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I ntroduction

Management has been practised since the dawn o&rmudmstory. It
will remain a basic and dominant institution perhapgs long as
civilisation itself survives. Management is notlyogrounded in the
nature and needs of modern industrial system Botialthe needs of the
modern business enterprise to which an industyisiiesn must entrust
its productive resources — both human and materidl®xpresses the
belief in the possibility of controlling man’s lileood through
systematic organisation of economic resources. agament expresses
the belief that economic change can be made irgontbst powerful
engine for human betterment.

This belief that material can and should be useddiance the human
spirit is not the age old human heresy called ‘malism’. In fact, it is
incompatible with materialism as the term as alwagesn understood. It
is something new and distinctly modern. Resoutwese always been
considered a limit to man’s activities, a restdoton his control over his
environment — rather than an opportunity and a tddlis control over
nature.

Management, which is the organ of society speciatlyrged with
making resources productive, that is, with the oespility for
organised economic advancement therefore refldetsoasic spirit of
the modern age. ltis in fact indispensable —targlexplains why, once
begotten, it grew so fast and with so little opposi

Conclusively, management, its competence, its rtegand its
performance will be decisive to the free worldhe decades ahead. At
the same time the demands on management will bey rideadily and
steeply.

What you will learn in this Cour se
During this course, you will learn about:

business management

establishing a small scale business

how to start and run small and medium scale busines
the nature of entrepreneurship

the planning function in the hospitality industry
restaurant and business plan

restaurant and feasibility study

Nigeria enterprises

credit institutions
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choosing a form of business ownership
sources of finance

inventory management and supply of resources
the start up problem

total quality management

quality audit and measurement

Course Aims and Objectives

When all the above aims are considered, we canwidathat the major
aim of the course is to expose you to various naghend techniques
and programmes of business management.

Working through this Course

For you to complete this course successfully, ymiraquired to read
the study units, reference books, and other ressutttat are related to
the unit. Each unit of the course contains Tut@rkéd Assignment.

The Tutor-Marked Assignment (TMA) is to be done iediately and
submitted to your course facilitator for assessment

The medium to be used and the time to submit theATMIlI be
specified to you later. This course is a two-dredurse. As such, you
are expected to spend a minimum of two hours ewesk studying the
course. You are expected to complete the entitiemnewvithin a period
of 18 — 25 weeks.

Course Evaluation

Every unit of this course has an assignment attht¢beit. You are
required to keep an assignment file. After evenyt,uthe assignment
should be done. At the end of the course, theuatiah shall be as
follows:

Assessment Marks
Assignmer 30%
Examination 70%
Total 100%

Out of all the assignments you will do, each onalldhe marked and
converted to 30 per cent. At the end, the besthHll be selected so as
to make up to 30 per cent. The examination atetig of the course
shall cover all aspects of the course.
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Course Units

In this course titled Restaurant Entrepreneursthip, following units
have been designed.

Module 1

Unit 1 Business Management

Unit 2 Establishing a Small Scale Business

Unit 3 How to Start and Run Small and Medium S&alsiness
Unit 4 The Nature of Entrepreneurship

Unit 5 The Planning Function in Hospitality Indryst
Module 2

Unit 1 Restaurant and Business Plan

Unit 2 Restaurant and Feasibility Study

Unit 3 Nigeria Enterprises

Unit 4 Credit Institutions

Unit 5 Choosing a Form of Business Ownership
Module 3

Unit 1 Sources of Finance

Unit 2 Inventory Management and Supply of Resaairce
Unit 3 The Start Up Problem

Unit 4 Total Quality Management

Unit 5 Quality Audit and Measurement

These units must be treated sequentially as adbgiik exists in the
arrangement. Every previous unit lays a foundafimn subsequent
ones. A maximum period of one week is requirecefary unit.

Reference Materials and other Sour ces

As was earlier mentioned, materials relevant todberse include not
only the ones below but also others that you carydaur hands on. But
for now, the following references are recommended.

May-Ifeoma Nwoye. (1994).9mall Business Enterprise. University of
Benin Social Science Publication new edition.

A. M. Osoba.(ed.) Nigeria Institute of Social aBdonomic Research,
Towards the Development of Small Scale Industries in Nigeria. Dalton
O. Faluyi, (1986). Principles and Practice of Hotel and Restaurant
Management.
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Lena Karlsson, (1992 How to Sart a Small Business. (A manual for
Community Workers assisting persons with disability). International
Labour Organisation.

Presentation Schedule

Specific dates for particular activities, such alsmission of assignment,
tutorial schedules and examination dates shall ddenavailable to you
on a later date. This will enable you plan youtivéiees in the same

line. The methods of submitting your assignmerd eeteiving other

course materials shall be agreed upon on a later. d¥ou should

endeavour not to fall behind the schedule whengvegiven.

Conclusion

By the time you are through with this course, yall find it useful in
managing and planning of businesses.
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MODULE 1

Unit 1 Business Management

Unit 2 Establishing a Small Scale Business

Unit 3 How to Start and Run Small and Medium S&alsiness
Unit 4 The Nature of Entrepreneurship

Unit 5 The Planning Function in Hospitality Indiyst

UNIT 1 BUSINESSMANAGEMENT

CONTENTS

1.0 Introduction
2.0  Objectives
3.0 Main Content
3.1 The Concept of Small and Medium Scale Enterpgi$dE)
3.1.1 What is Business?
3.1.2 Definition of Small Scale Industry
3.1.3 What is Management?
3.1.4 What is Hospitality Business?
3.1.5 What is Hospitality Management?
3.2 A Concept of Management Cycle
4.0 Conclusion
5.0 Summary
6.0  Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

Management has been practised since the dawn dadrhbrstory. It will
remain a basic and dominant institution perhapk@ag as civilisation
itself survives. For management is not only grouhitkethe nature of the
modern industrial system but also in the need$efrhodern business
enterprise to which an industrial system must emtits productive
resources — both human and material. It expredsesbelief in the
possibility of controlling man’s livelihood throughsystematic
organisation of economic resources. Managementesegps the belief
that economic change can be made into the mosthdwengine for
human betterment.

This belief that material can and should be useddwance the human
spirit is not the age old human heresy called ‘maiem’. In fact, it is

incompatible with materialism as the term has akvgen understood.
It is something new, distinctly modern. Resourcasehalways been
considered a limit to man’s activities, a restaaton his control over his
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environment — rather than an opportunity and a ebdlis control over
nature.

Management, which is the organ of society specialyrged with
making resources productive, that is, with the oespility for
organised economic advancement, therefore reftbetdbasic spirit of
the modern age. It is in fact indispensable — &sldxplains why, once
begotten, it grows so fast and with so little oppos.

Conclusively, management, its competence, its rttegand its
performance will be decisive to the free world ve tdecades ahead. At
the same time the demands on management will ey rideadily and
steeply. (D. O. Faluyi 1986.)

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o define the concept of Small and Medium Scale Ense{SME)
o identify the fundamentals of Business Management
o distinguish hospitality business from hospitalitarmagement

3.0 MAINCONTENT

3.1 The Concept of Small and Medium Scale Enterprise
(SME)

3.1.1 What isBusiness?

The word ‘business’ means buying and selling ofmwdities. In
actual sense, business is an all-inclusive ternenibraces alprofit-
orientedeconomic or commercial activities carried out byirdividual
or a group of persons as a means of livelihoodindtudes trade,
industrial operations, professions, employment, atter related areas.
(Nwoye, 1994).

Small business or small scale industry; criterradiefinition:

Various schools of thought have proffered variefiniteons of small
scale business using such parameters as:

1 total investment cost

2 size of work force

3. level of turnover

4 operational environment
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3.1.2 Definition of small scaleindustry

Small scale industry is of numerous definitioneaist in the world and
they vary from country to country within and betweeontinents. In
America for example, the Small Business Adminigtra{ SBA) defines
it as a business that is independently owned arsratgd, is not
dominant in its field and meets certain specifiededa for SBA —
sponsored loan programmes. The latter requirensean ithe condition
that the annual receipt of the SSEs should notezkee million dollars
in special trade construction or eight million @od in service industries.

Similarly, in the Far East (mainly China, Hong Keofigiwan and South
Korea), manufacturing SSEs are classified as eskabénts whose
annual turnover on the average does not exceed thilBon American
dollars and present capital invested is generaéiow one million
America dollars.

In Europe, particularly in the United Kingdom ande$tern Germany,
the annual turnover of the establishments thatcissified as small-
scale industries does not exceed the maximum inrismend the Far
East. (NISER, 1987).

Within the context of Nigerian present industrigligtion, a small scale
industry could be defined as any business witha tapital investment
of less than two million naira (2,000,000); withethnumber of
employees not more than 50.

3.1.3 What is Management?

Management is not a mystery, but unfortunatelyrtaciples are often
made obscure by verbiage. Management is the bokigafledge about
managing. Managing is the process of planning amdrasing both
human and material resources so as to secure timeuop achievement
of objectives.

Managers are persons assigned to this process. Jdétethings done
through other people. With stated objectives toieaah that is to
produce certain goods or services; he directs humsanities, with the
help of the other resources available, towardsetleosls. (Faluyi, 1986)

3.1.4 What isHospitality Business?
To answer this question, Drucker poses a seriagditional questions.

Who is the customer?

What is value to customer?

What will hospitality business be?
What should hospitality business be?

PN PE
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We have seen how Statler and the Stouffer brotherdifferent areas,
thought, through the needs of the emerging Amennaltdle-class mass
market of a market that really constituted a ‘newstomer. Then they
used the developing field of management to seraertfarket. Each saw
that ‘value’ to that market was all the amenitiéduxury standardised
and produced so that they could be offered at pogrices.

Who are your customers and what is ‘Value’ to therh@ patrons of
your operation are obviously customers, and thegds and wants must
be satisfied. The employer is your customer, andnnmportant way,
especially for junior managers and supervisors. €hgloyees you
direct are also your customers. If they were neteghthere would be no
need for a supervisor. The balancing of the neeflsalb these
‘Customers’ properly done will involve creative rkating and
innovation.

3.1.5 What isHospitality Management?

When we think of the Hospitality Industry, we usyassociate the term
with hotels and restaurants. But the term has narcader meaning.
Hospitality could mean the reception and entertaimimof guests,
visitors or strangers with liberality and good wilhe word ‘hospitality’

is derived fromhospice a medieval ‘house of rest’ for travellers and
pilgrims. A hospicewas also an early form of what we now call a
nursing home and the word is clearly related tghak

Hospitality, then, includes hotels and restauraBig it also includes
other kinds of institutions that offer shelter @od or both to people
away from their homes. These institutions have ntbesn a common
historical heritage. They share the managementlgmmab of providing

food and shelter, problems that include erectingugding, providing

heat, light and power, cleaning and maintenancethef premises,
preparing and serving food in a way that pleasegtlests.

The hospitality professions are among the oldestth® humane
professions and they involve making a guest, clientesident welcome
and comfortable.

3.2 A Concept of Management Cycle

The overall job of a manager is to ‘create withine tenterprise the
environment which will facilitate the accomplishmeri its objectives’.
In doing this, the manager plans the work of hisosdinates and his
own activity, selects and trains subordinates hyfiag his operations,
organises the work, and controls results by meaguperformance
against plan. These are the traditional functidrti@® manager.
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The foregoing functions of management are not peréol sequentially,

nor is there any special time sequence involveahrithg is involved in

organising, directing, and controlling. Each fuontiaffects the others
and all are interrelated to form the managementge® The general
nature by which these processes operate can belsssthus:

Planning

1. Setting objectives for the manager’s area of agtivi

2. Perceiving opportunities, problems and alternatisesounding
the achievement of the objectives.

3. Diagnosis of opportunities, analysis of objectiaesl selection of
a course of action.

4. Designing a programme of action to achieve theaivie.

Direction

5. Leadership is the necessary organisational actemuired to

achieve the programme including communication aotivation
of subordinates.

Organising

6. Supervision of the action plan through an orgarmsain which
task relationships are defined and understood.

Control
7. Observation and measurement of performance agstastiards

for achieving the plan and correction of performageviations
as and when required.

8. Observing significant trends within and without th&anager’s
activity so that goals and programmes may be nexlifas
necessary.

Feedback

9. Re-cycling of information concerning plaastions, and progress

at different stages of the management processnsore that
proper programming to achieve the objective is ndei
accomplished.
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4.0 CONCLUSION

In conclusion, as a manager, you are expectedain, plirect, organise,
control and must be able to get feedback for affeahanagement.
50 SUMMARY

Managing is the process of planning and organisiath human and
material resources so as to secure the optimumewmient of
objectives.

Hospitality simply put, means reception, show ofecavelcoming or
entertaining guests, visitors or strangers witbriyp and good will.

Management cycle entails planning, organising, atiilng, control and
feedback.

6.0 TUTOR-MARKED ASSIGNMENT

1. Discuss SMEs industry in Nigeria.
2. How can you describe hospitality business in Nef@ri

7.0 REFERENCESFURTHER READING

A.M.Osoba (Ed.) Nigerian Institute of Social andoEomic Research,
Towards the Development of Small-Scale Industridgigeria.

Dalton O. Faluyi, (1986).Principles and Practice of Hotel and
Restaurant Management.

Lena Karlsson, (1992How to Start a Small Business. (A manual for
community workers assisting persons with disabilityinternational
Labour Organisation
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UNIT 2 ESTABLISHING A SMALL SCALE BUSINESS
CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content

3.1  Self Assessment

3.2  The Entrepreneur

3.2.1 Entrepreneur or Small Businessman

4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

Many businesses fail or fold up today for seveessons or for some
little things we take for granted. When establighamy business as the
case may be, a restaurant, there are assessnatmeéei to be done and
some factors to consider for a successful estabésit. This unit will be
giving the basis of what you need to do immediatkl/thought comes
into your mind that you want to be your own boss.

20 OBJECTIVES

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

o identify the factors that affect an entreprenedgsision
o explain the model of contemporary business
o classify influences on entrepreneur’s decision.

3.0 MAIN CONTENT
SELF ASSESSMENT EXERCISE

Before going into any business at all, one mussictan these two basic
things.

1. The reason why you are going into the businessn@iago into
business because people are doing it.
2. Consider your entrepreneurial ability.
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To be a successful business person, your persp@alian investor, the
product/market, source of finance, and the targmtamners must be
considered.

Management Market
Money Transformation | Products Consumer
Materials | operatiol Goods Industry
Machinery and Government
Man power Services Export

Money |

A Model of Contemporary Business

Entrepreneurial ability must be discussed. Thaths, competence as
this has a long way to determine the success brréadf a business
venture.

3.2 TheEntrepreneur

Cooper provides the most comprehensive and usedahef work for
explaining the various factors which may contribute the
‘entrepreneur’s decision’. He classifies them itiieee groups.

1. ‘The entrepreneur, including the many aspects ®bhickground
which affect his motivations, his perceptions, dmsl skills and
knowledge.’

2. ‘The organisation for which the entrepreneur hag/jmusly been

working. Whose characteristics influence the laratand the
nature of new firms, as well as the likelihood pinsoffs’.

3. ‘Various environmental factors external to the wduial and his
organisation, which make the climate more or les®drable to
the starting of a new firm'.

Cooper defines these three groups as Antecedemtehakes, the
Incubator Organisation, and Environmental Factors.
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Antecedent Influences

1. Genetic factors

2. Family influences

3. Educational choices

4. Previous career experiences

ncubator Organisation

1. Geographical location

2. Nature of skills and knowledge acquired

3. Contact with possible fellow founders

4. Motivation to stay with or leave organisation
5. Experience in a ‘small business’ setting
Environmental factors

1. Economic conditions

2. Accessibility and availability of venture capita
3. Examples of entrepreneurial action

4. Opportunities for interim consulting

5. Availability of personnel and supporting sergce
6. Accessibility to customers.

Table l.influences on entrepreneurial decision

3.2.1 Entrepreneur or Small Businessman

A small business venture is any business thatdspendently owned
and operated, not dominant in its field, and doet engage in any
marketing or innovative practices.

An entrepreneurial venture is one that engagestineast one of

schumpeter’s four categories of behaviour: thathis,principal goals of

an entrepreneurial venture are profitability andwgh and the business
is characterised by innovative strategic practices.

A small business owner is an individual who estdi@ds and manages a
business for the principal goals. The business nhesthe primary
source of income and will consume the majority ok's time and
resources. The owner perceives the business agearsin of his or her
personality, intricately bound with family needgladesires.

An entrepreneur is an individual who establishesl ananages a
business for the principal purpose of profit anovgh. The entrepreneur
is characterised principally by innovative behaviand will employ
strategic management practices in the business.
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It is clear from the above that the study of eneapur is not tidy, and
that there are no easy formulas available to helfhe task of picking
the winners - those entrepreneurs who can, and twisstart the large
firms of the future.

In summary, before going into business as an iovedtere is the
checklist for going into business:

a. Per sonality of the potential investor
He must be a self-starter with stronfrshfidence.

1.
2 He has to have the attributes of a leader and lod gb getting
along well with others.

3 He must have vision.

4 He must be a good organiser and hard workindingito put in
long hours.

5 He must be able to take timely decisions and takponsibility

for the outcome.
6 He must be in good health.
7 He must be able to cope with failure.

Many Nigerians believe that success or failure usibess depends on
luck, faith or witchcraft. The would-be entreprenenust believe that
successes and set-backs are within his controhanghust be ready to
deal with them.

b. The Product/M ar ket

1. Look for products whose markets have already luEveloped,
and with high demand
2. Concentrate on products with minimal import dsitand foreign

exchange content. Emphasise the use of local raeriais

A pre-feasibility study is needed in identifyiagsuitable product.
An ideal product would be such that would ensugh turnover
at regular intervals

B w

With regards to this, the Federal Government’s $tidal Development
Centres exist to offer guidance to potential ineeston the most
profitable production lines, for small scale openat

1C
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C. Finance

1. How much money will be needed to get the padicbusiness
started?

2. How much is the potential investor willing arehdy to put into
the business?

3. Does the investor know where to borrow or howgti the
required capital?

4. Has he discussed with any Banker about his plans

5. Is he aware of the Federal Government’s incentechemes for

small scale industries?

d. PartnersHuman Resour ces

1. These have to be people you can get along with

2. Do not hire employee just because they areivekat

e Customers

1. Find out if people like to live or visit the aein which you plan
to open the business.

2. Are there similar businesses in the area?

Now that you have seen the true picture of yoblirg@u can go into
setting up of business. Here are the trends tovioll

1. Conception of idea

2. Feasibility study ( investigation)

3. If not feasible drop it, if feasible continue teethext step
4. Further investigation if necessary

5. Plan

6. Operation

Feasibility study will give an insight into the patial outcome of the
business.

