inappropriate goal and can lead to the organization ignoring strategically more important

areas such as distribution.

5.Meeting or Following Competition having entered a market in which competitors
are firmly entrenched, the firm may decide quite simply to take its lead in pricing from
others until it has built up sufficient experience and established a firm reputation on

which it can subsequently build.

6.Pricing to Reflect Product Differentiation For a firm with a broad product range,
differences between the products can often be made most apparent by means of price
variations related to each market segment. The differences in price are not necessarily
linked to the costs of product, but are instead designed to create different perceptions to
their products’ value, and indirectly to increase profits. Among those who do this with a
high degree of success and skill are the Volvo car manufacturers who offer a variety or

derivatives from a basic model.

7.Market Skimming With a skimming objective the marketer enters the market with a
high price and only gradually lowers it as he seeks a greater number of market
segments. In this way, profits are likely to be relatively high and, by minimizing the

degree of commitment at any one time, the levels of risk are minimized. However, for
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this to be a realistic objective, certain conditions must exist, the most important of which
is that the firm has a degree of security in the form of patents, a strong selling
proposition (i.e. a high degree of dedifferentiation exists), unique new technology or a
new product which discourages or prevents others from undercutting the price and
upsetting the strategy. Among the products for which this has been used successfully
are compact disc players. Development costs were high and manufacturers wanted to
recover these as quickly as possible. At the same time, consumers’ perceptions of the

product’s value were high, allowing a premium pricing strategy to be used.

8. Market Penetration As an alternative to the gradual entry strategy of market
skimming, the firm may adopt a far more aggressive approach in which prices are set at
a deliberately low level to ensure a high level of sales and to keep competitors at a
distance. Among those to have done this consistently and successfully, particularly

when entering new markets, are the Japanese.

9. Early Cash Recovery Faced with problems of liquidity or a belief that the life of the
product or market is likely to be short; the firm may opt for a policy designed to generate
a high cash flow and lead to an early recovery of cash. This can be achieved in a
variety of ways, including a rigorous credit control policy, and by a series of special
offers and discounts designed to increase immediate sales and achieve prompt

payment.

10.Preventing New Entry Because of the potentially powerful role that price can play,
a low price may have the effect of preventing others from entering the market as they
recognize the low returns available and the dangers of becoming involved in a price
war. In this way, the firm may be able to minimize the amount of competitions, while

recognizing that the returns may be relatively unattractive.
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10.3.3 Place

Place is an element in the marketing mix, which deals with how manufacturers distribute
products to the consumers. The movement of goods and services from the
manufacturer to the consumer is known as distribution. There are two aspects of

distribution:

1. Physical Distribution
2. Institutional Distribution

Physical Distribution deals with the physical transportation or movements of goods

and services from the point of the production line to the point of use.

Institutional Distribution deals with the enterprises and individuals such as
wholesalers, retailers, supermarkets and market stores who are active in the
transactions or movement of goods and services from the producer to the ultimate

consumers.

Place and distribution involves those management task concerned with making the
product available and accessible to buyers and potential buyers. The word availability
describes the fact that a product or service is capable of being acquired and used by
buyers and potential buyers. While Accessibility describes the fact that a product is

accessible if potential buyers find it easy and convenience to acquire and use.

United Kingdom (U.K) marketing consultancy — see PLACE as “means by which your
customer acquires the manufacturer's product. This includes the actual place, the

telephone, the web page, the warehouse as well as the actual route of distribution.

10.3.3.1 What is Distribution?
Distribution is defined as the movement of products from the point of production to the
point of consumption. It can simply be defined as the transfer of goods from producers

to consumers. Distribution involves physical activities such as the use of middlemen,
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transporting and storing of goods in order to provide target customers with time, place

and possession utilities.

10.3.3.2 Major Activities of Physical Distribution
Themajor decisions issues involved in physical distribution activities include inventory

control, material handling order processing, transportation and storage function.

I. Inventory Control: Inventories are in effect, reservoirs of goods held in anticipation
of sales. The marketing manager must set both maximum and minimum allowable
limits bearing in mind that this will involve sales and cost considerations. The control of
inventories is essential, if a company is to avoid the losses associated with overstocking
or under stocking of both raw materials and finished goods. A satisfactory production
schedule cannot be developed without definite inventory policies. For example: when a
firm uses just-in-time, they maintain low inventory levels and purchase products and
materials in small quantities whenever they are needed, and must have systematic
methods for determining a reorder point to avoid stock outs without tying up too much

capital.

[I. Materials Handling: This refers to the in-store transportation of goods from one
place to another. Materials handling is often necessary in stocking goods and these
may be done manually or mechanically. Material handling also includes activities

associated with the following operations:

1. Loading and unloading trucks, conveyors and containers

2. Lifting and lowering materials to and from work tables, containers and storage
locations.

3. Transporting materials to and from receiving, storage, work place and shipping
locations

4. Storing materials at raw materials, work-in-process or finished goods location.

5. Packaging, Labeling and movement must be coordinated to maximize cost reduction

and customers’ satisfaction.

151



lll. Order Processing: This refers to the methods firms or organizations use for
processing customers orders. Efficiency in order processing can confer suppliers with
competitive advantages, minimize their reorder problems and ensure prompt delivery of
orders. Order processing consists of three (3) main tasks: order entry, order handling,
and order delivery. Order processing can be done manually, but it is usually

accomplished through electronic data interchange (EDI).

IV. Transportation: This creates place utility by moving goods to places where they
are more useful. Transportation may be by land, air, or sea. Motor vehicles and trains
may be used on Land, Aero planes may be used in the air, ships, tugs, and barges may

be used at sea. The choice of a means of transportation will depend on:

1. The nature of the product, whether it is bulky or light, whether it is easily fragile,
perishable, or otherwise.

The cost to using the different means;

The urgency with which the goods are to be transported.

The distance over which the goods are to be transported

The security of the goods in that means of transport.

The availability of transport facilities such as airports, rail and sea routes.
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The preference of the owner of the goods.

V. Storage: Marketers must make two important storage decisions:

1. Geographic deployment of warehouses i.e. a choice between dispersing and
concentrating storage facilities at or near main markets.

2. Ownership of warehousing facilities or renting from outside sources.

This decision will of course be influenced by several important variables including

customer’s buying patterns and delivery expectations, cost of building and operating

warehouses, location of markets and factories, transportation cost etc
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10.3.3.3 Channels of Distribution

The Channels of Distribution are the means employed by manufacturers and sellers to
get their products to market and into the hands of users. Channels of distribution also
refer to the combination of institutions which direct the company’s product to
consumers. Channels are management tools used to move goods from production to
consumption; by which the title to goods is transferred from seller to buyer. In essence
therefore, Channels are tools hired to do the job of getting goods from factory or place
of production into the hands of the ultimate user. It is natural that the cost of hire should
be paid by those who benefit from the services; in most instances, the ultimate

consumer.

The entire function of getting goods into the hands of the consumer is often referred to
as distribution. This function includes transportation in the broadest sense, as well as
the middlemen who handle the goods and help to transfer title to the goods. Thus, it
would be unwise and inaccurate to refer to channels of distribution as the middlemen
engaged in moving goods from production to consumption unless we include

transportation in our category of middlemen.

Most businesses use third parties or intermediaries to bring their products to market.
They try to forge a “distribution channel” which can be defined as: “All the organization

through which a product must pass between its point of production and consumption”

Why does a business give the job of selling it products to intermediaries? After all,
using intermediaries’ means, giving up some control over how products are sold and
who they are sold to. The answer lies in efficiency of distribution costs. Intermediaries
are specialists in selling. They have the contacts, experience and scale of operation
which means that greater sales can be achieved than if the producing business tried

running a sales operation itself.

There is a variety of intermediaries that may get involved before a product gets from the

original producer to the final user. These are described briefly below:
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Retailers: Retailersoperate outlets trade directly with household customers. Retailers

can be classified in several ways:

Type of goods being sold (e.g. clothes, grocery, furniture)

Type of service (e.g. self service, counter service)

Size (e.g. corner shop, superstores.)

Ownership (e.g. privately owned independent, public quoted retail-group)
Location (e.g. rural, city center, out of -town)

2 T o

Brand (e.g. nationwide retail brands, local one shop name)

Wholesalers: Wholesalers stock a range of product from several producers. The role of
the wholesaler is to sell onto retailers. Wholesalers usually specialize in particular

products.

Distributors and Dealers: Distributorsor dealers have a similar role to wholesalers-that
of taking products from producers and selling them on. However, they often sell onto the
end user/customer rather than a retailer. They also usually have a much narrower
product range. Distributors and dealers are often involved in providing after-sales

service.

Franchises: Franchisesare independent businesses that operate a branded product

(usually a service) in exchange for a license fee and a share of sales.

Agents: Agents sell the products and services of producers in return for a commission

(a percentage of the sales revenues)

10.3.4 Promotion

Promotion is one of the major forms of marketing communications, which include
advertising, personal selling, sales promotion, and public relations. These are therefore
referred to as the promotional mix. Most scholars have used different words at different

times to connote promotion (Kotler, 1986) use the term “communication mix” rather than
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promotional mix, in the same context, while (Jefkins, 1990) use the term
‘communications” to represent company-wide communications rather than just

marketing communications.

As it is common with other aspects of human endeavor, it is necessary that promotional
mix should be blended if the desired results are to be achieved. This combination is
necessary in order for promotion to be effective and result oriented. The role of the
promotional mix is essentially to make the target audience favorably aware of the

availability of products and services in the market place.

10.3.4.1 What Is Promotion In Marketing?

The use of the word promotion often raises confusion among users. Keith Crosier noted
that marketing practitioners often says “promotions” when they mean “sales promotion”,
directly contradicting the broader definition advocated.”John Wilmshurst (1985) defines
promotion as “a word used to describe the whole collection of methods by which the
task of information and persuasion may be carried out. It is any effort whose function is
to inform or persuade customers about the existence of a product or services with a

view to induce them either to start or continue buying the product or services.

Promotion in marketing is all those activities that are geared towards informing a
prospective consumer of the availability, necessity, durability, comfortability, and
economic incentives of a product, in order to persuade such consumer to buy. It is

simply an exercise in information, persuasion and communication.

10.3.4.2 Objectives of Promotion

The objectives of promotion are as follows:

(1) Behaviour Modification
(2) Informing
(3) Persuasion

(4) Reminder promotion
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Behaviour Modification Promotion seeks to change the idea already created about a
product either positively or negatively. The promoter or the seller aims at creating a
favourable image about itself or at motivating purchases of the company’s goods and
services. Promotion tries to convince the customers current and potential of the quality

of the product and even the need to take such product.

Informing All promotions are designed to inform, persuade or remind the target market
about the firm’s offerings. Often a company will attempt to accomplish several of these
objectives simultaneously. Informative promotion is generally more prevalent during the

early stages of the product life cycle.

Persuasion Most promotions tend to persuade. Persuasive promotion is designed to
stimulate purchase where the demand for a product is facing some threat; persuasive

promotion could create a positive image in order to influence long-term buyer behaviour.

Reminder Promotion This is where promotion is used to keep the product brand name
in the public mind and it is prevalent during the maturity stage of the life cycle. This form
of promotion tactfully assumes that the target audience has already been persuaded of
the merits of the goods or services the whole logic is to re awaken them so that it will

serve as a memaory jogger.

10.3.4.3 Needs for Promotion

Several factors point up the need for promotion today. These are:

This distance between producers and consumers
The number of potential consumers grows daily

The Mobility of consumer’s from place to place.
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The communication network between the manufacturer, the marketing intermediary
and the potential customers.

5. The intense competition among firms.
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6. Competition between individual firms within an industry.

7. Abundant want satisfaction has generally replaced the necessity of fulfilling only
basic physiological requirements. Consequently, customers are more selective
in their buying choices, and a good promotional  program is needed to reach
them.

8. During period of shortages, advertising can stress product conservation and efficient
uses of the product.

9. Promotional activities can be used to aid consumers in “making do” and incidentally,
help build the company image.

10.Promotion is needed to maintain the high material standard of living.

10.3.4.4 Promotional Mix

Promotional mix is communicational in nature, they are tools normally classified under
promotion, and they are called promo tools. This includes advertising, personal selling,
sales promotion, publicity, packaging, sales aids (catalogues, literatures, films), trading
stamps, premiums, free samples, coupons etc. The four promotional tools are to be

explained as follows:

1. Advertising this is any paid form of non-personal presentation and promotion of
ideas, goods or services by an identified sponsor.
2. Personal sellingthis involves oral presentation in a conversation with one or more

prospective purchasers for the purpose of making sales.

3. Sales promotionthis is a short-term incentive to encourage purchase or sales of a

product or service.

4. Publicity this is another form of mass selling. It is any unpaid form of non-personal
presentation of ideas, goods or services. Although publicity people get paid for their
services in a form of Brown envelop, they try to attract attention to the firm and its
offerings without having to pay media cost. Even though marketers have less control

over the nature of the publicity that their organizations and products receive than
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they do with their advertising publicity has a major advantage of credit-worthiness

since another party is giving the message.

Summary

Marketing is such an important and dynamic activity which must be undertaken with
proper understanding of the basic concepts. In this chapter, we have learnt that
marketers are responsible for most of the activities necessary to create customers. This

line of activities might be in the area of communication and product functions.

STUDY QUESTIONS
1. Marketing is said to be merely “buying and selling”. Do you agree?
What is marketing mix?
Define the term product.
Define the term price
What is Distribution?
What is promotion in Marketing?

What do you understand by the term promotools?

© N o g s~ w D

Explain the determinant of promotional mix
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11.0 LECTURE ELEVEN: BUSINESS ETHICS

11.1 Introduction

Understanding the landscape business Ethics can be problematic. The field is vast often
encompassing such concerns as corporate governance, reputation management,
accurate accounting and audits; fair labour practices and environmental stewardship to
name but a few. In fact, the field addresses the entire scope of responsibilities or
obligation that a company has to each of its stakeholders: those who have a vested
interest-or stake-in the decisions and actions of a company, like clients, employees,
shareholders, suppliers and the community, depending upon the company in question,

one may even be able to identify additional stakeholders.

11.2 Learning Objectives

This lecture is principally geared towards providing students with the proper
understanding the meaning of business ethics, the relevant ethical questions in
business, fundamental principles of business ethics, what constitute ethical and

unethical behavior and various ways of enhancing business ethics

11.3 Main Text:

11.3.1 Meaning of Business Ethics

Ethics has been given various definitions by the modern scholars.

McFarland (1971) defines ethics as what “concerns itself with consideration of right and
wrong conduct in the practical affairs of men”. He points that ethical behaviour is the
behaviour that ought to prevail; unethical behaviour is that which violates a given

standard as to what to prevalil.

J. B Minor defines ethics as “concepts of right and wrong, that stem from values and

expectations of society; or they may derive from some major sectors of society.

Ricky W. Griffin in his view defines ethics, as “an individual’'s personal beliefs about

what is right and wrong or good or bad”.
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Crompton’s interactive Encyclopedia holds that “ethics is primarily concerned with
attempting to define what is good for the individual and for society. It also tries to
establish the nature or obligation, or duties that people owe themselves and each

other”.

From the forgoing we can infer that ethics relates to our concept of what behaviour or
conduct is right or wrong and what is good or bad. Some definitions cited above suggest
that our concept of what is right or wrong depends upon the standards of behaviour or
the society in which we operate. Those standards define for us our obligation and

duties.

Harmonizing and juxtaposing these various definitions, we can conventionally define
business ethics as the code of conduct that guides the operation of business
organization in relation to their employers (shareholding) and employees, their
customers and the larger society which they operate. That is to say, it is the code that

stipulates the expected dos and don’ts in conduct of business activities.

11.3.2 Four Levels of Ethical Questions in Business

Having known that ethics permeates all facets of our life, we cannot avoid ethical issues
in business any more than we can avoid them in other areas of our lives. In business,
most ethical questions fall into one or more of four categories: Societal, stakeholder,

internal policy and personal.

Societal: The fundamental questions often asked at the societal levels are about the
basic institutions in the society. Take for instance, the unholy apartheid in the then
South Africa was a societal level question. Is it ethically correct to have a social system
in which a group of people- indeed, the majority —is systemically denied their basic
rights? Although recent changes in South Africa have ended the apartheid system, it is
difficult to project how smoothly the transition to equality will go on. Companies wishing

to do businesses still face a complex set of issues as political, economic, and social
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dynamic change; the situation can still present an ethical conundrum for many

companies.

Stakeholders: The second kind of ethical questions concern stakeholders, suppliers,
customers, shareholders, and the rest. Here we ask questions about how a company
should deal with the external groups affected by its decisions, as well as how the

stakeholders should deal with the company.

There are many stakeholders’ issues. Insider trading is one; another is a company’s
obligation to inform its customers about the potential dangers of its products. What
obligations does a company have to its suppliers? To the communities where it
operates? To its stockholders? How should we attempt to decide such matters? Kinko’s
managers face ethical question of respect, the rights of copyright holder as

stakeholders.

Internal Policy: A third category of ethics might be called “internal policy” Here we ask
guestions about the nature of a company’s relations with its employees. What kind of
employment contract is fair? What are the mutual obligations of managers and workers?
What right do employees have? These questions, too, pervade the work-day of a
manager. Lay-offs, work rules, motivation, and leadership are holders as stakeholders.

Personal: Here we ask questions about how people treat one another within an
organization. Should we be honest with one another, whatever the consequences?
What obligations do we have —both as human and as workers who fill specific work
roles-to our bosses, our employees, and our peers? These questions deal with the day-
today issues of life in any organization. Behind them lie two broader issues: Do we have
the right to look at other people primarily as means to our ends? Can we avoid doing

so?