40 CONCLUSION
In conclusion we can deduce that going into a neusiness
encompassed various conditions and factors asasathethods through

which any potential entrepreneur can be succesSélil.assessment is of
paramount importance.

11
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50 SUMMARY

Factors that affect the decisions of an entrepreaes classified into
three: the background, where the entrepreneur hadqusly worked
and environmental factors. Before going into bussnehe personality,

product/market, finance, customers, human resouruest all be
considered.

6.0 TUTOR-MARKED ASSIGNMENT
Discuss the basic things to be considered befarggoto business.
7.0 REFERENCESFURTHER READING

Lena Karlsson,(1992)How to Start a Small Business. (A Manual for
Community Workers Assisting Persons with DisaBilityternational
Labour Organisation

12
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UNIT3 HOW TO START AND RUN SMALL AND
MEDIUM SCALE BUSINESS (RESTAURANT)

CONTENTS

1.0 Introduction

2.0  Objectives

3.0 Main Content

3.1 What is a Small and Medium Scale Enterprise?
3.1.1 Preliminary Consideration before Venturingin
SME

3.1.2 Strategic Business Planning
3.1.3 Running of Small and Medium Enterprises

4.0 Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

The socio-economic imperatives of the Nigeria ecoyf today are

systematically shifting in favour to the growth sihall and medium

scale business. Among the reasons for this tretigeisudden realisation
of the economy.

For a long time government had taken centre stagéeng to carefully

and centrally plan the economy. At the core of #pproach is the
presumption that it is better to centrally manage $carce resources
than manage it in fragments. In so doing, goverrnmeopes to

redistribute income, reduce unemployment, providfeastructure and

facilitate the growth of Gross National Product (SN

Unfortunately, after a period of four decades, tlaeg several miles
behind the initial expectations. At the last countr public corporations

13
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have turned out to be a conduit pipe to entrenctiiocety, inefficiency
and enrichment of few at the expense of the stmugghasses.

Riding on the strength of monopoly coupled with lggal immunity,
they have given and continue to give sub-optimal epileptic services
at high rate. In some cases of petroleum prodticésproducts are not
even readily available.

It is against this backdrop that successive govenismhave taken a
major rethink to this public sector domination dfiet economy.

Consequently, it has embarked on systematic deatigul of the

economy. The first step was to carefully privatiseme of the

corporation, while other were commercialised. Thtemate goal is to

make the sector amenable for others to come ange@nThis is what
is called liberalisation or deregulation.

The bottom line is that deregulation in its wakdl wee the shift in
emphasis from public to private sector dominatidntlee economy.
Expectedly, many small and medium scale businegséscome on
stream.

This unit, in anticipation of this scenario, seeks acquaint

entrepreneurs and would-be entrepreneurs with disec ngredients on
how to set up and run small and medium scale bssase

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o explain the concept of small and medium scale pnssr
o identify strategic planning

3.0 MAIN CONTENT
3.1 What isSmall and Medium Scale Enterprise (SME)?

The concept of SME has enjoyed some measures tfogensy in the
attempt at defining it. Consequently, there aremasy definitions of
SME as there are scholars and institutions defirtirf§cholars are to use
parameters such as number of employees, sales &otunurnover,
capital small, medium and/or big scale.

At one point some people, rightly contended thas¢éhparameters do

not provide uniform benchmark for all industriedaior all time. For
instance, what could pass for a big capital in faad beverage industry

14
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will certainly be small when compared to that ireedtor aviation
industry. Further, what is a big capital today ni@gome small in five
years to come. (Ezeife, 1998).

The above discrepancies, notwithstanding, we arestcmined to use
these measures, mainly for want of any other patemte define SME.
For the purpose of this study, we shall adopt teéndion by the

National Council on Industry (NCI). The reason ftois is its currency
and simplicity. NCI, at its thirteen meeting in Y001 adopted the
following as the reclassification of industrial ergrises in Nigeria.

a. Micro/cottage industry: An industry with a total capital
employed of not more than N1.50 million, includimgprking
capital but excluding cost of land, and/ or, a wor&e of not
more than 10 workers.

b. Small-scale industry: An industry with a total capital employed
of over N1.50 million, but not more than N50 miliioncluding
working capital but excluding cost of land and/owvarkforce of
11- 100 workers.

C. Medium-scale industry: An industry with a total capital
employed of over N50 million, but not more than Q2@illion,
including cost of land, and/or, a workforce of 1800 workers.

Following the above classification, SME consist all business
organisations whose total capital employed is aldg¥es million, but
not more than N200 million including the cost ohdaand workforce
capacity of between 11-300.

Available statistics show that 95% of establishreent the organised
manufacturing sector fall into SME category. Morshéartening is the
fact that at least three out of every four SME taikry year (Nzelibe
1996, Tinubu 2002). What is more, over 90% of thwke wished to go
into business do not eventually get to start. (E26889).

3.1.1 Preliminary consideration before venturing into SME

Most SMEs fail as soon as they are started bedaose who start them
do not properly appraise themselves and their legsindea before
embarking on the venture. The Holy writ even coletéhat one needs
to appraise himself and the business so that oas dot stop midway.
(Luke 14: 28-30). Consequently, the following slibble done before
starting a small or medium scale business.

15
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a. Self analysis

Those who break the frontiers of business to stnt ventures, even at
the risk or failure, are called entrepreneurss lpertinent to note that not
all prospective SME owners have the requisite pealsy trait and
skills to succeed as entrepreneurs. Consequently,naist objectively
appraise himself to ascertain whether one has takes to set up small
or medium scale enterprise. David Maclelland, dieced through
research findings that successful business owness inave high “Need
for Power and Achievement” (Onodugo, 2000). Theg generally
aggressive, confident, upwardly mobile, positivewdods risk,
hardworking and dogged.

A checklist of the characteristics of would-be epteneurs provided by
small business management, Honolulu (1977) hafotloeving traits.

Characteristics Traits

Self confidence - Independence, individuality,
optimism.

Task/result-oriented - Need for achievement, profi

oriented, persistence,
Perseverance, determination, hard
work, drive, energy, initiative.

Risk-taker - Risk-taking ability, likes challergge
Leadership - Leadership behaviour gets along well
with others, responsive to

suggestions and criticism.

Originality - Innovative, creative, flexible
(openness of mind), resourceful,
versatile, knowledgeable.

Future-oriented - Foresight, perceptive.

It is unrealistic to expect one to have all thes@d to qualify to own a
business; it is equally true to note that the nyane have these traits the
higher the chances of success. Again, even theyamedo not presently
have, one needs to have the in-built flexibilityatmuire them overtime.

In assessing oneself, one needs to take resouocengs aptitudes, the

things one has done in the past, opinion of clasg yet objective
friends and confidants, spouses and professiorsahéss consultants.
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If in the end, one discovers that he is bereft ostrof these traits, he
should think twice before starting a business ventli the person must,
he can partner with another person who scoresdnghese traits.

b. Proper examination of the businessidea (feasibility study)

Next to self-diagnosis, is a careful and yet systi@rexamination of the
business idea. This is what is generally calledibelity study. Several
people start business because their friends argdbe same business.
Others are advised by their folks to join and yehs get into business
on the presumption that it will succeed. It is soofighese tendencies
that account for the preponderance of the failurenost SMEs. To
avoid this, it is important to carry out feasihjlistudies before going
into business. The detail of feasibility studiedlwe discussed in the
next unit.

3.1.2 Strategic Business Planning

Once the preliminary considerations are done wilig next most
important activity in starting up SME is planninig.is often said that
when one fails to plan then such a person has ethtm fail. Nzelibe
(1996) rightly observed that one of the most seriaperational
problems of SME is lack of effective and formalmpiang.

Planning is the process of determining what tordthe future and how
it is going to be done. It takes discipline and takhard work to plan.
At the end of the planning process the followingcomes would be
arrived at:

a. Ends-in-view

The first major outcome of planning is a clear esta¢nt of objectives.
They reveal what the owners of the business ewityt to achieve. The
difference amongst vision, mission statement arjdatibes is a matter
of scope and specification. Vision and mission lreader; cover a
longer time span and less specific. Objectivesspezific, measurable,
realistic and time bound. They are derived from amnd a stepwise
means of attaining visions and missions.

b. Strategy
This is the means of realising these objectivealslh encompasses how
one would compete. This strategy even starts whhtvegal forms of

business ownership that one chooses. Is it goingb¢o a sole
proprietorship kind of business or a partnershipgaiA one may
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consider starting a new business entirely, buy astieg one and/or
merge with another organisation.

Under strategy, one needs to consider the partiowdeket to go for and
what special offer to give them. Depending on thganisation’s
strength and weaknesses one may offer unique, vafte products or
penetrate the market with low prices.

Another important consideration under strategynshow to grow. A
forecast of the business environment needs to baenaad careful
decision of how to enable the business to grow.

Growth can be undertaken by expanding the curngsinbss operations.
In this case, what is required is to operate dtdapacity or integrate
either forward by taking on the activities of distutors or backward by
doing what your supplier used to do. Growth canubdertaken by
outright diversification into entirely new field. his happens when
growth prospects in the current business are ldnieg not very

rewarding. Growth can be attained by either memgeamalgamation.
Both forms entail fusing two existing organisationt® one. It is called
merger when the identity of one of the old firmsretained. It is

amalgamation if a new identity is entirely given.

C. Financing options

It is during planning that one determines how tmafice a business.
Major determinants of the choice of financing optare the willingness
or otherwise to dilute ownership, the size of thesibess and its
profitability. Meanwhile, the spectrum of financigtions available to
a prospective SME owner is personal savings andribations from
family members, equity financing from partners arler stakeholders
and debt financing. The latter, which is debt ficiag, entails seeking
credit in commercial banks, finance houses and morent financial
institutions. All of them require some processesl dechnicalities,
which for the most part and for a long time, hage lmeen met by SMEs
leading to poor flow of fund from such sources.

A new scheme however has been invented by the BsinBemmittee
supervised by CBN to help the funding problem of EBMIt is called
Small and Medium Industries Equity Investment Sche{8BMIEIS).
This scheme came to fill the gaps which debt firagncreated.

d. Personnel requirements

The wheel that moves organisations forward arehilnm@an resources
therein. During planning, a careful design of hawattract and retain
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requisite personnel to run the firm will be undketa. An organisation
may shop for one or two experienced hands andhesa to train other
personnel. Another may go for experienced peoplaediately and get
trainees later. The approach used is a reflectioth® nature of the
organisation and the strategies with which they twaninvade the
market with. Personnel policies are designed to deguithe
implementation of personnel decisions.

3.1.3 Running of Small and Medium Enterprises

To effectively run SME after inception entails thethree related
activities:

o design and implement actions of systems and stestu
o motivation

J controlling

a. Design and implementation of systems

Hindsight in consulting for SMEs has shown that tnbsisiness
concerns that fail do not have systematised proesdof doing things.
Those who overtime and through rigorous effort wekle to
systematise the way they recruit, dissolve authard responsibility,
manage inventory, train, discipline, record andbdise funds, etc,
hardly ever do badly.

Essentially there is need to have the followingteys for effective
running of SMEs. They are:

Administrative system: this comprises organogram and job description
manual. It shows at a glance who occupies whatiposi who reports

to whom, and their authority relationships. Witlisthvacancies can be
declared and training of new entrants proceedesaically.

Accounting system: this shows in a nutshell how money comes and
moves within and outside the organisation. It datdne design of
requisition forms and payment vouchers. This systiefines authority
limits in terms of finances. Imprest for varioudicés and its retirement
procedures are identified.
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Inventory system: This simply details what happens to raw materials
from the point of purchase till it is turned intdimished product. It says
something about the required quantities of botisHied product and raw
materials that should be held at any point in tilssues as to when to
order for more discard the ones held and the lilebe handled by it.

Personnel policiesrecord: it is important for every staff on entry to be
acquainted with the code of conduct expected oftrem It defines what
the dos and donts. This is important. Most SMEsycant these things
retroactively. Sometimes, punishment is determimedy when the
offense is committed. This does not augur welltf@ smooth running
of the organisation.

There are other systems such as MIS or record kgejyistems, internal
control systems, etc. the ones discussed are tlst Ibasic ones. It is
pertinent to submit that success in running a smalmedium scale
business cannot proceed effectively without desigiaind implementing
these systems.

b. Motivation

Motivation constitutes those things which when wuplace propels a
worker to behave in desired manner in the work remment.
(Onodugo, 2000). It is what explains why peopledwehin certain ways
in an organisation.

This is very important, as the bane of most SME#ér inability to
retain staff. High staff turnover makes successanrd continuity
difficult and throws overboard the benefits of miag. To overcome
these, one need to motivate staff to make themrptiteir best. Below
are basic guidelines that underlie effective matora

Adequate reward for labour: workers respond to their work the same
way they are treated. Often time entrepreneursharsihess managers
think that they are doing themselves a favour byingapittance to their
workers. Once a worker is not well paid, not onlyl ve not put in his
best but he will be looking for job elsewhere.

Participation in decison making: there is nothing as motivating as a
feeling of sense of belonging. When workers arevad to know what
Is happening in an organisation to the point ohbeillowed to make an
input, they will naturally own the outcome of suécisions. Feeling of
sense of belonging and camaraderie will pervade eheironment
leading to increase in productivity.
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Reinforcement: staff members can be prodded to put in their bgst
acknowledging their efforts in the work place. dtnot always money
that motivates. Acknowledgements such as praiseificate of merit
and/or promotion can equally serve as a positiv@arcement to such
worker to do more.

Job environment and growth path: one thing that makes inward drive
to dampen is a job schedule that is monotonous.v@mker can readily
predict what he/she is required to do most of threet boredom starts
setting in. If on the other hand, the job is chaji@g and presenting
varying phases and fronts, it draws out the besh fthe workers. This is
more so, if such a staff member knows the cleawvtirgpath such a hard
work will earn him.

Training: training does two functions. It empowers the stafflo work
better. It also meets the intrinsic desire of staémbers who crave for
improvement. This is motivation.

C. Controlling

This is the managerial function which ensures tthe goals and
objectives of any organisation are realised. has enough to plan and
start up businesses, it is equally important thasec monitoring of the
activities are embarked upon to ensure that it @oné to the initial

plan. This is where controlling comes in.

SMEs by their very nature are prone to fraud andtevaln order to
ensure proper running of the firm, adequate contrehsures must be
deployed to guard the conduct of organisation mesbknhe following
are the techniques that will help business orgénisafacilitate control.

Careful adherence to plan and policies: the results of planning are
enshrined in a document called plan. It is impdrtdrat the targets
contained in the plan and policies initiated toilfeate it are all closely

adhered to. In other words, a sine-qua-non for gamdrol starts with

good planning.

Periodic evaluation of the financials: one way of controlling of the
financial activities of SMEs is by looking at thdinancial statement
(Fs). Financial statement consists mainly of incostatement and
balance sheet. The former reveals the differendevdsn operating
income and expenses. The balance is either profibss. While the
latter shows the net worth of the organisationsHbws in sum the
profile of organisation’s assets and liabilitiesitiWthis information,
managers of SME would make the necessary adjussnemnsure that
the organisation is financially healthy.
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Budgetary control technique: budgets are action plans expressed in
quantitative terms. It is a statement of future emtpd income and
expenditure. Budgeting is the process of prepaanpudget, while
budgetary control is the process of controllingamrgation’s activities
through the instrumentality of a budget. As a madiof control,
budgets are very effective. Once a budget is pegpavery operative
will align its activities to conform to the budg&ms. Deviations from
the budget estimate must be done with prior knogdedf the
appropriate authorities. With this, financial rexddness is reduced to
the barest minimum.

Inspection and quality control: this is mostly used in manufacturing
concerns. It proposes periodic check of the marnurfismg process to
ensure that the output conforms to initial desigac#ication and level
of performance. In the process, sub-standard afettiiee products are
isolated for rework or discard. This helps to eaghat the products that
reach the consumers are top value products thattereded for them.
Benchmarking: this is one way by which SMEs can ensure contrdl an
attain improvement. This is the process by whiclyaarsation’s
products and processes are matched with prevatarglard of the “best
practice”. The closer a firm’s activities are t@ thest practice the better
the chances of it realising corporate goals.

Designing accounting system and having qualified personnel to run
it: as has been mentioned earlier, it is good foryeesganisation that is
control conscious to design accounting manualsesstires compliance
by staff members. Central to the effective impletagan of accounting
manuals are qualified personnel. A well paid chradeaccountant
would not easily commit fraud since he knows thaitnhll not only lose
his job, but his license may be withdrawn. Peopleovare not so
qualified may not exercise such restraint. Thi® gisesupposes that
staff members should be paid comparatively competitsalaries.
Anything short of this could make them not to value thegshto wanting
to retain it.

40 CONCLUSION

The central thrust of this unit is that in the wakehe deregulation of
the Nigerian economy, we shall witness the birttmainy SMEs. These
firms, well managed, will bring about the requirenin-around of our
economy.

This unit had deliberated on how to set up and somall or medium
scale business concerns. While one cannot claimttismexhaustive, it
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certainly has the basic ingredients that will h#ipse who genuinely
want to start and run one.

50 SUMMARY

To be an entrepreneur, you must be able to comtrotlivate, direct and
take risk.

6.0 TUTOR-MARKED ASSIGNMENT

Explain some of the attributes of an entrepreneur
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1.0 INTRODUCTION

Today’s dynamic environment demands that orgamisatiand their
managers adapt and review themselves continually¢oeed over time.
People and organisations not only must change, thagt change
frequently and at a rapidly accelerating pace. 8sgkdn the highly
competitive business environments, in particularepehds on
entrepreneurshipa term used to describe strategic thinking asl-ri
taking behaviour that results in the creation o#vnepportunities for
individuals and/or organisations. These opportesifrequently appear
in the form of new business ventures-such as thefamiliar Domino’s

Pizza and Federal Express overnight package dglieeras new goods
or services, such as the popular 3M Post-it note.

20 OBJECTIVES

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

o define the concept of entrepreneur
. explain entrepreneurship and small business
o distinguish entrepreneurship from large enterprise

3.0 MAIN CONTENT
3.1 Entrepreneurs

An entrepreneur is a risk-taking individual who e@akaction to pursue
opportunities in situations others may fail to rgeise, or may even
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view as problems or threats. Characteristics tyiyicassociated with
entrepreneurs include:

1. internal locus of controlentrepreneurs believe that they are in
control of their own destiny.