Fundamental Principles of Business Ethics: The subject of ethics is very complex

and sometimes quite controversial especially where the attempt is to establish principles
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of general application. It should be noted that the subject of business and managerial
ethics is only a part of the general subjects of ethics. In order to serve as a guide to the
understanding of the ethic responsibilities of a business and manager, Elegido has
outlined a number of fundamental principles which relate to business ethics. We shall
present them first since they provide a background to the understanding of the
managerial ethics which we are about to explore. These principles which are discussed

below can also serve as a guide to non-managerial staff.

Principle of Solidarity: We should be concerned not only seeking to promote our self-
interest but also with promoting the well being of others. It may therefore be unethical to
trample upon the interest of others in our search for self-fulfillments. For example, a
business owner would be violating this principle if he becomes insensitive to the plight

of his underpaid workers.

Principle of Rationality: Rather than acting irrationally by allowing emotions and
feeling to becloud our better sense of judgment, we should seek to act logically and
intelligently always by consciously exhibiting the impact of the various courses of action
open to us. Acting rationally could enable us avoid actions which we could have

regretted later.

Principle of Fairness or Impartiality: Fairness or impartiality demands that we should
apply the same standards in judging others, including strangers as we should when
judging ourselves or those dear to us. In the language of the layman, this means that

we should be “objective” or “unbiased” irrespective of those interests involved.

Principle of Efficiency: According to this principle, it is enough to have good intentions
as far as promoting human fulfillment or the well being of people is concerned. Such
good intentions must be backed up with honest or genuine efforts to realize or actualize

the intentions. Otherwise the good intentions will amount to nothing but mere lip service.
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Principle of Refraining from Willing Harm to a Human Being: One should not inflict
harm on others either as an end in itself or as a means to an end. Harm may be

physical, psychological, social economic.

Principle of Role-Responsibility: This rather complex principle has been explained as
follows. One does not have equal responsibility for all aspects of the well-being of all
human beings. One’s special circumstances, capacities, role and commitments give one

a priority responsibility for certain aspects of the well-being of certain people.

Principle of Acceptance of Harmful Side-Effects: Under certain circumstances it can
be reasonable to perform actions which are likely or even certain to cause harmful side
effects”. Consider a very simple case: A company interviewed fifty-five persons for a
certain job. The three applicants who performed best in the interview had the same
score. Nevertheless the personnel manager offered the job to one of them. The harmful
side effect of the personnel manager’s action is that, the other two applicants did not get

the job. Has the personnel manager acted unethically? No.

Principle of Cooperation in Immorality: This principle affirms that “under certain
circumstances it can be reasonable to co-operate in some ways in the immoral actions

of other people” Consider this scenario.

This afternoon, a band of robbers armed with automatic rifles rudely urged you to stop
on the highway. They ordered you at gunpoint to surrender the key to the company’s
car and stop driving at the time. You “co-operate” and they made away with the car and
some vital personal and official documents which you had in it. Did you not “co-
operate”? In the circumstance, did you act ethically by “assisting” them to rob you of the
company vital documents? No! The usefulness of the above principle is that each time a
manager is unsure of the ethical path to tow in a given situation, one principle or the

other can pinpoint the way.
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11.3.3 Ethical and Unethical Behavior

Now, we know that ethics are concerned with the society’s concept of what is wrong
and what is right. We are now therefore in a position to consider what ethical or
unethical behaviour is. Ethical behaviour is some action or conduct which conforms to
the generally accepted norms of society. It is behaviour that accords with society’s

established standards of behaviour or expectations of society.

Two important observations need to be made at this point. First, it makes sense to talk
only of ethical and unethical behaviour. It does not make sense to talk about an ethical
or an unethical person. This is so because some aspects of any particular person’s
behaviour may be ethical while others may not be. In other words, there is no one
whose behaviour is wholly ethical or unethical.

The second observation is that ethical standards will, tend to differ from person to
person and from one society to another as a result of cultural differences. In Nigeria of
today, lobbying to get a job which one does not otherwise merit or for which one is not
even qualified has become normal behaviour — that is, behaviour that is not considered

unethical. In some other societies, such acts would be unethical.

As noted earlier, even within the same society, it is sometimes difficult to have general
agreement on what constitutes unethical behaviour. In the final analysis, every person
must draw his own line to separate what he considers ethical, and what he considers

unethical behaviour.

11.3.3.1 Unethical Business Practices Common among Nigerian Businessmen:
1 Production and selling of fake and substandard products to the unsuspecting
costumers:
The habit of selling expired products to unsuspecting consumers.
Tax evasion inform of declaring low profit so as the taxes.
Deceptive promotional activities that portray their products in a manner that is not

really of them.
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1 Price discrimination and deliberate over pricing at the expense of consumers.
1 Deliberate hoarding of products in order to create artificial scarcity.

1 Smuggling activities and black markets.

11.3.4 Steps Involved In Enhancing Business Ethics

Code drafting: Thismust be a concise document, whose content is shared by all. Their

document involves every one i.e. let them buy into the code.

Code Communication: Every one in-house should have easy access to the code and
understand its contents and significance. This will help erode issues of ignorance and

defaults would be squarely dealt with.

Code Implementation: This is the in-house policing of code. The necessary
department in charge of implementation should be manned by personnel of integrity
who may be upright with the implementation aspects.

Ethical Committee: An ethical committee is set up to monitor compliance; this is mostly
applicable when the top management level is considered. One fact is that the members
of this ethical committee could be drawn from the top management and also those that

seem fit for such an assignment.
Sanctions: Sanctions are used to enforce the provision of the code. This instrument is

used to show that while hard work is encouraged those who go against the ethics of an

organization are punished.
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Summary

Ethics is largely a matter of perspective; putting every activity and goal in place,
knowing what is worth doing and what is not worth doing. And in business what sense
our overall concern goals and what does not, what are part of business and what is
forbidden to business, even when increased profit —the most obvious measure of
business helps us to consider the interest of others and that way, lead to good and full

filling life. Finally, Leadership shapes business ethics in any enterprise.

StudyQuestions
1. Enumerate the unethical business practices that are common among Nigerian
businessmen.

2. List and explain the four ethical questions in management.
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12.0 LECTURE FIVE: BUSINESS PLAN

12.1 Introduction

A business plan is a formal statement of a set of business goals, the reasons why they
are believed attainable, and the plan for reaching those goals. It may also contain
background information about the organization or team attempting to reach those goals.
The business goals may be defined for profit or for non-profit organizations. For-profit
business plans typically focus on financial goals, such as profit or creation of wealth.
Non-profit and government agency business plans tend to focus on organizational
mission which is the basis for their governmental status or their non-profit, tax-exempt
status, respectively—although non-profits may also focus on optimizing revenue. In
non-profit organizations, creative tensions may develop in the effort to balance mission
with "margin” (or revenue). Business plans may also target changes in perception and
branding by the customer, client, tax-payer, or larger community. A business plan
having changes in perception and branding as its primary goals is called a marketing

plan.

12.2 Learning Objectives

This is the capstone lecture of all the lecture series. At the end of this lecture , students
are expected to understand the meaning, contents and format of a comprehensive
business plan. Also students are expected to be able to write a comprehensive

business plan on their own.

12.3 Main Text:
12.3.1 What Is A Business Plan?

The primary value of your business plan will be to create a written outline that evaluates
all aspects of the economic viability of your business venture including a description and

analysis of your business prospects.
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Keep in mind that creating a business plan is an essential step for any prudent
entrepreneur to take, regardless of the size of the business. This step is too often
skipped, but we have made it easy for you by providing this ready format to build your

plan as you progress through this course.

Business plans can vary enormously. Libraries and bookstores have books devoted to
business plan formats. This course is a starting point. You can then go on to design one

that would be ideal for your particular enterprise.

Be aware now that most start-up entrepreneurs are reluctant to write down their
business plan. It is, therefore, strongly recommended that you complete each segment
of the plan as you progress through this course. We make it easy for you by providing
sample plans for both product and service businesses and also an attractive blank form

that you can download onto MS Word and customize yourself.

Your business plan will become your roadmap to chart the course of your business. But
at the outset you cannot predict all of changing conditions that will surface. So after you
have opened for business, it is important that you periodically review and update you

plan.
12.3.2 Why Prepare a Business Plan?
Your business plan is going to be useful in a number of ways

1 First and foremost, it will define and focus your objective using appropriate
information and analysis.

T You can use it as a selling tool in dealing with important relationships including
your lenders, investors and banks.

1 Your business plan can uncover omissions and/or weaknesses in your planning
process.

1 You can use the plan to solicit opinions and advice from people, including those
in your intended field of business, who will freely give you invaluable advice. Too

often, entrepreneurs forge ahead ("My Way!") without the benefit of input from
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experts who could save them a great deal of wear and tear. "My Way" is a great

song, but in practice can result in unnecessary hardships.