2. high energy levelentrepreneurs are persistent, hard-working, and
working, and willing to exert extraordinary effotts succeed.

3. high need of achievemergntrepreneurs are motivated to act

individually to accomplish challenging goals.
4. tolerance for ambiguity entrepreneurs are able to tolerate
situations with high degrees of uncertainty.

5. self-confidence entrepreneurs feel competent, believe in
themselves, and are willing to make decisions.
6. action oriented entrepreneurs want to get things done quickly

and do not want to waste valuable time.

A common image of an entrepreneur is as the fouaflamew business
enterprise that achieves large scale success. Roddick’s Body Shop,
Bill Gates’ Microsoft, and Sam Walton’s Wal-Marteabut a few
dramatic examples of this type of entrepreneursBift. entrepreneurs
also operate on a smaller scale. Those who takeigtkeof buying a
local McDonald’s or Subway Sandwich franchise, opgra small retail
shop, or going into self-employed service businem® also
entrepreneurs. Similarly, anyone who assumes ragpbty for
introducing a new product or operations change iwigm organisation
is also demonstrating the qualities of entreprestapr

3.2 Entrepreneurship and Small Business

Entrepreneurship plays an important role in themétion of smaller
enterprises. A small business is commonly defiredrze with 500 or
fewer employees. The United States Small BusinessiAistration, or
SBA, also states that a small business is onddhatlependently owned
and operated. Almost 99 percent of American busegsneet this
definition, and the small business sector is venpartant in most
nations of the world. Among other things, smallibasses offer two
major economic advantages.

1. They create many job opportunities
2. They are the source of many new goods andcssvi

Three of the most common ways to get involved small business are
to start one, buy an existing one, or buy and rimarechise.

Small businesses have a high failure rate-as mar§080 percent fall
in their first 5 years of operation. Although mafactors affect such
outcomes, an important foundation for such sucrseigebusiness plan
— a written document that describes the naturb@®business as well as
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exactly how an entrepreneur intends to start amdade it. Writing such
a business plan helps the entrepreneur ‘think'ufpnathe various details
of setting up a business. Typically, this plan widl shared with banks,
venture capitalists, and other potential investorsrder to attract any
additional funds that may be needed to make the&uptpossible. Small
business success will always be based also omthepeeneur’s ability
to implement the management process - planninganisong, leading,
and controlling.

3.3 Entrepreneurship and Large Enterprises

In today’s dynamic and competitive environmentgdarorganisations
also depend on entrepreneurial managers willingggsume risk and
encourage the creativity and innovation so impdrten continued

success. Yet, this task is especially challengingvery large and
complex systems organisations whose natural temeientay be toward
stability, rigidity, and avoidance of risk. Becausethis, the concept of
entrepreneurial behaviour on the part of people sutglinits operating
within the confines of large organisation to akelismall ones. To do
this, some large organisations create small sufuaiten calledskunk

works in which groups of people are allowed to worketbgr in a

small group of enthusiastic employees that was seog off to separate
facility in Cupertino, California. Their mandate svatraightforward - to
create a state of the art, user-friendly persowahputer. The group
operated free from the firm’s normal product depebent bureaucracy,
set their own norms, and worked together withouside interference.
The ‘jolly roger was raised over their building asymbol of

independence. It worked: this is the team that dginouhe now famous
Maclintosh Computer into being. The success ofMaelntosh and its
offspring at Apple is a fitting reminder of the ionpance of this

chapter's focus on strategic management and eetreprship in

organisation.

40 CONCLUSION

In conclusion, it can be stated that the entreprersenot motivated by
money itself but rather by his high motivationaleds, especially his
need to achieve. Money is a by-product for accoshplig some nobler
goals. The entrepreneur has an idea and a dreasnawtreness of
people and their needs, and his technical trairengple him to perceive
profitable marketing opportunities that others haeglected. We know
from past studies, that in the more advanced cmsntentrepreneurial
characteristics are related to certain sociologitattors in the

entrepreneur’s childhood and to personal expergeicéater adult life.

Further research should reveal additional paramdteat will help to

explain the complex individual we call an entreen
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Governments have always sought to find and devetdpepreneurs. In
underdeveloped nations, these individuals oftend htle key to
economic growth for a whole society.

50 SUMMARY

In summary, an entrepreneur is dynamic, resultedriand always
believes in himself.

6.0 TUTOR-MARKED ASSIGNMENT
Discuss the nature of an entrepreneur
7.0 REFERENCE/FURTHER READING

John R. (1996).Academy of management executWel. 5 (1991), pp.
77-91.Managemens™ edition
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6.0 Tutor-Marked Assignment
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1.0 INTRODUCTION

Planning involves the development and selectionmframong
alternatives of the necessary course of actionctoese an objective.
This definition is one of many. However plannirg defined, it is
inevitably described in terms of the actions neagsto achieve an
objective. The objective is therefore the essenped-requisite to
planning and planning can commence and be usefly wihen

objectives are properly selected.

Planning is a necessary everyday activity both ife land in
management. Planning should go on at every levanobrganisation,
from dishwasher to the chairman of the board c#aors. Planning for
one’s life work is as essential as an active procekted to long-range
organisational goals and day-to-day work as well.

Planning is something everybody agrees is impartBot planning
often gets neglected, probably because it requiees thinking and
involves the uncomfortable work of dealing with artainty.

Failure to plan invites trouble. Three differentnds of examples
illustrate why planning is necessary at all levefsthe organisation.

Consider, first of all, the waitress who does nanpher next trip to the
dining room in the light of needs of her entiretista She will probably

have to run back and forth to get one or two it¢nag she could have
brought all at once. She wastes, in this way, tWoher precious

resources: time and energy. At the end of the dayhsis worked harder
than her co-workers and probably earned less ® fiipm customers
who had to wait for her to complete those extnastri

If you have ever been in a restaurant that hasuiiof eggs at breakfast
or bread during a rush on the sandwich station,hee seen a second
example - the results of poor operational plannigd you know its
cost: dissatisfied guests, upset employees, the ddbssome of those
inconvenienced customers and perhaps some of tepthey talk to.
In general, the organisation’s reputation suffers.

Failure to plan entails serious risks at any lew&ur own plans are
most important to you. Just as the waitress thattegatime and the
restaurant that runs out of eggs lose profit opymities so you may
waste a good deal of effort and miss opportunifig®u fail to plan in
the following two ways.
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2.0

You need to plan for yourself at general levels.

Whatever work you do (desk, clerical, college howark, or

motel housekeeping) your work will be easier antthgr if you

can plan it.

As a supervisor or manager, you must learn @o fthe work of
others.

In addition to planning the work you do for atheyou must
come to think of your own career as a form of besisince you
sell services to your employer. Thus your careereligment
involves planning for the kinds of services you wenbe selling
at some future point — banquet manager, sales semaive,
food production supervisor, etc. — and then plagnmow to

achieve that position within a reasonable period.

You will probably have to accept the fact thataamember of an
organisation, you are part of somebody else’s pl@he point is
that understanding the planning process helps gawntlerstand
the need of a well-managed company which has darefu
developed plans. As an understanding participanplamning,
you should be a more effective employee and findatar
meaning in your work.

OBJECTIVES

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

3.0

31

identify planning as regards organisation
describe how to strategise in an organisation
explain various operational issues in an orgarusati

MAIN CONTENT

Planning Organisation

We may define planning as the work managers (ankevs) do to
visualise the future in a concrete way and to deite course of action
that will achieve the organisation’s goal over éirdie period.

ORGANISATIONAL LEVEL

Top Management
I
Middle Management
I
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Supervisors
|
Workers

The term “planning” denotes anticipating severaffedent sets of
circumstances for different purposes. Several leggns will help you
grasp the idea of the planning process. Policiesganeral guides for
dealing with the future. They do not tell what w ¢hey indicate how to
reach a decision. Policies leave much to the discreof the decision
maker and they provide a predetermined, agreed-upasis for
decisions.

A plan is a reasoned means of moving towards saieeted goals. A
plan reflects policy and may include rules, methogsocedures
standards, and budgets. A plan may have both gitatend tactical
elements. Plan describes future events of whamwaplexity in a way
that shows how they will be ordered to achievediganisation’s goals.

3.1.1 Methods and Procedures

These resemble rules (rules state what must be alwthevhat must not
be done). Methods indicate how a standard job etdone. Procedures
are really a sequential set of rules.

The method for stripping a turkey carcass has be#&grmined by a food
service operator with the help of industrial engise As a result of
these studies, waste motions are minimised andithe required is
reduced to a minimum.

Most hotels have a procedure that specifies thegsa guest’s records
should go through during his or her stay just asstniwealth care
institutions have a similar procedure for patiextdards.

Standards specify not procedures but outcomes. Stanelards pertain
to cost control and many related to quality control

A budget is a numerical plan, generally expressedadira, although
sometimes units of weight or time may be used, ab. whe budget
specifies the naira results expected from planpefation.

Most well-run operations prepare budgets that esgpthe results they
expect in naira. Those budgets may be supportethéin estimates for
housekeeping payroll, for instance) with a stateanadéout house budget
at various levels of occupancy as a base for haegekg payroll
projections.
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3.1.2 Strategies and Tactics

These are terms borrowed from the military to denote lewé
importance and time dimensions in plans. Strategylies large scale,
high level and long-term time commitment.

A hotel chain may develop a marketing strategy tbittes the hotel's
services to the guests it seeks to serve and pgresciin general, how
their patronage will be sought. Each of the unitsth@at chain must
develop the tactics that best fit the individuabgerty and its market.
Strategies are concerned with overall goals andgtdreeral means of
achieving them. Tactics are specific, relating rodth to individual

circumstances.

3.1.3 Operation Planning

When management establishes goals and thinks daigsoits planning
work has only begun. It needs a plan of actiornpcgy how the policy
will be implemented. Those two terms borrowed frdme military,
strategy and tactics, distinguish between leve|danfs.

Strategic | ssues

Strategy, as you remember, concerns long-term, rgeqdans. The
discussion that follows will focus on three strategreas out of many
that could be chosen.

a. Product and service strategy
b. Personnel strategy
C. Community relations.

These three areas conveniently illustrate how padicide decision is
implemented by both planning and action.

a. Product and Service Strategies

In food service, a menu is planned, the generaepatof an
operation’s menu represents a strategy; and thisroess you
intend to reach indicate the strategy you will depeConsider a
steak house such as “Steak and Ale”. The menuctefke policy
of limited selection. This limited selection sinf@s production
and service. A strategy of self-service for salagisresents a
decision to give up portion control in return fadvantage of
having the guests serve themselves.

The advantages of self-service are:
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1. the waitress has one less course to serve and
2. the guests get and eat salad while their steakbeirey
cooked.

A waitress can carry large portions, so fewer esges are
needed. Moreover, when the guests begin to eatyditdbetween
courses is less; consequently, table turns are maqiel. With
fast turns like this, a restaurant can serve maesig during peak
meal periods. The “trade-off’ of portion control salads is more
than worth the advantages gained.

b. Personnel Strategies

Many companies wishing to avoid unionism use a camsption
strategy that offers pay and fringe benefits wdlbve union
scale. In other cases, an aggressive compens#t@degy may be
adopted by a company not because of unionism ooplgi to

help it employ the cream of the crop in its labmarket.

Such a strategy dictates the rule that whenevewtge level in
the local labour market rises, the company raitesvages. To
follow this strategy, the company must probablytiate a
procedure of regular wage surveys in the area.

C. Community Relations Strategies

The traditional way to offer the goals and serviogsa fast food
business is to advertise in the various media. ihotel, high-
quality restaurant often purchases advertising, ymah these
kinds of operations place heavier reliance on theflic relations
activities. These institutions — fast food, restauty hotel, hospital
and school lunch — need financial support fromdb@munity in
the form of sales, donations or appropriations.nHaas a policy
of seeking community support, but their strategidiffer
according to the operational circumstances of eachthe guests
or clients they serve.

Tactical Issues

These are generally concerned more with short-rod Bpcalised
actions. But like strategies, tactics are plans,nteans of implementing
policy. In a high occupancy chain hotel in a bugy,dhe property’s
marketing strategy was dictated by its franchisiéiafon.

The manager realised that a very large number tfl rooms were
being built in Ikeja area. It became apparent Wiagn all the properties
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under construction opened, the lkeja area woulck fe@voversupply of
rooms for several years to come. To prepare far filiure marketing
problem, the manager developed what was dubbedMF8ervice”.
This tactic cost practically nothing, and it dewadith the problem of
heavy future competition by gaining an advantagéhat local market
the franchise group’s strategy identified as mostrpsing.

3.1.4 Long-Range Planning

You can often plan today and tomorrow “in your Heakhe situation

may be simple enough for you to grasp intuitiv@yt when you make
decisions that will have an effect for months oarnge you need more
sophisticated planning tools. We provide a few teslalllustrations to

familiarise you with this kind of analysis.

a. Return of capital

When an organisation makes an investment, it géyergoects to earn

that investment back within some definite periockd this simple

situation: A new vacuum sweeper for use in pubteaacosts N400.00.
The larger machine is more efficient, and it reduib® hours required to
vacuum the area from 100 a month to 90. If the a@ipes time costs N4
per hour, we can calculate two crude measures hfeyand these
measurements are common, simple decision aids. aleyalled the

PAYBACK period and the rate of return.

A useful formula follows:

P = Payback period
OS = Operating savings P = N1/05
NI = Net investment
For our problem
OS = 10 HOURS x N4 = N40
And
P = N400/N40 = 10 months

Notice that we have specified the monthly savings,the payback
period is also expressed in months. The new machith@ay for itself
in just under a year.

Another way of analysing this problem is to deterenthe rate of return
(ROR). Here we just invent our formula, but theuits are usually
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expressed in annual terms. So, the monthly savingthe previous
problem are multiplied by 12

ROR = OS/NI = 40/400 = .010 or 1%

Such a short payback period indicates a very faldarrate of return. In
a business where money to invest is at a premiuhmany departments
require funds for new equipment, these techniquss gs the means to
establish investment priorities.

In more complex cases time adjustedate of return may be used.
Another common tool is the BREAK-EVEN POINT compuda. This
technique is similar to the payback period meth8dppose a new
banquet room is proposed. Management expects thgquba check
average to be N40.50 and the banquet check fodd tmbe 33 percent.
All other costs of the proposed banquet departraeatfixed. If these
fixed costs (the monthly payroll, heat, light andwer, depreciation,
etc.) for this room are N7, 500.00 how many banaghettk foods must
be sold per month to cover the cost of the banmpeh (in other words
to break-even)?

Our new formula follows:

BEP = Break Even Point

MR = Marginal Revenue (revenue less variable cost)

FC = Fixed costs (these are costs which will ocegardless of volume
of sales if the decision is made to go ahead)

S = Sales

VC = Variable cost

MR =S - VC = N4.50 — N1.50 = N3.00

BEP = FC/MR = N7500/N3 = 2500 meals.

Thus, 2500 meals per month will cover all coststhos room or not on

the basis of its judgment about the number of méalll probably

serve.

b. Cost-Benefit Analysis

In business, the measure of naira profit earnedtgust useful; it is the
principal decision-making guide. In school lunchcongregate feeding,
such a measure is not enough. To begin with, revémmun guests is not
always a significant factor because the cost optllgramme is covered
by government funds. The programme purpose is ocarn profit.
Moreover, the decisions cannot always be measuradira.

Goals and policies provide the basis for developilags, both strategic
and tactical. As the goals addressed relate toelopgriods, however,
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those responsible for planning cannot rely on trdni They must use
more formal and often complex means analysis.

C. Thelndividual asa Planner

If an operation is to be successful, individual kess must begin to

consider themselves as planners. Notice the plgnranwaitress

automatically engages in as she moves from kit¢betining room and

back. As she steps out of the kitchen she quidkiyissup the situation
on her station: one of her three tables (table @9 just been seated. A
second party has finished its main course (tablesiBge she left the
dining room. A third party (table C) is waiting ftlhe dessert she is
carrying. She plans her next moves in order ofrjiyio

1. Serve dessert = table C
2. Greetings and assurance

of return while serving

water = table A
3. Take dessert = tableB
4, Take appetiser and main

course orders = table A

5. Return to kitchen

As she carries out this plan and heads back t&itbken, she realises
she must plan her movements in the pantry to msemiasted time and
effort. On the way out of the dining room she aslesbusboy if he can
clear table B. with his assurance on that she plersmoves in the
kitchen.

Call dinner order for table A
Pick up appetiser for table A
Pick up dessert for table B
Return to dining room

PN E

Her pattern is not necessarily the right way todanhree-table station
and any actual situation would certainly not bestheat. The point is, a
waitress relies heavily on planning whether orsiw is conscious of it.

When the head cook arrives at work at 8a.m. shksesathat three
meals confront her with immediate problems. Brestkfs now in
progress and usually busy. The short order coak tiouble because he
is running out of his set up (raw food stored inearby refrigerator).
The turkey on the menu for dinner needs to comebitite freezer right
away. A roast round has to go in the oven immelyidte be ready for
an early banquet.
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Planning obviously pervades the well-run hospygabperation at all
levels, from the maid who checks the stock on lzet © the general
manager, who orchestrates all the planners heeowsiks with.

3.2 Planning as a Personal Process

Someone interested in a hospitality career musinbgy accumulate
useful learning experiences in the earliest, |ls&gled jobs. Now it is
time to reinforce that concept with conviction tipgrsonal career goals
need to be identified as early as possible (witlaouartificial forcing).

These goals may well dictate a policy of puttindl d&arning first and
income second in choosing jobs while in collegestiiation and
perhaps, for those first years out of college, &il.\irhis “learn first
earn second” strategy ensures “practice”. But i€ome is more
important or essential you may have to alter ytnategy.

The point is, of course, that planning, policy asidategy are not
something somebody else does. No plan is more tapioto you than
your own plan for yourself.

40 CONCLUSION

To start a business is not easy. There are loanining and research
that have to be done. The individual starting thsifess needs to be
very motivated, committed and determined to succeed

To start business is being seen among many orgemsaand
governments as an easy way to solve problems ompiogment.
People should set up their own small businessdkeim communities
and thereby be able to make a living and to provige communities
with goods and services which are needed.

Failure will not always mean that people give up itiea of starting a
business entirely. They will be able to learn fribra mistakes made and
the chance of succeeding at the second attempbeviireater.

Research has also shown that there is a greatacetiar individuals

than for groups to succeed in business. If a grsapts a business,
conflicts will often arise. Many big businessesrtatd small but were
later able to expand.