12.3.3 What to Avoid in Your Business Plan

1 Place some reasonable limits on long-term, future projections. (Long-term means
over one year.) Better to stick with short-term objectives and modify the plan as
your business progresses. Too often, long-range planning becomes meaningless
because the reality of your business can be different from your initial concept.

1 Avoid optimism. In fact, to offset optimism, be extremely conservative in
predicting capital requirements, timelines, sales and profits. Few business plans
correctly anticipate how much money and time will be required.

1 Do not ignore spelling out what your strategies will be in the event of business
adversities.

1 Use simple language in explaining the issues. Make it easy to read and
understand.

1 Don't depend entirely on the unigueness of your business or even a patented
invention. Success comes to those who start businesses with great economics

and not necessarily great inventions.

12.3.4 Business Plan Format

The Business Plan format is a systematic assessment of all the factors critical to

your business purpose and goals.

Here are some suggested topics you can tailor into your plan:

1 A Vision Statement: This will be a concise outline of your business purpose and
goals.

1 The People: By far, the most important ingredient for your success will be
yourself. Focus on how your prior experiences will be applicable to your new
business. Prepare a résumé of yourself and one for each person who will be

involved with you in starting the business. Be factual and avoid hype. This part of
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your Business Plan will be read very carefully by those with whom you will be
having relationships, including lenders, investors and vendors. Templates for
preparing résumeés are available in your library, Kinko's, bookstores and the

Internet under "résumés."

However, you cannot be someone who you are not. If you lack the ability to perform a
key function, include this in your business plan. For example, if you lack the ability to
train staff, include an explanation how you will compensate for this deficiency. You
could add a partner to your plan (discussed in Section 4) or plan to hire key people who

will provide skills you don't have. Include biographies of all your intended management.

T Your Business Profile: Define and describe your intended business and exactly
how you plan to go about it. Try to stay focused on the specialized market you
intend to serve.

1 Economic Assessment: Provide a complete assessment of the economic
environment in which your business will become a part. Explain how your
business will be appropriate for the regulatory agencies and demographics with
which you will be dealing. If appropriate, provide demographic studies and traffic
flow data normally available from local planning departments.

1 Cash flow assessment: Include a one-year cash flow that will incorporate your
capital requirements. Include your assessment of what could go wrong and how
you would plan to handle problems.

T Include your marketing plan and expansion plans.

1 Refer to helpful government Web sites such as the Small Business

Administration. See "Resources" on the home page of this Web site.
Six Steps to a Great Business Plan

Start-up entrepreneurs often have difficulty writing out business plans. This discipline is

going to help you in many ways so don't skip this planning tool! To make it easier,

here are six steps that will produce a worthwhile plan:

1. Write out your basic business concept.
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Gather all the data you can on the feasibility and the specifics of your business

concept.

3. Focus and refine your concept based on the data you have compiled.

4. Outline the specifics of your business. Using a "what, where, why, how"

approach might be useful.

Put your plan into a compelling form so that it will not only give you insights
and focus but, at the same time, will become a valuable tool in dealing with
business relationships that will be very important to you.

Review the sample plans we furnish and download the blank format to a MS

Word document. Fill this in as you progress though the course.

Does Your Plan Include the Following Necessary Factors?

1

1

A Sound Business Concept: The single most common mistake made by
entrepreneurs is not selecting the right business initially. The best way to learn
about your prospective business is to work for someone else in that business
before beginning your own. There can be a huge gap between your concept of a
fine business and reality.

Understanding of Your Market: A good way to test your understanding is to
test market your product or service before your start. You think you have a great
kite that will capture the imagination of kite fliers throughout the world? Then craft
some of them and try selling them first.

A Healthy, Growing and Stable Industry: Remember that some of the great
inventions of all time, like airplanes and cars, did not result in economic benefit
for many of those who tried to exploit these great advances. For example, the
cumulative earnings of all airlines since Wilber Wright flew that first plane are
less than zero. (Airline losses have been greater than their profits.) Success
comes to those who find businesses with great economics and not necessarily
great inventions or advances to mankind.

Capable Management: Look for people you like and admire who have good

ethical values, have complementary skills and are smarter than you. Plan to hire
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people who have the skills that you lack. Define your unique ability and seek out
others who turn your weaknesses into strengths.

1 Able Financial Control: You will learn later the importance of becoming
gualified in accounting, computer software and cash flow management. Most
entrepreneurs do not come from accounting backgrounds and must go back to
school to learn these skills. Would you bet your savings in a game where you
don't know how to keep score? People mistakenly do it in business all the time.

1 A Consistent Business Focus: As a rule, people who specialize in a product or
service will do better than people who do not specialize. Focus your efforts on
something that you can do so well that you will not be competing solely on the
basis of price.

T A Mindset to Anticipate Change: Don't commit yourself too early. Your first
plan should be written in pencil, not in ink. Keep a fluid mindset and be
aggressive in making revisions as warranted by changing circumstances and
expanding knowledge.

1 Include Plans for Conducting Business Online: According to the January
2005 Trend/Forecasting Report of The Dilenschneider Group, in the U.S. alone,
the 2004 holiday season online shopping jumped by more than 25% from 2003.
(In 2005 it jumped another 25 %!) Consumer and business-to-business online
sales are set to expand exponentially in the coming decade, and small retailers
can reach an ever-increasing pool of customers. Be sure to see the how-to

details in the following Session 10, E-commerce.

12.3.5 Formulate (and Reformulate) Your Business Plan

Donald N. Sull, associate professor of management practice at the
LondonBusinessSchool, in an article in the MIT Sloan Management Review issue of fall
2004, offers some practical suggestions on managing inevitable risks while pursuing
opportunities. Here is a capsulation of his suggestions on how to formulate (and

reformulate) your business plan:
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Be flexible early in the process and keep it fluid. Don't commit too early. Expect
your first plan to be provisional and subject to revision.

Ask yourself if your experience or expertise gives you the right to an opinion on
your specific opportunity.

Identify your potential deal killers: variables that are likely to prove fatal to the
venture.

Clearly identify what you see as the key drivers of success. What are you betting
on here?

Raise money only in sufficient amount to finance the experiment or evaluation
you next envision, with a cushion for contingencies.

Delay hiring key managers until initial rounds of experimentation has produced a
stable business model.

At some point, take the plunge and test your product or service on a small scale
in the real world through customer research, test marketing, or prototypes.

Test and refine your business model before expanding your operations.

12.3.6 Top Ten Do's and Don'ts

TOP TEN DO'S:

Hp w0 NP
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Prepare a complete business plan for any business you are considering.

Use the business plan templates furnished in each session.

Complete sections of your business plan as you proceed through the course.
Research (use search engines) to find business plans that are available on the
Internet.

Package your business plan in an attractive kit as a selling tool.

Submit your business plan to experts in your intended business for their advice.
Spell out your strategies on how you intend to handle adversities.

Spell out the strengths and weaknesses of your management team.

Include a monthly one-year cash flow projection.

10.Freely and frequently modify your business plans to account for changing

conditions.
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TOP TEN DON'TS:

Be optimistic (on the high side) in estimating future sales.
Be optimistic (on the low side) in estimating future costs.
Disregard or discount weaknesses in your plan. Spell them out.

Stress long-term projections. Better to focus on projections for your first year.

a r w0 N

Depend entirely on the uniqueness of your business or the success of an
invention.

6. Project yourself as someone you're not. Be brutally realistic.

7. Be everything to everybody. Highly focused specialists usually do best.

8. Proceed without adequate financial and accounting know-how.

9. Base your business plan on a wonderful concept. Test it first.

10. Skip the step of preparing a business plan before starting.

12.3.7 Creating a Business Plan

A comprehensive business plan is crucial for a start-up business. It defines the
entrepreneur’s vision and serves as the firm’s resume.
There are many reasons for writing a business plan:
1 To convince oneself that the new venture is worthwhile before making a
significant financial and personal commitment.
To assist management in goal-setting and long-range planning.
To attract investors and get financing.
To explain the business to other companies with which it would be useful to create an
alliance or contract.
To attract employees.
A business plan can help an entrepreneur to allocate resources appropriately, handle

unexpected problems, and make good business decisions.

A well-organized plan is an essential part of any loan application. It should specify how
the business would repay any borrowed money. The entrepreneur also should take into

account all startup expenses and potential risks so as not to appear naive.
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However, according to Andrew Zacharakis, a common misperception is that a business
plan is primarily used for raising capital. Zacharakis, a professor of entrepreneurship at
BabsonCollege, suggests that the primary purpose of a business plan is to help
entrepreneurs gain a deeper understanding of the opportunity they envision. He
explains: “The business plan process helps the entrepreneur shape her original vision
into a better opportunity by raising critical questions, researching answers for those

guestions, and then answering them.”

Some entrepreneurs create two plans: a planning document for internal use and a
marketing document for attracting outside investment. In this situation, the information in
each plan is essentially the same, but the emphasis is somewhat different. For example,
an internal document intended to guide the business does not need detailed
biographies of the management. However, in a plan intended for marketing, the

background and experience of management may be the most important feature.

A standard business plan is usually about 40 pages in length. It should use good visual
formatting, such as bulleted lists and short paragraphs. The language should be free of

jargon and easy to understand.

The tone should be business-like and enthusiastic. It should be strong on facts in order
to convince people to invest money or time in the new venture.

The basic elements of a standard business plan include:

Title Page

Table of Contents
Executive Summary
Company Description
Product/Service

Market and Competition
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Marketing and Selling Strategy
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Operating Plan
Management/Organization

Financing
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Supporting Documents

The executive summary is the cornerstone of a good plan. This is the section that
people read in order to decide whether to read the rest. It should concisely summarize
the technical, marketing, financial, and managerial details. More importantly, it needs to

convince the reader that the new venture is a worthy investment.

The company description highlights the entrepreneur’s dream, strategy, and goals.
The product/service section should stress the characteristics and benefits of the new

venture. What differentiates it from its competition? Is it innovative?

The financial components of a new venture’s business plan typically include three
projections: a balance sheet, an income statement, and a cash-flow analysis. These
require detailed estimates of expenses and sales. Expenses are relatively easy to
estimate. Sales projections are usually based on market research, and often utilize

sales data for similar products and services produced by competitors.

Writing a business plan may seem overwhelming. However, there are ways to make the
process more manageable. First, there are many computer software packages for
producing a standard business plan. Numerous books on entrepreneurship have

detailed instructions, and many universities sponsor programs for new businesses.
12.3.8 A Sample of a Comprehensive Business Plan

1.0 Executive Summary
Objectives

Mission

Keys to Success

2.0 Company Summary
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3.0 Products

4.0 Market Analysis Summary

5.0 Strategy and Implementation Summary
6.0 Management Summary

7.0 Financial Plan

Appendix

Auto Parts Store Business Plan

Southeast Racing

1.0 Executive Summary

Surulere Racing Parts (SRP) is a small, North Lagos-based automobile racing parts
brick and mortar and mail order organization. SRP will remain small in order to offer
unprecedented customer attention. Surulere Racing Parts will become the premier

destination for entry level and novice racing parts.

The Market

Surulere Racing Parts will be participating in an exciting, growing market. Motorsports
has seen explosive growth in the Nigeria in the last decade. It is now the fastest-
growing sport in the Nigeria. The market is worth N1.5 billion annually. A recent survey
indicates that over 385,000 people have competed in organized motorsport events with
even more people who have "souped" up their cars but have yet to compete in
organized events. Additionally, TV coverage for motorsports has increased dramatically
helping fuel growth. Lastly, the Lagos has experienced record population growth, 25%
within the last decade making SRP's chosen location attractive.

The Organization

Surulere Racing Parts is founded on the idea that maintaining satisfied customers is
essential to the financial health of the organization. With this in mind, SRP will be
working hard to ensure that all of their customer's expectations are exceeded in all

transactions. To maintain a presence within the racing community and close
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relationships to customers, Surulere Racing Parts will be an active member of the local

racing scene through participation and sponsorship.

Products, Services, and Delivery

SRP will be both a brick and mortar company serving the local community as well as
offering a catalog with a mail order service. The catalog will be a four-color edition and
subsequent editions will be analyzed to determine the cost effectiveness of publishing in
this format. SRP will offer engine and chassis parts for a wide variety of cars. Safety
equipment and set up equipment will also be offered. All of the popular name brands will
be offered in addition to an array of generic label parts. SRP will offer coil rating

services as well as scaling services for race cars.

Financials
Surulere Racing Parts will be profitable from month one. Margins are forecasted to be
respectable. Year one sales will be exceptional with a steady growth rate for the first

five years.

Surulere Racing Parts is an exciting opportunity that combines a customer-centric
organization with an explosive industry. Motorsports is becoming increasingly popular in
the Nigaria with more and more people becoming active participants. Even for those
who are not true participants, it is now "cool" to have your car "tweaked out" even just
for aesthetics. An investment in Surulere Racing Parts is a high growth, reasonable risk

opportunity.

1.1 Objectives

To make Surulere Racing Parts the number one destination for the purchase of entry-
level/novice racing supplies in the Lagos.

To achieve a modest initial gross profit margin, increasing that by at least 1% per year
until reaching our final target

To sell a substantial amount of product the first year

To maintain a solid growth rate per year for the first five years

180



1.2 Mission

Surulere Racing Parts is dedicated to providing racing products that combine quality
performance with value pricing. We wish to establish a successful partnership with our
customers, our employees, and our suppliers that respect the interests and goals of

each party.

Constantly striving to supply what the consumer is asking for, we will continually review
what is available in the marketplace, and what isn't. Improving on what is available and
providing new products and services to the areas of need will help ensure our success
in a market driven by consumer demand.

Success will ultimately be measured by our customers choosing us because of their
belief in our ability to meet or exceed their expectations of price, service, and selection.

1.3 Keysto Success

To succeed in this business, we must:

Be an active member of the racing community; i.e., attend functions at local race tracks,
attend regional and national trade shows.

Deliver our products promptly.

Work with our customers on a personal level, as opposed to the "What's your customer

number?" mentality of large mail order firms.

2.0 Company Summary
Surulere Racing Parts is a new company, which upon commencement of operations will

provide entry-level oval track racers with affordable products and quality service.
2.1 Company Ownership

Surulere Racing Parts is a North Lagos corporation, subchapter S, owned entirely by
Tim and Molly Jones.
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2.2  Start-up Summary

Our start-up costs are listed on the following page. Major costs include computer
hardware, software and setup support; rent, a telephone system, approximately office
equipment and furniture, parts shelving and other warehouse equipment, leasehold
improvements, and a company pick-up truck.The company will start out with about three
months' inventory on hand. This means the majority of company assets will consist of

inventory and the starting cash balance will not be significant.

You will find that we will need additional funding. The purpose of this plan is to secure
financing for that amount.Later in this plan, when you view the Projected Balance Sheet,
Projected Cash Flow and the Projected Profit and Loss, you will notice that we do not
show any debt or interest expense. However, by examining these same charts, you will
see that we project a sufficient amount of earnings to service a debt load.Upon

negotiations of debt amount and terms, modified charts will be provided upon request.

Start-up Requirements
Start-up Expenses

Decals N725
Rent N1, 600
Stationery forms, etc. N300
Total Start-up Expenses N2, 625
Start-up Assets

Cash Required N1, 000
Start-up Inventory N50, 000
Other Current Assets NO
Long-term Assets N29, 000
Total Assets N80, 000
Total Requirements N82, 625

Start-up Funding
Start-up Expenses to Fund N2, 625
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Start-up Assets to Fund N80, 000
Total Funding Required N82, 625
Assets

Non-cash Assets from Start-up  N79, 000
Cash Requirements from Start-upN1, 000
Additional Cash Raised  NO

Cash Balance on Starting Date N1, 000

Total Assets N80, 000
Liabilities and Capital

Liabilities

Current Borrowing NO

Long-term Liabilities NO

Accounts Payable N2, 000

Other Current Liabilities NO

Total Liabilities N2, 000

Capital

Planned Investment

Personal Investment N80, 625
Other NO

Additional Investment Requirement NO

Total Planned Investment N80, 625

Loss at Start-up (Start-up Expenses) (N2, 625)
Total Capital N78, 000

Total Capital and Liabilities N80, 000

Total Funding N82, 625

2.3 Company Locations and Facilities
Surulere Racing Parts will be located at 123 Main Street, Anytown, North Lagos. This
location will afford us good visibility along with convenient access for traveling race

teams wishing to stop at our location. Another advantage of this location is the recent
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announcement of a go-kart/entertainment complex, which will be located directly across

the street. This complex will attract many potential customers to our immediate vicinity.

By locating in close proximity to Charlotte, Surulere Racing Parts will enjoy a large built-
in customer base. The skyrocketing popularity of NASCAR Winston Cup racing in the
last 15 years has only strengthened its role as the hub for most race teams and all the

related businesses they've spawned.

The sport's explosion has been so boundless that University of North Lagos-Charlotte
researchers conducted a study of the industry to try to determine its impact. The study,
completed in December 1996, found that in its surrounding counties, NASCAR racing is
responsible for about 2,000 jobs producing more than 200 million Naira in expenditures
annually -- figures that many in the industry consider conservative in 1998. Many of the
people employed within the industry along with their children, other relatives, and

friends, take up racing as a hobby.

Another benefit of the area is that it is centrally located on the East Coast. The Lagos
and parts of OgunState and OyoState will have the benefit of overnight UPS ground

service.