There is also a bigger chance of success if loayivesn as opposed to
grant. A loan will make people more committed tocaed.
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50 SUMMARY

In the course of this discussion we were able tdeustand planning
activities of an organisation, operational, tadtiaad strategic issues
applicable to individual organisation.

6.0 TUTOR-MARKED ASSIGNMENT

1. Differentiate between operational and strateigsues in an
organisation.

2. Describe tactical issues in an organisation.

3. What do you understand by planning in hospitgbndustry?
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MODULE 2
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Unit 2 Restaurant and Feasibility Study

Unit 3 Nigeria Enterprises

Unit 4 Credit Institutions

Unit 5 Choosing a Form of Business Ownership

UNIT 1 RESTAURANT AND BUSINESS PLAN
CONTENTS
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3.0 Main Content
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3.1.2 Brevity
3.1.3 Logic
3.1.4 Truth
3.1.5 Figures
3.2  Designing the Business Plan
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3.6  Tackling Each Section
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1.0 INTRODUCTION

An individual who wants to start a business shdukt try to write a
business plan.

A business plan is a written description of thenpkd business. It is a

very useful description because it can be giveratbank or to an
organisation when we ask for start-up capital. Wiwerapproach a bank
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or a business organisation we might also havdltmfioan application
form.

It is very important to write a convincing busingdan. The business
plan should be written very carefully. It is noffdult to see why. We
are trying to convince the bank or the organisatiwet our idea is a
good one and that it will get good value for anynew it lends or
donates.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

o explain in simple form what business plan is athatb
o write a convincing business plan.

3.0 MAIN CONTENT
3.1  Writing a Business Plan

Business plans are required whenever money is toaised, whether
from a bank, a finance house, or a provider of tggcapital. To you,
your business is of supreme interest and importandte bank or fund
manager, your plan is but one of many that is vexkiSo you must win
this person’s approval and keep his or her inteflestlo this:

be clear

be brief

be logical

be truthful

back up words with figures wherever possible

ahrhwpE

3.1.1 Clarity

The person reading your business plan is busyn ¢fées other issues to
deal with, and is consciously or unconsciously judgyou by the way
in which you express yourself. Therefore:

Keep your language simple.

Avoid trying to get too many ideas into one seit.
Let one sentence follow on logically from thstla
Go easy on the adjectives.

Tabulate wherever appropriate.

agrwpE
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3.1.2 Brevity

If the banker or manager gets bored while readiogy \stuff, you are
unlikely to get the sympathetic hearing you deser8®, try to
summarise as much as posssible, leaving only teengals of what
your reader ought to be told. In-depth descriptiamsout.

3.1.3 Logic

The facts and ideas you present will be easieake in and make more
impact if they follow one another in a logical seque. Avoid a series
of inconsequential paragraphs, however well phrasézb, make sure
that what you say under one heading is in line withyou have said
elsewhere.

3.1.4 Truth
Do not overstate your case.

3.1.5 Figures

The banker or investor reading your plan is nunegrdiinking in terms

of numbers. Words will not impress a banker untesy are backed by
figures that you have made as precise as posSletry to quantify

wherever you can.

3.2 Designing the Business Plan

The layout of your business plan can help greatlideping the reader
interested. Above all, the information you give mtalow a logical
pattern. You could present your material in theusege shown here,
using headings, so that the reader can survey plaur and navigate
without difficulty.

1. A brief statement of your objectives.

2. Your assessment of the market you plan to enter.

3. The skill, experience and finance you will briogt.

4. The particular benefits of the product or sesvito your
customers.

5. How you will set up the business.

6. Your financial targets.

7. The money you are asking for and how it willused.

8. The longer-term view.

9. Appendices to back up previous statements, dimojuespecially

the cash flow and other financial projections.
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10.  History of the business (where applicable).

The above list can be added to, of course, if tv@pfe who will read
your business plan have a special interest to wiazhshould address
yourself. For instance, public authorities are @ned to know the
effect on local unemployment: write a special anohpnent section to
tell them about it.

3.3 Deciding how much to Write

In all business plans something, however briefukhbe noted on each
of the items listed above. How much you put intohesection should be
in proportion to the size and scope of your progscthe reader of your
plan will see it. A busy bank official will not waio read through pages
of material if he is being asked for no more thadeva hundred pounds.
On the other hand, he will not be impressed if, wiasked to lend
£100,000, he is given only a sentence or two onagpect that is of
interest most.

3.4 Getting down to it

Careful writing of your business plan will give yaubetter insight into
your own business.

You have a marvelous project; you have a shrewd ttat there is a
market for it; you have obtained a good deal ofi@g¥rom experts and
have done sums to calculate your hoped-for profasy cash flow and
the money you need to raise. So, when you getitla@de, you will be
ready to go. Or so you believe! But it may not tyi be in your favour.
You still have some work to do. Now is the timedtoit.

‘Writing’, said Sir Francis Bacon, ‘makes an exaunan’. There is
nothing so effective in testing the logic and ce@mee of your ideas as
writing them out in full. As the future of your bosss depends in large
part on your ideas working in a logical and cohengay, now is the
time to subject them to test

3.5 How do | set about it?

Taking the sections numbered opposite one by ord&emotes under
each heading of all you have done or expect to Fw. example,
regarding Section 2, what do you really know alibatmarket you want
to enter? Have you done enough market research? Wilhde your

customers? How many will there be? How will you taah them? How
will you get your goods to them? Or, when it con@$ection 5, have
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you a clear, concrete picture of what you will athy do to ‘get the
show on the road’?

Write it all out! Perhaps you would like to adopetfollowing method:
taking a large sheet of paper for each of the alseetions, note down
the facts relevant to each of them; then sort thest, for truth and
coherence and arrange into a logical pattern.

You will prune down hard when you come to write ttecument itself.
In the meantime, you would have organised yourddgau would have
noticed the gaps and weaknesses, and the busswésaimd to be the
better for it.

3.6 Tackling each section

a. The brief statement

This should be to the point. Just write somethiogslhow the reader
what your plan is all about. Say what you wantadrdone sentence. In
a second sentence, state how much money you wdnwiaat you want
it for.

b. The market

When you come to the main body of your documerart swith the

section that is most likely to impress your readére majority of people
lending money believe that what makes for succes®usiness is
finding and exploiting a large enough market. Soaaule, the ‘market
section’ should be the one with which you lead off.

Though your product may be the best since the terof the motor
car and you may have the talents of a Henry Fard,will get nowhere
if there is no call for your brainchild or you lattke means of projecting
your product into the market. The person readingryman will know
this only too well and will want to find out whethgou are aware of
these facts and how well you have done your hom.wiéour market
research is crucial.

Note that where figures are given, and they shoeldiven freely, the
authority for the figures should be quoted. If ydigures can be
checked, this will promote confidence.

C. The skills, experience and resources of the perss involved

A lender or investor will want to know the traclcoed of the person to

whom his or her own or clients’ money is to be esited. Therefore,
you must give a fairly full account of your own Iess career and
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those of your coordinators or partners. Schoolaratlemic histories are
hardly relevant. Past achievements and technicalifgpations, on the
other hand, are. Of almost equal importance is dagree of your
financial investment. You cannot expect others igk money in an
enterprise to which the founders themselves are fimncially
committed in a big way.

d. The benefits of your product

This is the most difficult part about which to comm because it is the
section in which you are likely to wax most entlagsically. Human
progress depends on new ideas and people with goesl need all the
support they can get. You must face the fact timdy @ minority of
innovations can be made commercially viable. Ycamker or financier
has probably seen hundreds of absolutely brilid@as come to naught,
and for all kinds of reasons. So, this is the sacyiou will have to write
most soberly.

A famous American writer — a writer, not a busimeaa — once said that
if you made a better mousetrap, the entire worldildidbeat a path to
your door. This is just not true. Any successfusibass person could
have told him that simply making a better prodscbnly one step on
the way to success, and not even the first or th& important step.

Do not get too disheartened. You have, you beliaviegst-class product
and, as you demonstrated (under number 2, abdwe)narket for it is
there. What you must do now is to persuade youtetethat the product
is a good one and that it will have the edge t@ halu exploit the
opportunities set out under number 2.

Stick firmly to hard fact! ‘Puff’ sentences, suck dhis is the best

widget-grinder on the market and will be the chesapgeo’, cut very

little ice. Show with figures, why it is the bestdawhy it is not the most
expensive. If you have some independent test sdly so, and give at
least a summary of them in an appendix. A few gemdigures are

worth a page of adjectives, on which, as was sta&glier, you must go
easy.

The following pieces of information could be inciain this section:

A brief description of the product or idea

How it works

Why it is better than the rivals

Any independent appraisal (with details in apeaqalix)

PN PE
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e. The method

By this time your reader will have a clear ideayolur market, your

skills and the customer benefits of your produchaivhe or she wants
to know is whether you are going to set about thimga sensible and
workmanlike manner. Tell your reader what he or sheuld know in

terms that are as concrete as possible.

First of all, how do you propose to market the picicbr service? Will
you have your own sales force? What will you dowhmublicity and
advertisement? How will you ‘target’ your salesveéf? Under what
terms will you sell? When will you be starting olh this? Give a firm
time schedule, if possible.

It will promote confidence if you outline your ‘magement structure’.
If you have partners, you need to know who will iesponsible for
what? How do you intend to keep the various sestinrtouch with one
another? Will you have management meeting onceweek? Will you
have it once a month? Will you have it only whearéhis a desperate
crisis? What about keeping employees abreast of ishgoing on and
what is expected of them?

Outline the production methods you will adopt & #art of the project.
Write something, briefly, about the premises yoll wse. A sentence,
or possibly two, will tell of the plant and machipeYou may need a
workforce. State how many people you will needhat beginning and
later, as sales increase. What will be the capa€itiye initial set up?

The office is your next concern. As a skill enginee a keen sales
person, you may be impatient of all the paper wddlowever, to

convince your reader that your business will natceéed into chaos or
grind to a halt, tell him or her who will see totltat it does not. Who
will make sure that the letters are answered i ysence? Who will
look after the books? Who will answer the phonehoWill process

orders? Who will look into invoices? Who will cleasp debtors? Have
you assessed the amount of work which will needbé¢odone in this

department?

Your reader will also want to know how you will dosl and monitor
the business financially. The smallest businessisi@ge know at all
times what its cash position is. As soon as thezdleose who owe you
money, or to whom you owe money, it will be necegsa keep regular
check. Your banker or your investor will know thmany an otherwise
good business has come to grief through lack ahefgary financial
controls. Ensure not only that you have made theessary

44



HCM 313 MODULE 2

arrangements, but that your investor knows you tgaven this aspect
proper thought. Any good accountant should be hapylvise you.

f. The long-term view

So far, so good, you have explained how you witl ymur project off

the ground and how it will run during the start period. Now, the

banker or the investor will want to know how hestie stands for the
future.

Some enterprises are essentially short term. Sbiméds continue to be
very profitable over a longer period. Some will flew-growing and

their financial needs can be met out of profitsh&d$ will have to

accelerate fast and they will need further injewiof capital on a pre-
planned basis. Your financial banker will want toolv your thoughts
on all these points.

If yours is a project to exploit some ‘trendy’ ide¢le banker will expect
some assurance that, if the fashion were to chamger she could be
paid out of ready money and not be locked into wréised fixed
assets, i.e., fixed assets whose cost has notegst tecovered out of
profits and which would be difficult to sell. In geral, the banker
should be told how you see the market over fiveg@ad in the long
term. Also, what you propose to do about potewtahpetition.

g. Use of the funds

Now that your reader knows that you have a goodymt that there is a
market for it, and that you know how to run theibass in an efficient
way, you should explain, in fair detail, why youedehis or her money
and how you will spend it. Emphasise how much moymy and your
colleagues are investing. No one is going to rigihay on your project
if you are not substantially committed.

Having added up the sums you are putting in anthatlyou are hoping
to raise, list the items you will be spending theney on, such as:

patents

land and buildings (give some details)

plant and equipment (specify major items)

cost of publicity for the initial launch

working capital (reference to cash flow foresast
reserve for contingencies

ook wnNE
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h. Financial targets

Although your hopes and plans for financing yousibass will be set
out in all the cash flow forecast, etc, which youll vattach as
appendices, it will be helpful if you give a brieimmary now of the
important points. No matter how small the businegsy will be
expected to show the following.

The expected turnover for the first year

The expected net profit for the first year

How much of the loan will be paid off in one yea

When you expect to pay off the loan entirely

What you hope for in the second year (when paysnigom the
business start-up allowance, if any, will no longercoming in).

A A

You do not have to show that the business will maleofit in the first
year. Your banker knows that many businesses mad®sanitially and
still go on to succeed. If you show that you capest to achieve profit
in the long term, your banker should be preparegot@long with this.
However, if you are raising equity capital, there ather considerations.
Most equity investors expect to be with you a Idhge. They are
interested in capital gain and, if available, dends. The additional
pieces of information they will want are the follmg.

1. The rate at which you expect profit to grow

2. What your dividend policy will be

3. What you and the other directors will be takiogt of the
business before the equity holders’ share in thétpr

4. What plan or ambition you have (if any) to smlt, to buy them
out, or to go on the AIM (Alternative Investment Mat), a
junior branch of the Stock Exchange

I The appendices

What you have said so far should have told theereatl about your

project. You have now to add documentation to aoecevihim or her that
you have done your homework properly and that yan show good
evidence for what you have said. Last and most rtapb will be the

detailed financial forecast. This will vary frometinelatively simple cash
flow forecast on a form supplied by your bank toedeborate ‘business
model’ prepared by a professional accountant.

The financial projections are the real meat ofwl®le business plan. A
great deal of information should be given, espéscial the cash flow
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forecast. Other appendices could be copies of aeyrdents that will
support what you have said previously. They mightude:

1. accurate summaries of any market research, eit@r gwn or
research that has been professionally carried out

2. photocopies of local newspaper articles descril@ingeed for a
service you propose to provide

3. picture of your product or products

4. copies of your leaflets or other promotional litera

5. the results of any testing of your product, esglciiit has been
done by an independent organisation

The general outlines so far given are intendeduidegyou, for those

seeking funds for a new enterprise. If you wanaiiice to expand an

existing business or to take over an existing shi@, principles will

remain the same, but you will need to write an @oioil paragraph or

pages, preferably at the beginning of your busipéss, to do with:

J- The History of the Business

This section should be brief, factual, and basedhenaudited trading
results. At least three years’ results should lwavsh if possible, as well
as the last balance sheet. Reference may be madwricto fuller
comment, explanation and plans for change as magivan in later
pages, e.g. under ‘Marketing’ or ‘Management’.

The history should also tell of any major changesownership or
management of significant market alterations treAdsother words, it
should mention any important happening that hascedtl the business
over the past few years.

It is possible to write a business plan in manyedént ways. Some
banks or organisations have their own rules fotimgiit. In such cases,
we must find out what they require.

We will describe the product or service and thesoea why we think it
is viable. We can refer to the community survey easibility study. It

is important that the bank or organisation getsoadgpicture of the
product or service. It should also get a good @e# why the product
or service is feasible in this area, taking accowft demand,

competition, raw materials, skills and other relgvpoints. We should
also make a budget to show what the monthly pvafitbe.

In most cases, we will find that a business planallg includes the
following parts:

. cover page
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the business (description of the business)
the market

production

business income

business expenses

start-up capital

training

business benefits and risk

cash flow budget

The Cover Page:The cover page should show the name, address and
the aim of the business. It should also give amjasen of the business,
(what kind of product will be produced or servicdlvbe provided,
location of the business, etc,) and the amount @fiey required from

the bank or organisation. It will also show who malle application and

to whom it will be given. The cover page is a sheuwtnmary of the
information which follows in the business plan.

The Business:We should also explain the legal form of our attiv
(cooperative, sole proprietorship, etc.), what paidve will produce or
service we will provide, and describe the persohs will be involved

in the business (give names, past experience, w&.$hould also say
when we plan to start the business, who will marthgebusiness and
mention what organisations will be able to give agament support,
etc. it is good to include a work plan, a consitiutand job descriptions.

The Market: In this section we describe who the customers &ed t
competitors will be, how we will promote our prodsi©r services, as
well as why we think the customers will prefer toybfrom us rather
than from our competitors. It is very important iog to convince the
bank or the organisation that we have a good market

Production: From this section we will provide information albdhe
production process, how much we will be able todpo®, how the
production skills will be obtained, where we wilke lable to find raw
materials, tools, pieces of equipment and the rieetransportation, a
description of our workplace, etc.

Business Income:We should describe the product or service, saying
how many we think we can sell and the price we ghkrge. We should
also say what the size of the profit and the incéonghe members will
be. Our figures should be realistic. The prices prafits must not be
higher than those we can expect to receive.
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Business ExpensestUnder this heading we make a detailed budget
describing the raw materials, rent, wages and otiperts which we will
need and the monthly cost of each.

Start-Up Capital: We need to describe the start-up capital we wiiche
to be able to start our business. We should shamyifof the inputs will
have to be imported from outside our country (Wi cost foreign
currency). It is necessary to say which of the tapuas already been
secured (either obtained or promised), from whetes been secured
and which inputs we require from the bank or orgaton.

Training: We should describe the kind of training that is desk by
people working in the business. This will probabéyof two kinds:

Pre-production training (training in planning to start a business, where
to buy raw materials or machines, etc.), will besded before the
business starts.

Production training (how to operate machines, etc,) amdnagement

training will be needed when the business starts. We showkl the
number of persons for whom training is requiredewehit could take
place, who would do the training and the time resgli It is important to
show that everybody will receive adequate trairiorgheir future tasks.

Business risk and benefits:Here, we will describe the problems we
might encounter when running the business as wdl@advantages we
have in this business, for example over the cortgrsti

Cash flow budget: A cash flow budget should always be included in
our business plan. The cash flow budget will shaw imuch cash we
think will come in and go out from our businessidgrthe first six
months.

3.7 Budgeting

A budget is a financial and/or quantitative stateimprepared and
approved prior to a defined period of time for fhepose of attaining a
given objective. A budget is normally for a yedrisl therefore a short-
term plan. One of the primary objectives of budigeto measure the
profit earnings of an organisation. However, in tase of government,
non-profit making budgets are used:

o as a guide for the present and future

o to plan, control and estimate the amount to beivedeand spent
during a specified period

o to distribute limited resources
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o to motivate managers towards the achievement opocate
goals.

o as a means of evaluating performance

o to inform managers about the results and operatangeir
responsibility domains.

o as a standard of measurement for the purpose dfotlorg on-

going economic endeavours.

Government units that obtain revenues from taxesadiner sources use
such for current operations by means of budgetgovernment budget
shows authorised appropriations and estimated egn Many
however, perceive the term ‘budget’ as a restrgimnimpeding factor.
Hence, people seem to develop a negative attitubadgeting.

3.7.1 The Purposes of Budget

Budget serves as a basis for the activities ofrgarosation which the
budget serves. These may be enumerated thus:

1. A budget is an economic and financial documentidhlights
organisation’s policies which are designed to pr@reconomic
growth, efficiency and enhance the quality of bfehe workers.

It is a useful guide for the allocation of avaikalésources.

The budget serves as a means of accountabilitgh®rmoney
earlier entrusted and the appropriations of nelyraved ones.

wn

3.7.2 Uses of Budgets
Budgets are used for the following:

Planning: Budgets are used to plan. Budgets are plans tahwhi
monetary values are assigned, of what are to beewsh in a
determinable future time, for example, a year.

Communication: Budgets assist in communicating horizontally and
vertically. When budgets are being prepared, indials, groups,
communities and associations will inform Governmambut their areas
of interests. This is ‘upward communication’. Whéme budget is
approved, Government reads it to the members of pinglic and
publishes it in the newspapers. This is ‘commuimgatiownwards’.

Motivation: Budget is a target to be achieved. Governmentvaiets

the staff through promotions and improved condgiaf service, for
assisting in the full and successful implementatibthe budget.
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Standard for Management of Performance:Since a budget is a target,
it is a measure of performance. What is achievedemorded and
compared with the target of performance set. Thecess of
implementation draws management attention to prnosalie areas.

Evaluation of Economic and Social PolicyBudgets are used to solve
the social problems of inflation and unemployment.

Cost Reduction Technique:Evaluation of operations and procedures
may result in cost savings. Double or triple proomts allowed if the
staff performs extra-ordinarily well or he has aced additional
gualification. A newly employed staff will be onegt 1 of the grade; if
otherwise, the letter of appointment of the offieall state the step to
which his salary has been placed. Promotion is csgxb to be given
every four years, but it is not automatic.

3.8 Management

3.8.1 What is management?

Management is the task of planning, organising,esuping and
evaluating so that the aim of the business candie m

Planning: This means to plan all the activities in advancg tsnmake a
work plan. In the work plan we state the tasks Whmeed to be done,
when they must be done and who will do them. Plammlso include
making a budget.

Organising and supervising:This means instructing people who work
in the business so that they know what they hawdotdt also involves
encouraging them to work hard. A good manager taesspire workers
with a deep sense of the importance of what theydamg.

Evaluation: This means to judge the value or worth of something
the case of our business, we are especially inégtes judging the
value of the performance/actual results in compariwith the plans
which we have made. We want to know if things aseng as planned.
To do this, we compare the work plan with perforoe&anWe also
compare the budget with the bookkeeping. If we @utlat things are
not going as planned, we must look for the reastwy and correct
mistakes which have been made.

Management also involves setting up the businesd doing
bookkeeping and accounting. Every business traiosadtas to be
recorded. We have to record the selling and buyhggoods, the
payment of wages, etc. to decide the price toaellproduct or service
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is also important. We call thigricing. Pricing must be done in relation
to costing, a calculation of how much it costs to produce gheduct or
service.

Marketing: This is another important part of management. Marge

involves finding out who our customers are likedybe, what they want
to buy and how they can be attracted to buy oudycbor service. We
need to spread information about our product oviser There are

different ways of doing this, such as putting uptpes, advertisements
in newspapers and talking to people in the commumtanagement
should always be looking for a new way to tell deopbout the

advantages of buying their products or services.

There are two types of management which are cldssgtgd together,

financial management andoverall management. Overall management is
mainly concerned with setting up a business, malkanwork plan,

supervising, organising, marketing and evaluatiftgalso involves

settling conflicts in the business and encouragamgl inspiring the

members. Financial management involves everythingld with the

control of money: budgeting, bookkeeping, accoutinosting and

pricing.

4.0 CONCLUSION

In conclusion, a business plan that is convincinghitten places us in
the best position of getting loans from our banks fmancial
organisation. With the guidelines given in thistupou are on the best
track to write a convincing business plan.

5.0 SUMMARY

In the course of this discussion, we were ableigouss various aspects
of business plan and the management of businegsns of planning,
organising, staffing, coordinating, controlling amadgeting.

6.0 TUTOR-MARKED ASSIGNMENT

1. Business plan is a must to any effective businBscuss.

2. What do you understand by feasibility studiesuasntegral part
of business?

7.0 REFERENCES/FURTHER READING

May-lIfeoma Nwoye, (1994)Small Business Enterprise. University of
Benin Social Science Publication, New Edition.

52



HCM 313 MODULE 2

A.M.Osoba.(Ed.)Nigeria Institute of Social and Economic Research,
Towards the Development of Small-Scale Industries in Nigeria.

Dalton O. Faluyi, (1986).Principles and Practice of Hotel and
Restaurant Management.

Lena Karlsson, (1992How to Sart a Small Business. (A Manual for

Community Workers Assisting Persons with Disability) International
Labour Organisation.

53



HCM 313 RESTAURANT ENTREPRENEURSHIP

UNIT 2 RESTAURANT AND FEASIBILITY STUDY
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1.0 INTRODUCTION

A woman with disabilities, Dorothy, wanted to mad@me moneyShe
decided to make baskets and sell them at the mankeéhe local
community. She managed to get a loan to start-atisiness and she
found the raw materials near her home. Yet, afterstarted production,
she was not able to sell many baskets? Why? Paophe community
preferred to buy plastic bowls, which were beintgldor a lower price
at the other end of the market. Dorothy wonderesthé should lower the
price so that she would sell more baskets, but \gther price she
would not make profit. (Lena Karlsson, 1992. ‘Imational Labour
Organisation’).

Another group of persons with disabilities, livingpp the same
community, decided to start a grinding mill. A dor@yganisation gave
them an imported grinding mill, on loan. The gromas able to make a
large profit from the mill. After sometime, howeygart of the mill was
worn out and needed to be replaced. It was notildest® find spare
parts in the country where the group lived, Zam@ibkey asked the
donor organisation for spare parts. The donor asgéion told them that
the type of mill was no longer produced and thespare parts were no
longer available. (Lena Karlsson, 1992. ‘Internadibo Labour
Organisation’).

Many businesses fail because there are circumstawbéch prevent
them from succeeding. In other wordsey are not feasible. People in
business might have unhelpful circumstances in:

o selling their products (marked problems)

o production (for example, they might not be abldind the right
raw materials or spare parts)
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o management (they might not be able to learn thessary skills
for planning and organising their work)

It might seem to be a good idea to start a resthueabakery, a soap

making business. Yet it would be unwise to stayt ahthese activities

right away. We must first test the ideas, to find d they really can

work successfully in the community.

What is a Feasibility Study?

A feasibility study is a way of testing proposediaties to see if they
can work successfully. When we are testing theilfédyg of a proposed
business idea, we want to find out if we will bdeato make a profit if
we start this type of business. We test each bssimgea by asking
guestions about it.

What Kind of Questions Do We Ask in a Feasibility 8idy?
We usually need to know the answers to the follgwjoestions.

1. Will the people in the community buy our product service
rather than a similar product or service from cumnpetitors?

2. Can the individual or persons in the group learw im make the
product or provide the service?

3. Can we obtain the raw materials, tools, and equippmdich are

needed?

Can we find a suitable place to work in?

Can we find a suitable place to sell from?

Can we transport raw materials to our workplace anidhed

products to our selling place?

7. Can we manage or learn how to manage our business?

8. Can we sell our products or service at a profitgibiee?

9

1

ook

. Can we provide enough, in good time?
0. Do we know where we can obtain capital to starthgbusiness?

What should we do with the Information that is colected in the
Feasibility Study?

The answers to these questions tell us which bssimetivities are
likely to be feasible. We must help the individuwal the group who
wants to start a business to choose the idea whiofost feasible. We
should explain that we want them to get the largesisible profit for
their work. But we must also be sure that eachgpens a group is keen
on starting the business.
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2.0 OBJECTIVES
At the end of this unit, you should be able to:

o conduct a meaningful feasibility study
. describe how to select the most suitable business.

3.0 MAIN CONTENT
3.1 How to Conduct a Feasibility Study

The Feasibility Study has ten sections. Each sechiegins with a
guestion. For most of the questions it is diffidaltanswer ‘yes’ or ‘no’
right away. For this reason, under each questlmretare others about
particular details. Once we have answered the metailed questions,
we should be able to say ‘yes’ or ‘no’ to each Iggestion. It is
important to let persons who want to go into bussnirst try to answer
these questions, we should do it together.

To answer some of the questions, we will need ol fout a lot of
information. For example, we may have to go todfferent shops in
the community to find the price of goods similar tttose we are
planning to produce.

For other questions, we may need help from busipesple. They
should be able to help us to calculate the pricgaxds or services.
From the community survey, part 2, and from theupetional survey,
we may obtain information about people who havenbeerking in
businesses similar to those which we will want tarts They may be
willing to help with answers to some questions.rfrrthe community
survey, part 2, and from the occupational surveg, will also see if
these people have had problems in any of the rsati@vered by the
guestions. They may have had problems about rawrmabs, transport
or other matters, if they have had such problenesmwust naturally ask
ourselves if similar difficulties are likely to aecin our business.

1. Demand/Competition

Many businesses fail because they cannot sell pineducts or services.
They have marketing problems. People may not wantdy the
products or services because they do not need t@erthey may not
want to buy because competitors can offer the gaowucts or services
at a better price or with a higher quality.
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The first question we must therefore ask is:

Q1. Wil people in the community buy our productservice rather
than a similar product or service from our compesi?

To answer it, we must study the instructions andwen all the
guestions below:

a. The Need for a Different Product or Service

Suppose we want to start a bakery. We may havemeasthink that
people in the community will prefer to buy breadnr other shops
rather than from us. What can be done to chang@ iMe must offer the
people a product or service which is different (@etter) than any they
are already buying. This is the only way to giverntha reason to start
buying from us.

How can we make our product or service differeotrfrothers? We may
try to make it cheaper, of higher quality, on salere often, on sale in
different quantities, sold in a place where morstamers would come,
make it more attractive, or completely new in satieer way.

b. The Competitors

To find out if our idea for a product or servicedsferent enough to
make people start buying it, we must first get sonfermation about
our competitors. A competitor is a person or bussreelling the same or
similar product or services as we are planning éd. &rom the
community survey, it will be known if similar prodis or services are
sold in the area.

It is important to visit competitors in the sameavto or community
where we want to sell. We need to visit at leagt fhusinesses. If there
are many businesses, we should visit some large ané some small
ones. Some people whom we visit may not want toe gmuch
information. They may be afraid of competitionwé start selling the
same product or service, customers may prefer yoflmm us rather
than from them. It will sometimes be helpful to &skneone in another
kind of business (not a future competitor) to anmsweme of the
guestions.
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C. Our Product or Service

After completing as much of the chart as possibéemust think about
what we want to sell. How will it be different fromhat our competitors
are selling? (It must be different from what allr ceompetitors are
selling). Note; if we say ‘cheaper’, we should bareful! Some

organisations try to sell their products or sersigery cheaply, and then
they find out they do not have enough income to taw materials or

pay the workers. The price we are planning to ahangst cover all our
Ccosts.

If our product or service is a completely new idsamething that no
one else is selling in the community, we must ble ab say why we
think people will start buying it. We should chegkich reasons apply
to our product or service.

. We know that people buy this product or service mtiey travel
outside the community and they have told us they thiould buy
it locally if it was available.

o What we want to sell is a cheaper substitute (tarétive) for
something else that people already buy.

d. The Market Survey

We should try to know which products or services tieople in the
community would like to buy. After visiting our cquatitors, we may
think that people will buy from us rather than frelnem. It is now time
to find out from our possible customers if they \blike to buy the
product or service we are planning to sell. Fos ghurpose we must do a
market survey.

It is possible that government organisations ovgie companies may
be among our customers. If, for example, we arerpiey to start a
chicken cooperative we can ask schools, hospitatsotels if they are
willing to make a contract with us to buy chickemsa regular basis.

For the market survey we choose people in the camtgnwho buy in
shops that sell the same (or similar) product orise as the one we are
planning to sell. We must ask 15 to 20 personeast]

e. Our Ability to Compete

We must now answer feasibility Q1. Will people Ime tcommunity buy

our product or service rather than a similar prodwcservice from our
competitors?
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We should answer ‘yes’ if:

o Our product or service is different from othersdsoh the
community and most of the customers interviewed ey
would like to buy it because of this difference.

o We are planning to sell something that is soldhm ¢community
but most people interviewed say they cannot usudelty it when
they would like to buy it.

o We are planning to sell something that has not Iz in the
community the people say they would like to buy &vailable.
o We have made contacts with an institution, schaobvate

company which has promised to make a contract usttho buy
our product or service on a regular basis.

We have now collected quite a lot of informatioroabour customers.
We will need this information later when it is timie promote our
product or service. To promote means to inform @ustrs about a
product or service, and try to persuade them toibuy

2. Skills Training

If answers showed that people in the communityirgerested in buying
the product or service we are planning to sellnthieis time to find out
if the individual or group has the skills needegtoduce the product or
provide the service or if skills can be learnt. @tlquestions are; what
types of skills are required to work in this busisi2 Does the individual
or the group have the physical ability to do theksarequired? Is the
individual or the group interested in learning #hekills? Does someone
in the group or a person in the local communityeadly have the
necessary skill and would he or she teach otharffele a local school
or institute that could teach this skill to the gpoor the individual?
These are the questions you need to answer appegrbefore going
to the next step.

3. Materials, Tools and Equipment

The next step is to ask if we can obtain the rawenss and equipment
which will be used in the business.

It will be a good idea to get help in answering tpgestions from
somebody who is already in a similar business. Hghe can help us to
make a list of all materials, tools and equipmesgded. This business
person can also give advice on where to find thieses. We should
always first try to get materials, tools, and equamt in the local
community. It is especially important that the mitls we need can be
obtained in the community as often as we need them.
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If we have to import equipment from outside the rdoy it might be
very difficult to obtain foreign currency and anpaort license. There
will also be problem in getting spare parts. To gpare parts from
another country can take a long time and may bg egpensive. We
should try to buy tools and equipment made with@home country.

4. Workplace

When running a business, it is important to haygoad place to work
in. There are some essential things we will neeccdosider when
looking for such a place; the location that custa@an get to, space to
work in, space to store raw materials in, spacgdee finished products
in, office/meeting space, doors and windows thek,|@nough daylight
to work by, electricity, running water, telephoselling place that many
customers will come to and other needs we can tbfnkhe location
you need depends on the type of business we amaiptpto start. An
oil pressing business using a manual machine doegseed electricity
and vegetable growing business might not needIdibgi

In looking for a suitable workplace we might getlghdrom the
government, the district council or people in basm It is necessary to
visit possible work places that we are able to cenise free which have
the conditions needed. It is important that the y@u have to pay is not
very high, since the cost of the rent together alttother costs must be
lower than the income from selling the productemvge.

5. Selling Place
The next question now is can we find a suitablegla sell from?

We may want to sell the product in a local areg 0ot in both a local
area and in a wider area, such as a region ofdhatky or the whole
country. Most businesses find it best to starirsglin a local area only
and later think about expanding outside their comityuwhen their
business is running well.

Here are some possible places to sell. We may tifiokhers also.

o At a town market
. On a road where many people pass by.
o In a store where the owner agrees to give or tenspace to us.

Directly to a store which will pay us directly asdll the products
to its customers. Some stores have branches thoatghregion
or a country.
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o To a business person, called a dealer or wholesaker will pay
us directly and will then sell the products to otipeople or
stores.

o In our own store or in a store which we own jointjth other
organisations.

. From our workplace.

6. Transport

In every business it is important to have satisigctirrangements for
the transportation of raw materials and/or finispeaducts.

In many parts of the world transport is a big peshl Some businesses
fail because of transportation problems. Thereifoieea big advantage if
we can find the material and sell our product awvise within the
community. Transport also cost a lot of money asdpart of our
production costs. If we have to spend on transpart profit will be
lower. We have to be sure that we are able top@b®ur raw materials
to our workplace and our finished goods to theirselplace. We must
also make sure that the persons working in thenlesgsi can reach the
workplace every day.

7. Management

It is very important that our business should bél wanaged. There
must be people who know how to keep the businessimg smoothly
and who can make wise decisions when problems occur

Management is what we do to make sure that theaaimoal of the
business can be achieved. This includes planningganising,
supervising and evaluating the activities of theibess. For example,
the aim of a sunflower pressing business migholgréduce sunflower
oil to sell to local community and create incometfte people working
in the business.

In this case, planning will probably mean preparagvork plan in
advance, saying what work must be done, who wilivthat and when.
Planning also includes making a budget, in which egémate how
much income we will receive during the year and mouch we will pay
out in expenses. If our planning is carefully dome are much less
likely to make mistakes. We can often foresee oppites and
difficulties before they happen.

The people working in the business must be orgdrasel supervised so

that they know exactly what has to be done. Goagghrusation and
supervision also means encouraging people to work.
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Managers have to plan and supervise the arrangenierget up the
business. They have to keep a careful watch orbtiokkeeping and
accounting. All business matters must be recoridduen, for example,
we buy materials, sell goods or pay wages, thest bmurecorded. If we
do not keep proper accounts, it will be impossitdesee how the
business is doing and mistakes will easily ocduis &lso important that
a costing of all our goods is made so that we kndat price we should
sell our goods for.

Evaluation is an estimate of value or worth. We estimate thklies of
what has been achieved in comparison with the pMfescompare the
work plan with the work that has been done. We caephe budget
with bookkeeping and accounts. If things have neerb going as
planned, we must ask the reason why and correctnastake which
have been made.

Another important part of managemenimarketing. This means trying
to get the largest possible sales of our producsesvice. Marketing
involves finding out who our customers are likedybte, what they want
to buy and how they might be attracted to buy codpct or service. It
also involves selling, delivering and getting pdat the product or
service. It also involves selling, delivering andttqng paid for the
product or service.

Many businesses fail because their managemenbis e must make
sure that the group or individual is educated imaggement before the
business starts. People must learn the generalgeamant skills needed
to set up a business, make a work plan, organisesapervise the
workers, evaluate performance and market the ptaaluservice. They
must also learn the skill of financial managemamthsas budgeting,
bookkeeping, accounting, costing and pricing.