The Facility

We will initially be leasing 3,000 sq. ft. of a new 10,000 sq. ft. building. As needs dictate,
our office and/or warehouse facilities could be expanded into an additional 2,500 sq. ft.
We will be sharing this facility with another business that is also involved in racing, and
their business attracts many of the local racers. In light of this, we will meet many
potential customers simply because of our association with them. This location will
consist of a showroom, office space, and warehousing. All deliveries and shipments will

be serviced at this location. We will also have ample parking available.
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3.0 Products

Surulere Racing Parts will sell racing products to the entry-level/novice racer. These
products will include engine and chassis parts along with safety and set-up equipment.
Services that we will provide include coil spring rating, along with a scaling service for

race cars.

3.1 Product Description

Surulere Racing Parts will assist its customers in selecting the best parts for their
application at a price that meets or exceeds their expectations. In the event of a
problem, we will be there to assist and counsel the customer to a speedy solution. We
will carry or have quick access to most major lines of racing equipment. We will also
carry generic "plain label" merchandise that we will market under our own performance
name. Private labeling will allow us, in most cases, to greatly increase our profit margins

since the procurement costs are much lower for these types of items.

Even though our target market is the entry-level racer, our product mix will be sufficient
to fill most of the needs of even the most hard-core racer. With leisure time at a
premium, our reputation for having needed items in-stock will save our customers both
time and money. We will be open Monday through Saturday with hours yet to be
determined. Our experience has shown that most entry-level racers' preference is for
low prices. We believe we can offer products that indeed are lower in price without
sacrificing the performance and safety concerns that our customers will demand.
Surulere Racing Parts will provide precisely the level of service that today's entry-level

racer requires.

3.2 Competitive Comparison

Within our niche, we only have one significant competitor. They, however, do not carry
engine parts, which should give us an edge in that respect. In general, however, our
competition is not in our targeted portion of the market. This competition consists mainly

of these three groups:
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1 NASCAR Winston Cup suppliers
1 Asphalt late model chassis builders

1 National mail order suppliers

More discussion is included later in this plan on competitive businesses.

3.3 Sales Literature
To drive sales initially, Surulere Racing Parts will utilize an existing supply catalog. This
four-color catalog will have a different cover with the Surulere Racing Parts logo, phone

number, etc., printed on it.

After much research, we found that the product mix in this catalog most closely
resembles the needs of the consumer niche that we are focusing upon. An agreement
was reached to supply these catalogs to us at no charge. This precludes the need to
invest in catalog production at the outset. In turn, we will be using the catalog company
as a supplier for some of the inventory lines that we carry. We have developed a price

sheet to be enclosed with each catalog.

We will produce flyers in-house on an as-needed basis. These will primarily be to
showcase new products and/or to advertise special sales promotions. The flyers will be
distributed in the same fashion as the catalogs.Following are planned means of catalog
distribution:

Give away in-store.
Enclose in mail order shipments.
Personally hand out at area race tracks.

Distribute at local trade shows and auctions.
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Sell for N3 through local racing newspaper business card advertisements.

Upon the release of a new catalog, we would need to check into the financial feasibility

of utilizing direct mail as a means of bulk distribution.
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3.4 Sourcing

This is an area that we feel we will enjoy a distinct advantage over much of our
competition. Because of our past work experience in purchasing, we have a vast
number of supplier contacts within the racing industry. We have good, long-term, solid
relationships with many of these vendors which, in many cases, will allow us to achieve
decreased cost-of-goods and/or additional terms. Many of these suppliers have already
committed to special deals for us, such as waiving their buy-in requirements, additional

payment terms, sales referrals, etc.

We will purchase our inventory from both regional wholesalers and direct from the
manufacturers. We will use the regional wholesalers more initially because of their
ability to service us faster. This will lower our margins slightly; however, we feel that the
upside will be that it will allow us to turn our inventory faster. As our sales volume
increases, we will shift our buying patterns away from the wholesalers and purchase

more of our inventory direct, which will result in increased profits.

3.5 Technology

All computer hardware and software systems that will be utilized by Surulere Racing
Parts have been carefully and diligently evaluated. We will use off-the-shelf, PC-based
software for accounting purposes including AR/AP, inventory, purchasing, sales, and
returns. We will start out with three workstations and expand upon that as necessary.
Many of the computer systems used in the racing industry today are outmoded and
obsolete. The major suppliers are reluctant to change because of the huge capital
expense to change over their systems at one time. Hence, they keep going with the old

and outdated.

By choosing this software, our training costs will be reduced tremendously. Much of the
software used by competitors takes weeks to learn and master. Southeast Racing
Parts's use of this software will enable a basic, computer-literate employee to learn the

system in one day.
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This system will speed our order entry process, assist us in sales forecasting, and allow

us to give a higher level of customer service.

3.6 Future Products

We must remain on top of new products and trends. The most important factor in
developing future products is market need. Our understanding of the needs in our
market niche is one of our competitive advantages. As stated earlier, we will have our
own private label brand. Not only are profit margins better than name brands, but these
accessories will help build name identity and awareness for Surulere Racing Parts when
they are used on the race track. As our sales volume increases, this will be an area that

we can expand.

Another natural area for expansion in the future would be the implementation of a
website. On-line commerce is becoming an increasingly attractive option, due to
relatively low cost of operation, the global reach of the medium, and the increasing
security. Our business model could quite easily expand to include a form of Internet

commerce in a variety of racing equipment.

4.0 Market Analysis Summary

Currently, the market for racing parts and accessories is rapidly expanding.
Performance Racing Industry completed an estimate for total number of racers. The
resulting number was 385,000 people who competed in an organized auto race at least
once in the past year. The estimate includes all forms of auto racing: drag, stock car,
open wheel, modified, sports car, autocross, formula car, tractor pull, and off-road.
Overall it is estimated that the total retail market for hardcore racing products is N1.5

billion annually and it still continues to grow.

The only real threat to our venture would be a similar new entry to the marketplace. This
opportunity may best be described as one ready and waiting for the first entrant who
arrives with a well-conceived plan, sufficient industry experience, and the required

capitalization.
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4.1 Market Segmentation

The racing industry is in a boom period. While there are many items from various
vendors available, Surulere Racing Parts has approached the market as a specialty
retailer -- a provider of parts and services to the entry-level racer. Our target customer in
this segment will have a wide range of racing and automotive skills, but our most
important target customers are relatively unsophisticated at racing. We will be able to
serve this customer well not only by offering them parts at an affordable price, but also
by giving them advice that ensures they get the task done correctly, therefore improving

their on-track performance.

4.2 Target Market Segment Strategy

Our segment definition is in and of itself strategic. We are not intending to satisfy all
users of racing equipment, but rather those who are just starting out and those who are
struggling to keep up. We can save our customers time and money, not so much within
our pricing structure, but by assessing their needs and directing them toward the proper
product. Racers, by nature, tend to desire a high-end product, when often a low to mid-
end product will do as good as, or sometimes even a better job. By always dealing in an
honest and ethical manner, we will build customer loyalty and word-of-mouth sales that

many of our competitors are lacking.

4.2.1 Market Trends

Trends are in our favor. We have identified four major trends that help us: Motorsports
in general, and circle track racing in particular, have experienced explosive growth in
the '90s. Most experts attribute this growth to greatly expanded television coverage of
motorsports events. This coverage exposes many more potential participants to the
sport. By focusing on affordable entry-level racing, we feel that Surulere Racing Parts

will be filling a niche in the market.
This area has experienced tremendous population growth in the past decade,

approximately 25%. As racing and the local population grow hand-in-hand, it should

make many more potential customers available to us.
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Finally, there is the aging Baby Boomer generation. Many have discharged their duties
to their children, who have grown and moved on, and now there is money and time
again. They turn to something they always wanted to do, or return to the sport they
loved, and they go racing.

4.2.2 Market Needs

Since our target market is the entry-level racer, the most important needs are service,
price, and availability, in that order. One of the key points of our strategy is to focus on
target segments that know and understand these needs and are willing for us to fulfill

those needs.

4.3 Industry Analysis

With expanded television coverage and an enormous base of grassroots motorsports
activity, auto racing is a thriving industry, as well as the fastest growing sport in Nigeria.
As with baseball, it could be argued that auto racing has grown to such popularity
because of its vital grassroots foundation. Our customers will be the Little Leagues and
softball leagues of auto racing. Outsiders to the racing industry must understand that
racers may be the most obsessive consumers of any industry. Because of the pressure
to win, they avidly purchase new technology. In most race cars, several parts will
become obsolete in the course of a season, even though they function perfectly well.

Racers are hard on their investment, too. New tires might be a weekly purchase, and
several engine freshening expenditures might be called for in a season. A good whack
at the outside wall and a racing retailer has a customer or two for shocks, a-arms,
fasteners, hubs, and more. Racers spend what it takes to win; they are not out merely to
enjoy the ride. Any person who has spent any time at all in the racing pit has heard the
guy in front of him in the snack bar line describe how he postponed a key household
expense--the telephone bill or a new household appliance--to purchase a new right rear

tire, or other critical racing part.
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To service this sport, there are Nigerians of small businesses across the country skilled
in the ways of horsepower and hooking it to the ground. Whether they make their
money from parts or services, retailing or building engines, these businesses make it an
easy and convenient matter to go racing. Without these local ambassadors of speed, it

is hard to imagine the existence of auto racing in a large scale.