It is important that we should get as much advisepassible about
managing our business. There are probably governarah business
organisations which can advise and help us.

Financial Management - keeping financial records using those records
to make business decisions (such as ‘how much gheelproduce next
month?’ or ‘should we raise our selling pricesZ@hde difficult. It may

be wise to ask a financial expert to help us inlikginning. The best
person will probably be an experience bookkeepacoountant.

The financial expert can help by:

o checking our financial records once a month.
o meeting the committee or the individual once a rmaot make
financial decisions for the next month.
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o making an audit of our records once a year. An taiglia
thorough examination and checking of accounts byexme
qualified to do this. We will have to send an aodg report to
any agency that donates or lends us money. We tsayhave to
send it to the income tax department.

8. Pricing

If we think that we will be able to manage our Imesis, it is necessary
to ask this question; ‘can we sell our productsemvice at a profitable
price?’ To answer the question, we must first stdidly instructions

below.

It may be difficult to do calculations about prigeaone of the members
or the individual has run a business before. Tla@ee many different
things to consider. It is therefore a good ideagk a business person or
a business organisation to help with these question

Remember the money that we receive from sellingtbduct or service
must pay for three things.

o All our production expenses. (For example the ooftraw
materials, rent and transport).

o Income for the workers.

o Replacement costs for tools, equipment, etc. andifexpected
expenses.

When added together these three things are caled récurrent
expenses. Every year our sales must at least etpealrecurrent
expenses. Otherwise, we will lose money and thenbss will fail.

When starting the business we will also have stprtosts. These are
the costs we will have before we are able to sellgoods. The start-up
costs usually include cost for equipment, tools anditure as well as

rent, salaries and cost of raw materials for th& fnonths when we are
not able to sell any goods. It usually takes alsmxtmonths from the

time we start the business until we are able toenzafrofit.

9. Production

It is important to satisfy the consumers who willybour goods or
services. We must produce enough of the goodsicesnand on time,
so that they will be ready when the customers riketh. We must be
able to produce enough in good time.
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10. Capital

The last question in the feasibility study is cameel with capital.

Capital is the money which we invest or put inte business. We will

need a lot of money in the beginning to cover tlaetsip costs. When
the business is running successfully, the incomm fsales should cover
all the recurrent costs. Now the question is howttain capital to start-
up the business? Is it from local business peopteernment, and
community development agencies, embassies of atwntries which

have self-help funds, small business developmegarosations, or

banks?

3.1.1 How to Select the Most Suitable Business
We have now completed the feasibility study forte# business ideas

which we need to test. It should be possible taosbdhe most suitable
one. To make our choice, we must go through tHeviahg steps.

1. List the suitable businesses
2. Choose the best business
3. Call for a meeting

It is advisable to call the community leaders amel tepresentatives of
the women and the youth groups for a meeting twrmfthem about the
business chosen.

4.0 CONCLUSION
In conclusion, it is now necessary for us to sgenning for the

business chosen. It is time to do a work plan anldak in more detail
at the sources of finance available to start ther@ss.

5.0 SUMMARY
In the course of our discussion in this unit, weavable to study how

we can conduct an objective feasibility study legdito a well
established business organisation.

6.0 TUTOR-MARKED ASSIGNMENT

What do you understand by feasibility study and gan use it to
conduct a successful feasibility for any business?
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UNIT 3 NIGERIAN ENTERPRISES
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1.0 INTRODUCTION

Many people think about running businesses of tbwm at some times
in their lives. With some, this is no more than -dlsgaming. Others are
more serious. This unit will give you the basigatiness forms, how to
source for capital, evaluation of credit and margrerthat will help you
start your small business as a way of contributinthe development of
your community.

2.0 OBJECTIVES

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

o recognise the business forms existing in Nigeraslg of profit
oriented business and financial requirements abuartypes of
business.

o discover how to source for capital for businessrafpens

o identify the concept of capitalisation

o recognise the types of financial market in Nigefiaancial
institutions

o distinguish the time value of money, capital budggtanalysis
of financial statements

. explain small-scale businesses in Nigeria

describe how to prepare a feasibility study.
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3.0 MAIN CONTENT

3.1 Business Forms in Nigeria

There are four different legal forms of busineggaorsation:
Cooperative

Sole proprietorship

Partnership
Limited company/Joint Stock Company.

A cooperative is a group of people who come together voluntaaly
produce goods or to provide a service. Usuallyrambers contribute
some funds to start the cooperative. In many c@sthere must be at
least ten people to form a cooperative, one peos@nvote, and the
members have to share the profits either equallgooording to how
much each member works. The liability for debtsha cooperative is
limited to the amount of capital invested.

There are different regulations in different coledgron how to form a
cooperative. Usually there is a Ministry of Coopies or Department
of Cooperatives within the government which helpsugs who want to
form a cooperative. They give advice, provide iragnin management
skills and sometimes assist with start-up capital.

Those who want to form a cooperative should wniteypplication letter
to the ministry or department saying they wantéodme a cooperative.
They should submit a membership list and a lishefcommittee.

Sole proprietorship means that an individual person decides to start a
business and he/she becomes the sole owner of ubmels. The
success or failure of the business depends onlythen individual
him/herself. He/she is responsible for running blisiness and he/she
must be willing to pay losses/debts him/herselie Ticome produced in
the business will be taxed as personal income. isgmewho plans to
start a business should ask the local council ®ffior license. The cost

of the license usually depends on the kind of mssrbeing planned.

Partnership is ajoint ownershipbusiness together with one or more
people. The partners will share the control oflthisiness and they will
have joint responsibility for any decision made.eyhwill share the
profits and debts and they will be taxed separatelyach individual's
share of the business.

Limited company/Joint Stock Companythis form of business is not
recommended for a small business because it ins@omplicated legal
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procedures and heavy taxation. A limited or joitdick company is
owned by its shareholders. People invest money Uniny shares.
Those with more shares have more control of the peowpn The
shareholders are responsible for debts of the coyngaut their
responsibilities for debts are limited to the antopincapital invested in
the company. The shareholders elect directors whalre company.

3.2 Capital for Business Operation

To finance your business there are many thingshatifor the scope of
this course you will be given the basics of whatakes to source for
money.

Good management is the key to small business ssic@esfirm’s
profitability is directly related to the ability ofs management. Lenders
and investors know this. Consequently, they’ll waat know the
following:

1. The character of the businessman. Is he considered a responsible
member of the community? Does he have a reputditon
honesty? What's his performance record?

2. Competence of the businessman. Does he have the necessary
background and experience required for successfiginbss
operation? Is he a “go-getter” with lots of initueg?

3. How will the money be used? Start-up? Expansion? Working
capital? Cover up a mistake?

4. How much money is needed? Is the amount enough for the
purpose? Is it too much? Too little? In the casa ¢ban: what
will be the source and method of repayment? Can the
businessman really afford it? What does he owndhatserve as
collateral or security?

5. Type of business or industry. Is it a growing industry, steady
industry, or is it on the decline? Is it a “fad’pgy of business?

In the case of an already established businesmdelt or investor will
want to know these seven points.

1. The type of business; manufacturing, contractindgiolesale,
service, retail.

Major products or services.

When was the business started and by whom?

Education and experience of principals in the bessn

What is the legal organisation of the businessoppetorship,
partnership, or corporation? Why was this form emd@s

Some details on how and where the business operates
Major suppliers and customers.

abhown

N o
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Also needed are financial data on the business$, asithe followings.

1. Initial capitalisation: how much money was investedstart the
business originally?

Where did this money come from?

Financial statements for the last two years.

Credit rating.

Previous financing: How much? When? From whom?
Operating ratios of the business compared to ingwssandards,
where available.

ook wn

Regardless of whether the business is new or alreadperation, the
lender or investor will want to know the answershese questions.

1. Does the business have a plan of operation st@joals and
objectives for the next four years?

2. What are the short-term and long-term money needeedch
these objectives?

He may also ask the following additional questions.

1. In the event of accident or death of the owner/rganais there
someone who can carry on the business successfully?

2. Is there “key man” insurance?

3. Is the owner insured against losses and liabilthes might occur
in the business?

4. How much competition does the business face inarea of
operation?

To get financing, a businessman must be able tdyom evidence that
proves a loan to, or investment in the businesknet result in a loss.
The provider of financing must be satisfied that thnds are required
for sound reasons and that the business can:

1. pay back the money according to terms in the chadaan
2. generate a profitable return in the case of ansimrent

The soundness of a loan or investment is besttridited by clearly
mapping out the anticipated future growth of thesibess. There are
four basic forms to prepare:

1. A comparative profit and loss statement.

2. A projected cash budget.

3. Financial statements for the past couple of years.
4. “Growth Plan” for the futuref the business.

Where to get help in preparing the information rekébr a complete
financial picture of the business:
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1. Attorneys can often handle both the accountingtardgroblems
of the smaller business. In addition, they areandyposition to
advise the businessman if and when he should camsithnging
his form of business (proprietorship, partnersbipgcorporation)
for legal or tax purposes.

2. An accountant or bookkeeper is the best sourcafofmation if
the business can afford it.

3. Income tax returns for previous years can supply basic
information necessary for financial records.
4. Banks and small business administration can proagstance,

as well as recommend others in the business contynwhib can
help prepare the necessary information.

In planning the growth of your business over, fearaple, a four year
period, you will want to consider the following kirof questions:

1. By how much do | hope to increase my sales?

2. How much more inventory will I have to buy to méetse sales?

3. Will 1 need a new building or leasehold improvengghtHow
much will they cost?

4. What new fixtures and equipment will I need? Howchmuwill
they cost?

5. Will I have to hire more people? What will that tose in wages,
etc.?

6. What other expenses will be increased? By how muobrm,
utilities, supplies, insurance, advertising, taxaber expenses)

7. How much more cash will be tied up in receivablemgy other
people owe me?

8. Will the increase in sales adequately cover theesse in
expenses?

9. How much money will be left over as business psafit

10.  Will the increase in sales also cover inteagsk loan payments?

11. s this figure worth the time and expense iregi?

Steps in Obtaining and Maintaining a Credit Rating

1. Contact a mercantile credit agency.

2. Make available to the credit reporter whatever rimfation is
requested.

3. Keep the credit agency records current by subrgitin annual
report.

Four basic ways of getting more money for your bess:
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1. Trade Credit: purchasing merchandise, supplies emdpment
on credit extended by suppliers. The larger portednsmall
business financing comes from trade sources.

2. Loans: borrowing money from banks, other finanastitutions
or individuals.

3. Equity Financing: selling part of the ownershipyolur business
to someone else, by taking in a partner or setiiogk.

4. Business Profits: Reinvestment in the business foofits.

Types of Financing:

Accounts receivable financing
Bank credit cards
Commercial loans
Commodity loans

Convertible debentures
Equipment financing
Equipment leasing

Factoring

Flooring

10. Improvement loans

11. Indirect collection financing
12. Installment loans (time plan)
13. Inventory distribution financing
14.  Inventory financing

15. Passbook loans

16.  Professional term loans

17. Real estate loans

18.  Secured loans

19. Term loans

20.  Trade credit

21.  ‘Other’ loans

22.  Small business administrative loans:
- bank participation loans

- direct loans

- displaced business loans

- economic opportunity loans
- guaranteed loans

©CONOGO~WNE

These sources can be grouped into two which are:

1. Informal credit institution or traditional iristtion.
2. Formal credit institution.

However, the large proportion of farmers’ loan cenfiom the formal
credit institution. It is however pertinent to kndhat majority of the
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farmers in developing countries still rely on ttawhal money lender
because:

1. their approach to farming is as a hobby noirass.

2. the farmer value his time so much that he hastime for
bureaucratic procedures.

3. the credit need might be too small. Therefdre production
objective is not to make profit but farming is nigstone as a
hobby.

4.0 CONCLUSION

Success in raising outside finance can be cruciaur new business is

to get off the ground. There is, therefore, no sector presenting a

poorly thought-out application. Indeed, the rejgctof a bad application

is probably the best favour an investor could doyfiu!

There are more sources of start-up finance tharypaaple believe but

they all tend to have slightly different preferes@ad approaches. So, if
you believe you have an idea, you have plannedeplppnd are asking

for a reasonable amount of money, do not be undiglyeartened by one
rejection. Try somewhere else instead. (Richard . B1983.)

The next unit will be providing you some guideghe use of credit.

5.0 SUMMARY

This unit discussed various forms of business asgdions. The unit
also looked into the basis of credit evaluatiord &nally discussed cash
flow and techniques of project evaluation.

6.0 TUTOR-MARKED ASSIGNMENT

Discuss various forms of business organisatioidigeria.

7.0 REFERENCES/FURTHER READING
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Lena Karlsson, (1992How to Start a Small Business. (A Manual for
Community Workers Assisting Persons with Disability). International
Labour Organisation.

Richard Hargreaves, (1983arting a Business.
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1.0 INTRODUCTION
Credit institutions give loans and are of differéyppes. This shall be
discussed in this unit. We shall also discuss sgmees that will help

you when you want to obtain a loan.

2.0 OBJECTIVES

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

. differentiate between formal and informal credstitution
. describe the basis of credit evaluation and teclaspf project
evaluation.

3.0 MAIN CONTENT
3.1 Institutional Credit
Credit institutions can be grouped into two naméymal and informal.
Formal Institutional Credit
Attempts made by credit institutions to make loaasier for farmers to
obtain have proved futile. The average small sdateners in other
developing countries still rely on the traditionaktitutions such as
money lenders, traders and shopkeepers. The faradit institutions

tend to take the rate of interest as a prime cenaitbn and it is also
highly impersonal. The present interest is as adlo
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Bank loan: Approved regime is about 19-22%. For the prefesector,
it is 1-9%. To the average farmer, it is usuallyrenomportant that loan
Is adequate and that it is granted without del@e@&ing a proper lender
becomes a very important consideration to the farfitbe farmer must
succeed.

3.2 Guide to the Use of Credit/Evaluating Credit @pacitor

This guide is important to both the lenders and liberowers in the
interest of stability.

3.2.1 Feasibility Study

A typical feasibility report has an introduction atclear objective of the
business. The second section is the technical agpet; this includes
the technical knowhow of the business. Technidatimship should be
put into current assessment. There should alsonbesamation of the
cost of farm assets and operating expenses ingjutepreciation. Note
the technical relationship in terms of output.

The third section is the market output or consiti@enawhich answers
guestions such as; is there a market for the odtpaok at the specific
location . The price regime is also considered. Wh#he current price
of the product?

3.2.2 Cash Flow Analysis

Some documents are necessary such as: income atdfewhat to
produce, and what to generate, operating costveewant to see your
margin between income and expenditure. It is algueeted to show
how money goes into the business and how it isredge Cash in cash
out. The cash flow is determined at the end of eaeln.ye

Ratio Ration

Your estimation of net present value of a projedhe summation of the
discounted revenue and discounted cost.

Benefit Cost Ratio

BCR= BENEFIT/COST. For a project to be feasible, RBB@wust be
greater than one.

Internal Rate of Return
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IRR (Internal Rate of Return) is the rate of ing¢réhat equates the
future streams of income to the present rate. Nlyn® project is
feasible if the IRR > the present rate of interest.

The main guides in credit activities are usuallfemed to as3Rs i.e.
Returns, Repayment, and Risk bearing capacity.

Returns to the Business

Simply put “this is what the business would havelded at the end of
the loan”

Repayment Capacity

This is a question of illiquidity i.e. has the bmwer the capacity to
repay the loan when due?

Risk Bearing Capacity

The relevant question here is whether the borrdvesrthe capacity or
ability to take the risk of acquiring the loan amesting it in the
unknown.

Debt Equity Ratio

This provides an indication of a higher risk begrability since more
equity is available to cover potential loss thagimioccur.

Returns

This refers to the most profitable amount of crediich can be used in
the business for ascertaining the level of retufiitee instruments used
for determining returns include the balance shaefijt and loss account
or income statement. These provide the main soofr¢geformation to
the lender. It is on this basis that the credittihMoess of the borrower is
ascertained. Returns are however, not sufficiegicator for measuring
the success of a business. Some enterprises mayohtable while
others are hopelessly unprofitable. It is therefongortant to look at the
performance of individual enterprise within thenfirmwork.

In the context of the less developed countries Nigeria, this will

involve analysing both the household and the bgsirespects of the
borrower. In other words, there will be a need toalgse the
consumption and production.
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Repayment Capacity

As a guide to credit utilisation, repayment capaahalysis deserves
more consideration. The key question is when theoler will be able
to pay the loan as entrenched in the contract t& aomortgage terms.
A loan may be profitable but the borrower may netdble to meet the
repayment as it is due. The major reason to this lmeathe consumption
pattern of the borrower. The situation may limie thse of borrowed
funds. This is influenced by the amount of indehts$ of the borrower.
For example, assets, which are paid out of groseme, are self
liquidating assets i.e. they pay for themselves.

Investment Appraisal (Capital Budgeting)

This deals with cash flow €ash inflows cash outflows. Cash in flows
are your returns while cash out flows representr y@xpenses, your
payments, and the money that goes out. The useditth funds are
applied can also be identified e.qg. initial investify capital investment,
working capital, operating capital, salary etc.

Time Value of Money

This is important in cash flow analysis since moeeynmands higher
value in the present than in the future. This ie ttucash flow problems,
uncertainty in cash flow and inflation.

Various techniques are used in determining thig tu@lue of money in
cash flow analysis:

1. accounting rate of return
2. payback period

3. internal rate of return

4. Net present value

The first two are non discounting method while tlager two are
discounting method.

1. Accounting Rate of Return

This takes average returns over the whole yearexpdesses it as a
percentage of initial investment. For example:

Projects A B C
Investment 10,000 15,000 15,000
costinyrQ
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Net flow Yrl 2,000 9,000 1,000
Yr2 3,000 8,000 2,000
Yr3 4,000 2,000 8,000
Yr4 5,000 1,000 9,000

AR = 14,000/4 20,000/4 20,000/4
3,500 5,000 5,000

Rate of return on initial investment:

A 3500/10000 %100 = 35%
B 5000/15000 %100 = 33.3%
C 5000/15000 %100 = 33.3%

In a nutshell, those three projects have been chimkeerms of returns to
the project. However, this method is not often usegroject appraisal,
it does not bring into account risk and uncertainty

2. Payback Method

This deals with the time taken for project to pagclo the initial
investment.