4.3.1 Distribution Patterns
Generally, traditional distribution channels are followed. The products are bought from
distributors and/or direct from the manufacturers, who have little say in how products

are marketed. As in most industries, price levels decrease as volume increases.

4.3.2 Competition and Buying Patterns

We feel that racers understand the concept of service and availability, and are much
more likely to pay for it when the offering is clearly stated. There is no doubt that we will
compete much more against the large mail order outfits than against any small local
suppliers. We have good indications that racers/customers would rather pay 5-15%
more for a long-term relationship with a vendor providing quality service and support. To
this point, the racer thinks about price because that's what he sees emphasized by the

mail order companies.

Avalilability is of utmost importance. The buyer tends to want immediate, local solutions
to their problems and/or needs. By positioning ourselves at the lower end of the market,
we will present ourselves to consumers just getting into racing, and we will sell to a

base of customers that we can grow with together.

4.3.3 Main Competitors

The above are all targeted towards the professional (NASCAR Winston Cup, etc.)
market. They carry a totally different product mix to service that market. Their prices are
high, and their interest in selling to the entry-level market is basically nonexistent.These
are both late model chassis builders not targeting the entry-level market. Basically, they

stock inventory that's used just on their own cars. They are both located in the
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AnytownMotorsportsCenter business park which is in an out-of-the-way, hard to find

location.

They are a large drag racing mail order firm that is skimming the circle track gravy.
Since Surulere Racing Parts will cater to the circle track market, we believe that
whatever local circle track customers they have will switch suppliers. We will have more

knowledge and experience to suit their needs.

These are the mega mail order firms. Customers seem to use them only for price, and
because of a lack of local suppliers. We can offer faster delivery times, along with
knowledge and experience in their type of racing. We believe a small share of their
circle track market would be obtainable. These companies do not enjoy a loyal circle

track customer base.

As implied in their name, they sell used parts, so in most cases they're not Nigeriable for
our target market. They also sell a limited amount of new parts; however, because of
their name, most people are not aware of this. Also, they are located in an area which

was described earlier as a poor location.

They are the only local competitor that we could identify that was targeting our niche.
Following are what we feel are some of our competitive advantages: We feel that we
are in a much better location. They utilize a black and white flyer as their main sales
tool, and we will have a professional four-color catalog. Also, they concentrate mainly
on chassis and safety equipment, where we will also offer a full array of engine parts.

4.3.4 Industry Participants
We are part of the Performance Racing Industry, which includes several kinds of

businesses.

Speed Shops: Most of these are small, sometimes part-time ventures run from the

individual's home. Sometimes they will service a local race track; however, they usually
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carry a very minimal amount of inventory, and are usually operated by a racer or an ex-
racer depending solely upon a small circle of friends or acquaintances as customers.

They normally are short on business and marketing skills.

Engine & Chassis Builders: Typically these are well-respected firms supplying engines
and chassis to the racing industry. Their customer profile lies in the mid to upper end of
the market. They offer superb technical support; however, it is only available to
customers utilizing their engine or chassis. They stock parts to service their engine or
chassis, but are usually limited in areas beyond that. Normally their pricing structure is

slightly above average.

Mail Order: The racing industry is served increasingly by large mail order firms that offer
aggressive pricing on racing components. They are usually impersonal, and have little
or no technical support available. For the purely price-driven buyer who purchases parts

and expects no support, these firms offer a good option.

Others: There are many other channels through which people buy their racing parts,

usually variations of the main three types above.

5.0 Strategy and Implementation Summary
Our strategy is based on serving the niche of entry-level racers well. This area is full of
small race teams that can't get products or services from the major vendors who focus

only on professional race teams. Also:

What begins as a customized version of a standard product, tailored to the needs of
local racers, can eventually become a niche product that will fill the needs of similar

racers across the country.
We are planning our marketing strategy so that we can eventually reach specific kinds

of racers across broad geographic lines.

We focus on satisfying the needs of entry-level race teams.
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We focus on follow-on technology that we can take to the masses, as opposed to

leading edge technology that aims at the professional race teams.

5.1 Marketing Strategy
The retail marketing strategy of Surulere Racing Parts centers on creating a corporate
identity that clearly defines our market niche in terms that benefit our customer. Other

specific strategies that will be used follow:

Print Ads - Keeping the Surulere Racing Parts name in front of the customer while
getting established will be necessary. We plan on running limited space ads in the local
racing newspapers to keep our name and phone number in front of the consumer. We
may attempt to showcase a single product in an effort to return revenue from the ad.
Our past experience has been that showing measurable revenue from these types of
ads is difficult. In the future we plan on utilizing Stock Car Racing magazine and Circle
Track magazine (both national magazines) as a method of increasing our sales

revenue.

Press Releases - The local racing papers: The Racing News, Late Model Digest, Dirt
Late Model Digest, and The Pit List have offered to run releases and/or stories
concerning the opening of Southeast Racing Parts. Stock Car Racing magazine has
also extended us the same offer. We will also use the above media to run new product

releases.

Race Car Sponsorship - Entry-level racers can be persuaded into running the Surulere
Racing Parts logo on their race car in exchange for a token discount on purchases

and/or for receiving technical support.
Decals - We will have decals manufactured with the Surulere Racing Parts logo. We will

include the decals with all of the orders that we ship. Entry-level racers in particular

enjoy displaying decals on their race cars, haulers, tool boxes, etc.
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Apparel - We know several people in the area who produce NASCAR apparel. A line of
premium Surulere Racing Parts apparel could be designed and produced in very short
runs to reduce inventory costs. These can be sold or given away with qualifying
purchases to further expose the Surulere Racing Parts name.

Grand Opening - A Grand Opening is the most successful of any in-store promotions.
With manufacturer support, a large number of door prizes can be given away while
instantly building a mailing list. Loss leader pricing on a few high volume consumable
products will attract in-store traffic. Vendors will subsidize loss leader pricing with a
rebate or kickback. Appearances by local racing celebrities would also expose potential

customers to Southeast Racing Parts.

Trade Shows - We will exhibit at approximately four local trade shows annually.
Revenue that we produce at the shows will outweigh our expenses for attending.

Word of Mouth - By giving first-time customers great service and a fair price, the word is
sure to spread. Also, the many industry and racer contacts that we already have in the

area will prove to be most beneficial in spreading the word.

All marketing decisions with regard to specific media choices, frequency, size, and
expenditures will be conducted on an on-going basis with careful considerations of

returns generated.

5.1.1 Promotion Strategy
Our most important vehicle for sales promotion will be our catalog, which is discussed

earlier in this plan.

5.1.2 Distribution Strategy

Our customers will buy our products at our location. However, we anticipate a significant
amount of mail order sales in order to meet or exceed our Sales Forecast. We will
receive orders by mail, phone, or fax, process them immediately, and ship the goods via

United Parcel Service.

195



In the event we are out of an item or we don't stock it, many of our vendors have offered
drop shipping as a service to us. This will allow us to keep our service at a high level,
yet let us keep our inventory levels in check. In the future, electronic commerce with a

secure website will be thoroughly investigated for feasibility.

5.1.3 Pricing Strategy

Our customers are especially sensitive to value. We must ensure that our price and
service are perceived to be a good value to the racers. However, in the nearly thirty
years of experience that we have accumulated in the racing industry, one message

rings true: someone can always beat you on price.

Therefore, our pricing strategy is to be competitive within the various product
categories, but not to rely on the selling price to overshadow the other advantages of
doing business with our company. We will sell ourselves on the basis of a diverse line of
quality products that are readily available, reasonably priced, and backed up by our
extraordinary customer service. The products will be checked prior to shipment and all
promised shipping dates will be met.We will strive for a modest gross profit margin,

increasing that steadily by year four.

5.2 Sales Strategy

Because Surulere Racing Parts is a new entity, we understand that we will have to
prove our company's worth to racers in order to earn their respect and business.Most
importantly, we need to sell our company, not necessarily the products. We will need to

push our service and support capabilities.

5.2.1 Sales Forecast

The following table and related charts show our present sales forecast. We are
projecting sales to grow at steadily for the next three years.Our seasonality, as shown in
the chart, is a factor in the racing industry. We will tend to sell much better in the period
January through June, while sales trail off in late summer and fall. Management feels

these forecasts are highly attainable.
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When Performance Racing Industry completed its annual survey, the resulting figure for
total number of racers was 385,000. Within the survey they also found that 150,000 of
those were oval track racers. The survey also showed N1.5 billion in annual retail sales
for all segments, with 48% of that total (N720 million) derived from the oval track

segment.