Project D E F
Yro0 10,000 10,000 15,000
Net cash flow Yrl 3,500 3,500 5,000
Yr2 3,500 3,500 4,000
Yr3 3,000 3,000 3,000
Yrd e 3,000 2,000
Yr5 - 3,000 1,000
M I — 3,000 3,000
Payback in years 3 3 5

Payback method does not take account of the vafuéhe initial
investment and does not also take into account greblem of
discounting. (The present value of money is nat atmsidered).

3. Internal Rate of Return

This method ascertains the true rate of interegiragect generates.
Suppose a project costs N9, 608 and generatesltbeing cash flow:

Year 1 4,000 0.893 3572
Year 2 4,000 0.797 3188
Year 3 4,000 0.712 2448
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The rate of interest is normally given. Assuming r12%. Check the
annuity table to get the discounting factor 10 91200k at year 1 to
get discounting factor = 0.893. Do the same foeptfears 2 = 0.797,

39=0.712.

If you are discounting your future stream of incotoepresent value,
your discount factor must be < 1.

The implication of our calculation is that theeraif interest is lower
than the present lending rate.

4. Net Present Value

This is commonly used in project appraisal. It disoks at prevailing
interest rate and takes out a discount. The coatprbject is referred to
as cash out flow and hence it is a negative value.

Project cost Project Present value factor Presdoe
Cash (cash flow) -10,000 1 -10,000
Year 1 3,000 0.893 2679
Year 2 3,000 0.797 2391
Year 3 3,000 0.712 2136
Year 4 4,000 0.636 2244
Year 5 4,000 0.567 2268
Year 6 4,000 0.507 _ 2028
14,046

Cash Inflow — Cash Outflow

The Net Present Value [NPV] is a summation of désh. This method
is used in assessment. The NPV deals with the mresdue of an
amount to be received in the future and if the amhasito be invested
today at designated interest rate, the summatidinates whether or not
the project will be feasible. Positive NPV indicatidhat the project is
capable of earning enough income to off-set th&irinvestment within
a given period.

78



HCM 313 MODULE 2

4.0 CONCLUSION

This unit discussed various forms of business asgdions, given the
basis of credit evaluation, and finally discusseashc flow and
techniques of project evaluation.

5.0 SUMMARY

Formal/institutional credit is mainly from bank lea Informal credit is
from friends, money lenders and relatives which nsiness starters
prefer to avoid long time protocols involved in tfeemal/institutional
credit.

6.0 TUTOR-MARKED ASSIGNMENT

Compare and contrast discounting and non-discogintechniques of
project used in evaluating time value of money.

7.0 REFERENCES/FURTHER READING

Ernest W. Walker(1975).The Dynamic Small Firm.

Lena Karlsson, (1992How to Sart a Small Business. (A Manual for
Community Workers Assisting Persons with Disability). International
Labour Organisation.

Richard Hargreaves, (1983arting a Business.

Godfrey GolzenWorking for Yourself, The Daily Telegraph Guide to
Self Employment Published by Kogan Page.
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1.0 INTRODUCTION

RESTAURANT ENTREPRENEURSHIP

BUSINESS

Like Donald and Susan Sutherland, hundreds of druds of people
have started new businesses in the United Statefact, more than
500,000 new U.S. businesses are started each @bsances are, you
have thought of owning your own business or knomeomne who has.
One key to success in starting a new businessdsratanding how to
get the resources you need. You may have to takgadners or find

other ways of obtaining money. To stay in businges, may need help
from someone with more expertise than you haveitat areas, or you
may need to raise more money to expand. How yau f@ur business
can make a tremendous difference in your long-teuctess. You can
form a business in one of several ways. The thregomforms of

business ownership are:

1.
2.
3.

8C

sole proprietorships
partnerships
corporations.
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It can be easy to get started in your own businéss.can begin a word
processing service out of your home, open a caaire@nter, start a
restaurant, develop a web site, or go about meeaithgr wants and
needs of your community. A business that is ownaagd usually
managed, by one person is callesble proprietorship. That is the most
common form of business ownership.

Many people do not have the money, time, or desiren a business on
their own. They prefer to have someone else or sgroep of people

get together to form a business. When two or meaple legally agree
to become co-owners of a business, the organisasomalled a

partnership.

There are advantages to creating a business tsaparate and distinct
from the owners. A legal entity with authority totand have liability
separate from its owners is calledaaporation.

As you will learn in this unit, each form of bussseownership has its
advantages and disadvantages. It is important tderstand these
advantages and disadvantages before attemptingatd a& business.
Keep in mind that just because a business startenm form of

ownership, it doesn’'t have to stay in that form.nylacompanies start
out in one form, then add (or drop) a partner oo,t&@nd eventually
become corporations, limited liability companiesfranchisors.

2.0 OBJECTIVES

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

o compare the advantages and disadvantages of sole
proprietorships.

o describe the differences between general and limg@rtners,
and compare the advantages and disadvantagesiodjshuips.

o state the advantages and disadvantages of coq@atand

explain what is meant by the term Limited Liabil(tytd).
3.0 MAIN CONTENT
3.1 Sole proprietorships

Sole proprietorship has been explained in the dhtctory part of this
unit, without wasting time we shall be considerihg advantages and
disadvantages in some few lines.
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Advantages of Sole Proprietorships

Sole proprietorships are the easiest kind of bgsie® for you to explore
in your quest for an interesting career. Every tdvas sole proprietors
you can visit. Talk with some of these businesspfeabout the joys
and frustrations of being on their own. Most wikntion the benefits of
being their own boss and setting their own houtbe©advantages they
mention may include the following:

1.

82

Ease of starting and ending the business. All you have to do to
start a sole proprietorship is to buy or leasentheded equipment
(e.g., a saw, a word processor, a tractor, a lawwam) and put

up some announcements saying you are in busireissjut as

easy to get out of business; you simply stop. Tiemo one to

consult or to disagree with about such decisiorsu ¥hay have
to get a permit or license from the local governinéat often

that is no problem.

Being your own boss. Working for others simply does not have
the same excitement as working for yourself At ti¢hat is the
way sole proprietors feel. You may make mistakes,they are
your mistakes and so are the many small victoraes elay.

Pride of ownership. People who own and manage their own
businesses are rightfully proud of their work. Thiegerve all the
credits for taking the risks and providing needeabds or
services.

Leaving a legacy. Business owners have something to leave
behind for future generations.

Retention of company profit. Other than the joy of being your
own boss, there is nothing like the pleasure ofwkng that you
can earn as much as possible and not have to srarenoney
with anyone else (except the government, in taxes).

No special taxes. All profits of a sole proprietorship are taxed as
the personal income of the owner, and the ownes gag normal
income tax on that money. (However, owners do iawstimate
their taxes and make quarterly payments to the rgovent or
suffer penalties for nonpayment.)
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Disadvantages of Sole Proprietorships

Not everyone is equipped to own and manage a lassir@ften, it is
difficult to save enough money to start a busireess keep it going. The
costs of inventory, supplies, insurance, advedisirent, computers,
utilities, and so on may be too much to cover aldrieere are other
disadvantages of owning your own business:

1.

Unlimited liability-the risk of personal losses. When you work
for others, it is their problem if the businessnmt profitable.
When you own your own business, you and the busiaes
considered one. You have unlimited liability; thgtany debts or
damages incurred by the business are your debty@ndanust
pay them, even if it means selling your home, yoar, or
whatever else you own. This is a serious risk, and that
requires not only thought but also discussion weittawyer; an
insurance agent, an accountant, and others.

Limited financial resources. Funds available to the business are
limited to the funds that the one (sole) owner gather. Since
there are serious limits to how much money oneqgrecan raise,
partnerships and corporations have a greater pildpabf
obtaining the needed financial backing to startuairtess and
keeps it going.

Management difficulties. All businesses need management; that
Is, someone must keep inventory records, accoungiogrds, tax
records, and so forth. Many people who are skidédselling
things or providing a service are not so skilletteéeping records.
Sole proprietors often find it difficult to attragood, qualified
employees to help run the business because thepitaompete
with the salary and fringe benefits offered by &argompanies.

Overwhelming time commitment. Though sole proprietors may
say they set their own hours. It's hard to own sifess, manage
it, train people, and have time for anything elsdifie. This is
true of any business, but a sole proprietor hasrmeowith whom
to share the burden. The owner often must spend hwours
working. The owner of a store, for example, mayiput2 hours
a day, at least six days a week-almost twice thesheorked by
a non-supervisory employee in a large company. ineagow
this time commitment affects the sole proprietdasnily life.
Tim DeMello, founder of the successful company Waiteet
Games Inc., echoes countless other sole proprietoes he says,
“It's not a job, it's not a career, it's a way @il.”
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5. Few fringe benefits. If you are your own boss, you lose the fringe
benefits that often come from working for otherouYhave no
paid health insurance, no paid disability insurameesick leave,
and no vacation pay. These and other benefits mayup to
approximately 30 percent of a worker’s income.

6. Limited growth. Expansion is often slow since a sole
proprietorship relies on its owner for most of itseativity,
business know-how, and funding.

7. Limited life span. If the sole proprietor dies, is anticipated, or
retires, the business no longer exists (unless gold or taken
over by the sole proprietor’s heirs).

3.2 Partnerships

A partnership is a legal form of business with tewo more owners.
There are several types of partnerships.

General partnerships
Limited partnerships
Master limited partnerships.

wn e

A general partnership is a partnership in which all owners share in
operating the business and in assuming liabilitythe business’s debts.

A limited partnership is a partnership with one or more general
partners and one or more limited partners.

A general partneris an owner (partner) who has unlimited liabilityda
Is active in managing the firm.

A limited partner is an owner who invests money in the business but
does not have any management responsibility orlitiador losses
beyond the investment.

Limited liability means that limited partners are not responsiblehier
debt of the business beyond the amount of theiestnaent. Their
liability is limited to the amount they put into ehcompany; their
personal assets are not at risk.

A newer form of partnership, theaster limited partnership (MLP),
looks much like a corporation (which we discussthaxthat it acts like
a corporation and is traded on the stock exchahigesa corporation,
but it is taxed like a partnership and thus avdius corporate income
tax. For example, Sunoco Inc. formed MLP Sunocoistags (SXL) to
acquire, own, and operate a group of crude oil eefthed-product
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pipelines and storage facilities. SXL began tradomythe New York

Stock Exchange in 2002. Income received by SXLoistaxed before it

is passed on to investors in the form of divideaslst would have been
if SXL were a corporation.

Another newer type of partnership was createdndt he disadvantage
of unlimited liability. All states are now allowingartners to form what
is called dimited liability partnership (LLP). LLP limit partners’ risk of

losing their personal assets to only their own aotd omissions of
people under their supervision. This means that_ttfé allows you to

operate without the fear that one of your partmeight commit an act of
malpractice that would result in a judgment thaetaaway your house,
car or retirement plan, as would be the case irree@l partnership.
However, in many states, this personal protectioasdnot extend to
contract liability protections for LLP. The LLP iis many ways similar
to an LLC.

All states, except Louisiana, have adopted the ddmifPartnership Act
(UPA) to replace laws relating to partnerships. THeA defines the
three key elements of any general partnership as:

1. common ownership,
2. shared profits and losses, and
3. the right to participate in managing the operatiof the business.

Advantages of partnerships

There are many advantages to having one or motegpalin a business.
Often, it is much easier to own and manage a bssingh one or more
partners. Your partner can cover for you when yo sack or go on
vacation. Your partner may be skilled at inventargntrol and

accounting, while you do the selling or servicig.partner can also
provide additional money, support, and expertistrferships usually
have the following advantages:

1. More financial resources. When two or more people pool their
money and credit, it is easier to pay the rentitie8, and other
bills incurred by a business. A limited partnersispspecially
designed to help raise money. As mentioned eardieiimited
partner invests money in the business but cangatliehave any
management responsibility and has limited liahility

2. Shared management and pooled/complementary skills and
knowledge. It is simply much easier to manage the day-to-day
activities of a business with carefully chosen pers. Partners
give each other free time from the business andigecdifferent
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skills and perspectives. Some people find thabtst partner is a
spouse. That is why you see so many husband-amdte#ms
managing restaurants, service shops, and othendssss.

Longer survival. One study that examined 2,000 businesses
started since 1960 reported that partnerships Weeretimes as
likely to succeed as sole proprietorships. Beindgcived by a
partner can help a business person become moiplidied.

No special taxes. As with sole proprietorship, all profits of
partnerships are taxed as the personal incomeeobwmers, and
the owners pay the normal income tax on that moBawilarly,
partners must estimate their taxes and make qlyapgayments
or suffer penalties for nonpayment.

Disadvantages of partnerships

Any time two people must agree, there is the pdggilof conflict and
tension. Partnerships have caused splits amongidamiriends and
marriages. Let’'s explore the disadvantages of pestnps:

1.

8€

Unlimited liability. Each general partner is liable for the debts of
the firm, no matter who was responsible for caushuge debts.
You are liable for your partners’ mistakes as vasllyour own.
Like sole proprietors, general partners can losé tiomes, cars,
and everything else they own if the business |l@séswsuit or
goes bankrupt.

Division of profits. Sharing risk means sharing profits, and that
can cause conflicts. There is no set system fadidig profits in
partnership, so profits are not always divided &ueriFor
example, two people form a partnership in which @uogs in
more money and the other puts in more hours workhmey
business. Each may feel justified in asking foriggér share of
the profits. Imagine the resulting conflicts.

Disagreements among partners. Disagreement over money is just
one example of potential conflicts in a partnerskifno has final
authority over employees? Who hires and fires eyg#e? Who
works what hours? What if one partner wants to exgensive
equipment for the firm and the other partner disag? Potential
conflicts are many.

Difficulty of termination. Once you have committed yourself to a
partnership, it is not easy to get out of it (otttean death, which
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immediately terminates the partnership). Sure, gan end a
partnership just by quitting. However, questionswbwvho gets
what and what happens next are often very diffituiolve when
the partnership ends.

3.2.1 How to form a partnership

It is not hard to form a partnership, but it is evi®r each prospective
partner to get the counsel of a lawyer experienceduch agreements.
Lawyers’ services are usually expensive, so woeldsbartners should
read all about partnerships and reach some baseemgnts before
calling a lawyer.

For your protection, be sure to put your partngrshgreement into
writing. The model business corporation act recomusehe following
in a written partnership agreement.

1. The name of the business. Many states requirdarthésfname to
be registered with state and/or county officialthé firm’s name
is different from the name of any of the partners.

The names and addresses of all partners.

The purpose and nature of the business, the locaifothe

principal offices, and any other locations wherasibess will be

conducted.

4. The date the partnership will start and how longilt last. Will
it exist for a specific length of time, or will gtop when one of
the partners dies or when the partners agree torisue?

5. The contributions made by each partner. Will sonasetners
contribute money, while others provide real estaiersonal
property, expertise, or labour? When are the dountions due?

wn

6. The management responsibilities. Will all partnbesre equal
voices in management, or will there be senior auodioy
partners?

7. The duties of each partner.

8. The salaries and drawing accounts of each partner.

9. Provision for sharing of profits or losses.

10. Provision for accounting procedures. Who'll keep #tcounts?

What bookkeeping and accounting methods will bel23&'here
will the books be kept?

11. The requirements for taking in new partner.

12. Any special restrictions, rights, or duties of gaytner.

13. Provision for a retiring partner.

14. Provision for the purchase of a deceased or rgtipartner’s
share of the business.

15. Provision for how grievances will be handled.
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16. Provision for how to dissolve the partnership amgtridhute the
assets to the partners.

3.3 Corporations

Although the word corporation makes people thinkbaf businesses
like General Motors, IBM, Ford, Exxon, General Ete;; Microsoft,

and Wal-Mart, it is not necessary to be big in ortle incorporate.
However, many corporations are big in order to rpocate. Obviously,
many corporations are big and contribute substgntia the U.S.

economy. In any case, incorporating may be beméfitor small

businesses as well.

A conventional corporation is a state-chartered legal entity with
authority to act and have liability separate frots pwners (the
corporation’s stockholders are its owners). Whas thmeans for the
owners is that they are not liable for the debtarmy other problems of
the corporation beyond the money they invest. Ownerlonger have to
worry about losing personal belongings such as timise, car, or other
property because of some business problem. Thisignificant benefit.
A corporation not only limits the liability of owng but often enables
many people to share in the ownership (and profifsia business
without working there or having other commitmerdstt Corporations
can choose whether to offer such ownership to detsnvestors or
whether to remain privately held.

Advantages of corporations

Most people are not willing to risk everything to mto business. Yet
for a business to grow and prosper and create ewcnopportunity,

many people would have to be willing to invest thabney in it. One
way to solve this problem is to create an artifitiaing, an entity that
exists only in the eyes of the law - a corporatioet’s explore some of
the advantages of corporations:

1. Limited liability. A major advantage of corporations is the limited
liability of owners. Corporations in England andn@da have the
lettersLtd. after their name, as in British Motors Ltd. Thtsl.
stands for “limited liability,” probably the mostigsificant
advantage of corporations. Remember, limited ligbimeans
that the owners of a business are responsible@$sek only up to
the amount they invest.

2. More money for investment. To raise money, a corporation can

sell ownership (stock) to anyone who is interesiduis means
that millions of people can own part of major comiea like
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IBM, Xerox, and General Motors and smaller compsuais well.
Corporations can also borrow money from individuralestors
through issuing bonds. Corporations may also findaisier to
obtain loans from financial institutions, since dens find it
easier to place a value on the company when thayreaew
how the stock is trading.

3. Sze. That one word summarises many of the advantagssré
corporations. Because they have the ability teeriisge amounts
of money to work with, corporations can build madéactories
or software development facilities with the lategtiipment.

4. Perpetual life. Because corporations are separate from those who
own them, the death of one or more owners doegemotinate
the corporation.

5. Ease of ownership change. It is easy to change the owners of a
corporation. All that is necessary is to sell theck to someone
else.

6. Ease of drawing talented employees. Corporations can attract

skilled employees by offering such benefits aslstmations (the
right to purchase shares of the corporation foxedfprice).

7. Separation of ownership from management. Corporations are
able to raise money from many different investoitheaut getting
them involved in management.

Disadvantages of corporations

1. Extensive paperwork. The paperwork filed to start a corporation
IS just the beginning. Tax laws demand that a a@afpan prove
that all its expenses and deductions are legitinatgporations
must therefore process many forms. A sole proprietio a
partnership may keep rather broad accounting recoal
corporation, in contrast, must keep detailed fim@necords, the
minutes of meetings, and more.