By dividing that number (N720 million) by the number of oval track racers (150,000), the
average annual retail purchases of oval track racers equals N4,800. From our past
experience, we believe that each customer we have would spend on average 25% of
that figure (N1, 200) with our company. Finally, by dividing our first year sales forecast
(N350, 000) by N1, 200 (average annual customer purchases), it shows that we will
need 292 customers to support the sales forecast numbers. We believe, by and large,

that these are realistic and attainable numbers.

Example:
Sales Forecast

Year 1 Year 2 Year 3
Sales
Inventory Sales N350, 219 N455,285 N591, 870
Internet Marketing N16, 800 N16, 800 N16, 800
Total Sales N367,019 N472,085 N608, 670
Direct Cost of Sales Year 1 Year 2 Year 3
Inventory N245, 154 N314, 147 N402, 472
Internet Marketing NO NO NO
Direct Cost of SalesN245, 154 N314, 147 N402, 472

5.3 Strategic Alliances

We have the ability to build strong strategic alliances with many of our suppliers. The
two local warehouses will help us immensely in keeping our own inventory levels in

check, while still giving our customers fast service. Approached properly, these vendors
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and many others will assist Surulere Racing Parts in becoming a force in the

marketplace.

6.0 Management Summary
We are a small company owned and operated by Tim and Molly Jones, husband and

wife, as a Subchapter S corporation.

Tim Jones - President
Tim will be the main salesperson. He will also be responsible for shipping and receiving,
inventory management, and the marketing and promotion of products. Tim will assist

with record keeping and cost containment.

Molly Jones - Corporate Secretary

Molly will maintain the company records and be in direct communication with the
accountant and other advisors. She will also be in charge of the computer system and
perform all of the desktop publishing for the company. She will assist as needed with
sales, shipping and receiving, and customer service related issues. In addition to her
regular duties, Molly will be doing Internet marketing from her office at Southeast
Racing Parts. We anticipate that 20 hours every week will be dedicated to this
marketing. The revenue that will be generated by this is reflected in the Sales Forecast.
The initial management team depends on the founders themselves, with little back-up.
We plan on hiring additional personnel as the need for them arises, and as we have the

ability to pay them.

6.1 Management Team

Tim and Molly not only have the desire to succeed, but will bring a wealth of knowledge
and experience to the Surulere Racing Parts team. They have nearly thirty years of
combined experience in the racing industry and have both performed nearly all facets of
daily operations for a racing business. Following is a synopsis of their abilities and

accomplishments:

198



6.2 Management Team Gaps

We depend on professionals, particularly our CPA, for some key management help. We
have retained a local CPA to help us with financial and business management
guestions since we don't have a strong background in those areas. Also, we are short
on experience concerning human resource issues; however, we plan on utilizing our

network of business associates to advise us when the need arises.

6.3 Personnel Plan
The cornerstone of the personnel plan is to maximize productivity and minimize the
labor burden on the company's operating expenses. As we grow, we expect to see

steady increases in our personnel to match the increases in sales.

Personnel Plan

personnel Year 1 Year 2 Year 3
Tim Jones N16,800 N20,160 N24,192
Molly Jones N9,600 N11,520 N13,824
Salesperson (PT) NO N8,000 N8,000
Salesperson (FT) NO NO N20,000
Total People 2 3 4

Total Payroll N26,400 N39,680 N66,016

Financial Plan

Salaries and rent are the two major expenses, while depreciation is another significant
cost that will increase as the company develops.

We want to finance growth mainly through cash flow. We recognize that this means we
will have to grow slowly.

It should be noted that the owners of Surulere Racing Parts do not intend to take any
profits out of the business until the long-term debt has been satisfied. Whatever profits
remain after the debt payments will be used to finance growth, mainly through the
acquisition of additional inventory.
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7.1 Important Assumptions

Key assumptions for Surulere Racing Parts are:

We do not sell anything on credit.

We assume the continued popularity of auto racing in Nigeria.

Monthly sales are the largest indicator for this business. There are some

seasonal variations, with the months January through June being the highest

sales months.

1 We assume access to capital and financing sufficient to maintain our financial

plan as shown in the tables.

General Assumptions

Year 1 Year 2 Year 3
Plan Month 1 2 3
Current Interest Rate 10.00% 10.00% 10.00%

Long-term Interest Rate  10.00% 10.00% 10.00%
Tax Rate 30.00% 30.00% 30.00%

7.2 Key Financial Indicators

The key indicators in our plan illustrate increasing sales, control of costs, and increasing

profit margins.

7.3 Break-even Analysis

For our break-even analysis, we assume per month running costs which includes

payroll, rent, utilities, and an estimation of other running costs.

Based on our anticipated margin, what we need to sell per month to break even is

shown in the chart and table below.

Our sales forecast indicates that monthly sales are expected to be much greater than

the break-even point mentioned in the table.
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Break-even Analysis

Monthly Revenue Break-even N17, 581
Assumptions:

Average Percent Variable Cost 67%
Estimated Monthly Fixed Cost N5, 838

7.4 Projected Profit and Loss

The detailed monthly pro-forma income statement is included in the appendix. The
annual estimates are included on the following page. We expect a modest by
acceptable profit at the end of the first year of business. It should almost double by the
third year as the reputation of our business, employees, and services become apparent
to the local racers. Second year revenues anticipate the addition of one part-time
employee, along with one full-time employee in the third year. The credit card surcharge
expense was based upon 50% of sales being paid for with plastic, and assuming a 2%
service fee. The inbound freight charges were based upon 2% of cost of goods for year
one, 1.75% for year two, and 1.5% for year three. Depreciation was figured upon N29,

000 in expensed equipment at the rate of seven years.

Pro Forma Profit and Loss

Year 1 Year 2 Year 3
Sales N367,019 N472,085 N608, 670
Direct Cost of Sales N245, 154 N314, 147 N402, 472
Other Costs of Sales NO NO NO
Total Cost of Sales N245, 154 N314, 147 NA402,472
Gross Margin N121,865 N157,938 N206, 198
Gross Margin % 33.20% 33.46% 33.88%
Expenses
Payroll N26,400 N39,680 N66,016
Marketing/Promotion N1, 800 N2, 340 N3, 042
Depreciation N4, 140 N4, 140 N4, 140
Vehicle Expense N1, 700 N1, 850 N2, 000
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Credit Card Surcharge N3, 498 N4, 547 N5, 911
Inbound Freight Charges N4, 964 N5, 497 N6, 036

Office Supplies N600 N780 N1, 014
Security/alarm N360 N360 N360
Telephone N2, 650 N3, 445 N4, 478
Accounting Costs N1, 500 N1, 500 N1, 500
Rent N19, 200 N19, 200 N19, 200
Utilities N2, 400 N2, 400 N2, 400
Insurance N840 N840 N840
Payroll Taxes NO NO NO
Other NO NO NO

Total Operating Expenses N70, 052 N86, 579 N116, 937
Profit before Interest and Taxes N51, 813 N71, 359 N89, 261

EBITDA N55, 953 N75, 499 N93, 401
Interest Expense NO NO NO

Taxes Incurred N15, 544 N21, 408 N26, 778

Net Profit ~ N36, 269 N49, 951 N62, 483

Net Profit/Sales 9.88% 10.58% 10.27%

7.6 Projected Balance Sheet
The table shows the annual balance sheet results, with a healthy projected increase in

net worth. Detailed monthly projections are in the appendix.

Pro Forma Balance Sheet

Year 1 Year 2 Year 3
Assets
Current Assets
Cash N88, 149 N138,336 N202, 795
Inventory N28, 816 N36, 925 N47, 307
Other Current Assets NO NO NO
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Total Current Assets N116, 965 N175,261 N250, 102
Long-term Assets

Long-term Assets N29, 000 N29, 000 N29, 000
Accumulated Depreciation N4, 140 N8, 280 N12, 420

Total Long-term Assets  N24, 860 N20, 720 N16, 580

Total Assets N141, 825 N195,981 N266, 682
Liabilities and Capital Year 1 Year 2 Year 3
Current Liabilities

Accounts Payable N27, 555 N31, 761 N39, 979
Current Borrowing NO NO NO

Other Current Liabilities  NO NO NO
Subtotal Current Liabilities N27, 555 N31, 761 N39, 979
Long-term Liabilities NO NO NO

Total Liabilities N27, 555 N31, 761 N39, 979
Paid-in Capital N80, 625 N80, 625 N80, 625
Retained Earnings (N2, 625) N33, 644 N83, 595
Earnings N36, 269 N49, 951 N62, 483
Total Capital N114,269 N164,220 N226, 703
Total Liabilities and CapitalN141, 825 N195,981 N266, 682
Net worth N114,269 N164,220 N226, 703
Summary

Business plan is a vital document that server as a blueprint of any business existence. It
can make the difference between securing funding (loan) and not having it. Therefore it

importance to new or existing venture can not be overemphasized.

Study Questions
1. What is a business plan?
2. Outline and explain the relevant content of a comprehensive business plan.

3. What are the do and donts of a good business plan?
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