2. Double taxation. Corporate income is taxed twice. First the
corporation pays tax on income before it can diste any to
stockholders. Then the stockholders pay tax on itlteme
(dividends) they receive from the corporation. &abften tax
corporations more harshly than they tax other ensss.
Sometimes they levy special taxes that apply tpaations but
not other forms of business.
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3. Two tax returns. If an individual incorporates, he or she must fill
both a corporate tax return and an individual tastumn.
Depending on the size of the corporation, a cotporaturn can
be quite complex and require the assistance oftdiee public
accountant (CPA).

4. Difficulty of termination. Once a corporation is started, it is
relatively hard to end.

5. Initial cost. Incorporation may cost thousands of dollars and
involve expensive lawyers and accountants.

6. Possible conflict with shareholders and board of directors. Some
conflict may brew if the stockholders elect a boafdirectors
that disagrees with the present management.

7. Sze. Size may be one advantage of corporation butntlma a
disadvantage as well. Large corporations sometimeesme too
inflexible and too tied down in red tape to respandckly to
market changes.

4.0 CONCLUSION

As you can see, you may participate in the busineskl in a variety of
ways. You can start your own sole proprietorshipytimership or
corporation. There are advantages and disadvantagesch. However,
there are risks no matter which form you choosédorgeyou decide, you
need to evaluate all the alternatives carefully.

5.0 SUMMARY

In summary, sole proprietorship is the type of bass ownership that is
owned and controlled by one person. Partnershijpn@wother hand is the

type of business ownership in which two people ctogether to start a

business while corporation is the type in which ltkiginess is separated
totally from the owners property and is legally kea up.

6.0 TUTOR-MARKED ASSIGNMENT

Compare and contrast the three types of businesgrsiip discussed,
which one is best for a beginner?
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1.0 INTRODUCTION

Finance is very crucial and indispensable for thexess of any business
organisation. No special or business organisatamm succeed without
funds. Hence, it is necessary to be exposed tovdneus sources of

finance, especially for small and medium scale rpniges which is the

subject of this unit.

2.0 OBJECTIVES

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

. outline the importance of finance in business
o differentiate the kinds of capital available in ingss
o explain how small firms can raise capital.
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3.0 MAIN CONTENT
3.1 Importance of Finance in Business

First, it is necessary to place finance or fundgsrproper perspective
with regards to the operations of a business enmnserpbe it large or
small.

The four traditional factors of production are:

land

labour

capital
entrepreneurship

Today we may add a fifth factor, which is technglomformation or
technical know-how. Our focus in this unit is o third factor which is
capital, otherwise known as finance, money or funds

In management, we have the four capital M’s viz:

Man
Money
Materials
Markets.

The importance of capital or finance cannot be ewgrhasised because
no form of business large or small, concept or scamn succeed

without capital. Capital can simply be defined asaith used in the

production of further wealth. This we say in Ecomgsrthat demand for

capital is Derived Demandbecause capital is required for the
procurement of equipment, machinery, foods andtter purchase of

raw materials and for payment of wages etc. Ibfefi therefore, that an

organisation without finance is like a ship withoaitrudder or an

automobile without an engine.

3.1.1 Kinds of capital

The capital used in the running of the businessrprise can be divided
into two broad categories. These are fixed andilgtmg capital.

1. Fixed capital
The fixed capital of a firm is the money needed fmrmanent

investment such as the purchase of land, erecfidactory buildings,
purchase and installation of equipment, etc. frdva foregoing, we
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deduced fixed assets of a firm include the lanavhbith the firm stands,
the buildings, machines, trucks and furniture whiudually depreciate
over a long period of time.

The commercial banks are jointly-stock banks oritkioh liability
organisations which owe a duty to their sharehsldermake profits.
Consequently, banks usually do not engage in visky rinvestments
such as financing projects that are not likely ¢ovstable, or giving long-
term credits or loans and as such, firms have pboex other sources of
finance in order to provide the capital neededtieir fixed assets.

2. Circulating capital

This is otherwise known as working capital andsithe money needed
for defraying the recurrent expenditure of firmsoiNing capital is used
for such purposes as payment of wages and salaieshase of raw
materials, fueling of vehicles, settlement of aiety bills, etc. since

these are short-term credits, firms can obtain doflom banks to

finance their working capital.

3.1.2 Sources of Capital

The capital available to a business organisationbmaraised from two
main sources:

1. Internal sources

These include the firm’s own funds or self finargzirmoney realised
from past savings, ploughing back of undistribufgofits into the
business, mergers and the pooling together of regswas in the case of
partnership and joint ventures.

2. External sources

The external sources of capital comprises loaral @orts of borrowing
from banks, private sources, investment trustsfanahce corporations;
government subsidy or grants, and capital realisech the issue of
shares, stocks and debentures as in the case € pabted liability
companies.

3.1.3 Capital for Large and Small Firms
All the various sources of capital summarised abaneenot accessible
to all types of firms. Much depends on the types, aize and magnitude

of the business organisation in question. Therefeaeious firms raise
their capital from various sources.
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1. Small firms

The main sources from which small firms, such as gble proprietor
and the partnership, obtain capital or funds foarficing their business
are as follows:

a. Small firms can raise initial capital from the says which the
proprietor or partners have accumulated over aogeoil time.
Such savings may be targeted saving specificallynadked for
the launching of the business in question.

b. The owners of small business can also raise cdprtalbrrowing
money from private sources such as individualsatireds and
friends. A common feature in West Africa is to sthusiness
with funds contributed by the members of the famalygroup of
friends or an age group from the same village wéub dhecided to
go into partnerships or cooperatives.

C. Another source of capital open to small firms i#-8eancing
through ploughing back or re-investing of profiteta the
business to an optimum size to enable it enjoyett@nomic of
scale.

d. In West Africa, the government has on some occasigiven
loans to small businesses which they are satisfiedikely to be
viable through such organisations as the Nigeridusirial
Development bank (N.1.D.B.), the Fund for Agriculib and
Industrial Development (F.A.I.D.), the rehabilitaticommission,
the poultry subsidy and oil palm rehabilitation sctes of the
ministry of agriculture, the bank for commerce amdustry and
the agricultural bank.

2. Large firms

Unlike the firms, capital is usually not a seriqueblem for the large
business organisation, such as joint stock compaane co-operative
societies because they have by far richer and famdttus sources of
raising capital for their business operations.

a. Selling of shares:this is particularly true of the joint stock
companies. The chief source of capital for pubhdted liability
company is from the sale of shares to the publizeCa company
has received its certificate of incorporation,ahdhen proceed to
publish its prospectus inviting the public to apfy shares and
thus subscribe to the capital of allotment or staektificate
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which designate them as shareholders of the compgnyrtue

of their having contributed funds to the runningtioé business.
Shares need not always be paid for in full, butrwte company
is in difficulty or needs more capital for expansiat calls on

shareholders to pay for any balance outstandintp@nshares.

b. Debenture:apart from selling shares, a public company obtain
loans from the public in the form of debenturesoan certificate
to those from whom it has borrowed money. Such ited or
debenture holders receive a stipulated amounttasest on the
capital they have invested in the business.

C. Internal self-financeoccasionally, rather than issue fresh shares
or take more loans, a company may decide to sete asi
proportion of its profits for purposes of expansemd research.
Instead of distributing all profits among shareleo&] some of it
is ploughed back into the business and this cassitanother
source of capital for many firms.

d. Bank Loans:commercial banks can more readily give loans to
large firms than small ones because these are rinondy
established in business and besides, they havéhgatecessary
collateral security which banks demand in caseetdult.

e. Investment trustssome companies specialise in giving loans for
business or credit facilities to firms and othetabBshments.
These are investment trusts, hire purchase andramnce
company. Such companies usually have on their, sigiinel of
economists who are charged with the responsibilioy
undertaking feasibility studies of projects for winiloans are
being sought before recommending the approval cf $oans on
basis of the financial viability of the applicaritsns.

f. Finance corporations:these are set up by the government to
finance projects which are vital for a country’soeomic
development e.g. Agricultural Credit Corporatiorddndustrial
Development Corporation. The latter provides capita the
establishment of basic industries, food processaagories and
pioneer industries. Government can also provideitaagor
resuscitation of businesses that have fallen oh days. The
Rehabilitation Commission and the Cooperation faonetican
Relief Everywhere (C.A.R.E) were actively engaged such
ventures in the immediate post-war Nigeria.

The public statutory corporation is in a distintass of their own in
terms of capital procurement for business becabsset are fully
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financed by the government and besides, althougy éine expected to
pay their way, they were not established soleh e profit motive as
a predominant objective. Thus, the government wdlially come to
their rescue anytime they are genuinely in finandiiculties.

3.1.4 Survival of Small Firms

From the foregoing analysis, we see that largesfihave more sources
of capital and so can afford to grow. The smaih8r on the other hand,
are not so lavishly financed and so most of themmaia small.
Nevertheless, these small units of business orgtmmsare able to hold
their own and remain in business in the face oesdvodds, such as,
paucity of finance and fierce competition with tiiant oligopolies, i.e.
the large firms.

There are reasons why the small firms survive Bidside with the large
business and commercial establishments.

a. First of all, it must be realised that the growthfioms is a
dynamic phenomenon which is a continuing process several
interacting factors. New firms are born continuadlyd most of
them start on a small scale. There is a considerabiount of
prestige attached to being in business on onesamgrentry into
some businesses is fairly easy. Besides, theresséerbe an
unending supply of potential entrepreneurs who raady to
venture into the exploitation of some new ideasfamourable
market opportunities. Some of the small firms afayp will grow
into the large firms of tomorrow. Many will die ithe wake of
competitions, but other new small firms quickly egeto take
their places.

b. Some aspects of our economy are associated with soae
production e.g. weavers, tailors, and tinkers dgeergquite
economically in their small firms with very littleverhead costs
and so remain in business in spite of the largeofaengaged in
similar production. Such small firms are more flé&i than the
large firms and also less vulnerable during permfd$epression.

C. Another advantage which contributes to their swalis that they
are able to add variety to their products as welpay attention to
details according to the speculations of their vidiial
customers. These small firms open at odd hourg parsonal
attention to their clients, are not subject to huezatic control
like the large firms, and so can afford to remaibusiness.
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d. Furthermore, the existence of the small firms domsjeopardise
the interest of the large firms nor threaten thasitmonopoly of
certain trades. They only fill the vacuum createdthe giant
oligopolies and so both of them can exist sideitg.s

e. In addition, there are obvious obstacles to growthef among
which are lack of capital for expansion and seguwithigh-level
managerial personnel. Where long distance trarsfamt is
expensive, as in West Africa and many of the uneleztbped
countries, operating on a small scale productioa f@w points,
particularly if the necessary raw materials arated at different
places and the finished product is bulky and expengo
transport.

f. There is limit to growth of any firm beyond whicilsdconomies
of scale set in. as a business concern grows i $iere is
increased risk of borrowed capital, and higher ntage of
losses in the event of failure. In terms of persbnthere is
tendency for management to deteriorate in effigleras a
business organisation expands because there artedamany
departments and branches to be coordinated, maplgare
involved in decision making, and formidable diffites of
communication emerge. As the organisation becomese m
bureaucratic, there is considerable loss of inteard decline of
morale. These risks and defects associated witease size and
scale of production trends to keep firm smallesize.

g. Security and logistics reasons, the fear of war @ossibilities of
economic blockade could influence a country to adog policy
of establishing several small industries in variqasts of the
country rather than supplying the whole countrynfrone giant
firm. If such industry is captured or destroyed g enemy
during war, the nation would have no alternativairse of
internal supply.

h. A common feature of West African entrepreneurs heirt
unwillingness to combine with others resulting frdme fact that
they are mutually suspicious of one another. Thethe unusual
love of freedom coupled with a desire for quickurat on
investments and many of the businessmen are ratuttiatake
risk on a large scale. There is a limit to whatrgle person can
do and so, as a result of lack of capital, managewxpertise and
other constraints, many business units in WestcAfriemain
small. On the other hand, SME’s collapse mainlyabse of
mismanagement of funds and mal-administration.

95



HCM 313 RESTAURANT ENTREPRENEURSHIP

3.1.5 Small and Medium Scale Equity Fund Scheme

The topic of this unit is consonance with the vetidp theme of the ¥4
Enugu International Trade Fair which is on EmpowngrSmall and
Medium Scale Enterprise for Sustainable Economicvelment.
Coupled with the fact that the managers and sfashwall and medium
scale enterprise have been invited as participaintse workshop; it is
necessary to examine the new government policy ciimencouraging
the growth of small and medium scale equity furttesee.

Under the federal government policy on small andlioma scale equity
fund scheme which is administered by registeredkdawith the

supervision of the Central bank of Nigeria (CBNgnks are required to
set aside 10% of their pre-tax profits for smalldamedium scale
enterprises funding. Equity participation is betwethe beneficiary
enterprises and the funding banks. Owners of suctinbsses are
allowed to use the land on which the businesstimt®d as collateral;
while the banks provide funds for direct purchaseequipment form

manufacturers as their own equity participatiorbusiness. A special
account is opened for each SME benefiting from Whdsbursements
are made in gradual liquidation of the investmetital.

It is a matter for regret that many small and medicale enterprises
promoters, proprietors and managers are ignoratteoéxistence of this
very important laudable scheme, due mainly to lawk public
enlightenment about the scheme and to the lethangthe part of the
banks to enthusiastically participate in the scheme

Something drastic must be done to create awarewgsgnsure proper
utilisation of fund, including establishment of @esial bank as a
receptacle for the 10% equity fund scheme and eiapgepartment in
CBN charged with monitoring of the fund.

4.0 CONCLUSION

ECCIMA and Manmark would have achieved our objectiin
organising this workshop, if an awareness is cteatethe minds of
participants on the theme of theth]Enugu International Trade Fair, and
if small and medium scale enterprises (SMEs) ans@ous of how best
to obtain funds for their businesses and manage saone efficiently.

On the part of government, the organised privatgoseand funding
agencies, it is strongly recommended that more rs@isiof this nature
be organised for SMEs. Besides, a specialised bsimbuld be
established for administration of the small and nedscale Equity
Fund Scheme, just like its forerunners, and Edanafiax Fund Banks
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which had functioned with comparative success,h® advantage of
specialised sectors of the economy, respectively.

It should be reiterated that profits, the reward datrepreneurship, do
not fall like manna from heaven. You need capitad aefficient

management to generate profits. Participants hasen kexposed to
various sources of capital in this brief paper; ahhshould be explored
to their advantage. Finally, it is pertinent to dddt with modest capital,
prudent management and ingenious entrepreneusshgd] and medium
scale enterprises will grow by leaps and bound® ilsirge scale
businesses and with it, their multifarious servi¢esour society in
particular and to humanity in general.

5.0 SUMMARY

There are various sources of finance availablesfoall and medium
enterprises.

6.0 TUTOR-MARKED ASSIGNMENT
List the various sources of finance you know.
7.0 REFERENCES/FURTHER READING
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1.0 INTRODUCTION

The investment in inventories for most firms repras a sizeable sum.
Since this investment is so large, managementipescivhich result in

savings of a few per cent of total inventory valuepresent large
savings of naira and kobo.

Inventory control is important in production in seal ways. First,
inventories must be large enough to provide balandde production
line. If some machines operate at different ratesifothers, one way to
overcome these imbalances in production rates gduide temporary
inventories or banks as they are called, betwearhimes.

Second, inventories of raw materials, semi-finisheatlucts take up the
slack when sales or productions volumes fluctud@tas leads to the
third reason that inventory control is importamyveéntories tend to
provide a smooth flow of production, and this faates scheduling.

Finally, inventory control leads to the productiand purchasing in

economic lot sizes. These economic lot sizes reptethe optimum
guantity to produce to minimise costs.
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2.0 OBJECTIVES
At the end of this unit you should be able to:

o list the importance and objectives of inventorytcoin
o describe how to carry out effective inventory cohtr

3.0 MAIN CONTENT

3.1 Objectives of Inventory Control

There are several objectives of inventory contrdometimes
compromises must be made in attempting to achieeset goals, since
meeting all of them at one time is not possiblee Tdbjectives of
inventory control are to:

minimise investment in inventory.

minimise warehousing costs.

minimise losses from damage, obsolescence emshpability.
maintain enough inventory so that productioesdoot run out of
raw materials, parts, and supplies.

maintain efficient transportation of inventieincluding the
functions of shipping and receiving.

maintain an efficient inventory information s

supply information on the value of inventoryaimcounting
co-operate with procurement so that efficientl @conomical
purchasing can be accomplished.

9. make forecast of inventory requirements.

o hbdPRE

© N

3.2 Benefits of Inventory Control

An effective inventory-control system secures nuwusrbenefits as the
followings.

1. It assures proper execution of policies coveringcprement and
use of materials and makes possible rapid shiftsusiness to
meet changes in market conditions.

2. It obtains economies through a reduction in nesdiesiety of
items carried in stock.

3. It eliminates delays in production caused by noailaility of
required materials and tools

4. It avoids over accumulation of inventories and $paind thereby

maintains the minimum investment consistent witlbdpiction
needs and procurement policies
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5. It reduces inventory losses caused by inadequaspedation of
incoming materials, damage, deterioration, obselese, waste,
or theft.

6. It provides “balance-of-store” records to serveaagliable basis

for effective production planning, economical praauent, cost
accounting, and preparation of financial reports.

3.3 Procedures for Establishing an Efficient Inventory
Control System

Determine the place of inventory control in theaoigation
Develop a method for classifying and identifyingentory

Set up and secure control through balance of stozeserds
(perpetual inventory cards) for planning inventargeds and
allocating materials, requisitioning purchases,ingkphysical
inventory, and preparing financial statements

4. Establish the steps in the materials control cyfide the
regulation of the flow of items from requisitionirgyocurement
to completion of the product

Set up procedures for tool procurement and facatgrol

Secure physical control in inventory through areetive system
of keeping stores.

wn e

o O

The major responsibility for control of inventorjhaild normally be
placed in the manufacturing division under the thoé production
planning and control. This means that all phasekefnventory-control
cycle (requisitioning, procurement, receiving, atge, allocation,
processing and replenishing) will have centralisgidection, even
through the execution of the cycle concerning thercipasing,
engineering, inspection, and sales departments.

3.4 Control of Materials

3.4.1 Classification and ldentification of Inventosy

In order to save time and simplify identificatiomdaallocation and

control, the various types of inventory should ksessified by means of
symbols. Indeed, an identification system shoulddteup for all aspects
of the business departments and sections, machiopsrations

positions, etc.

Types of Inventories
Inventory includes tools, standard supply itemg; naaterials, goods in

process, and finished products. Raw materials anenwdities (steel,
lumber, asbestos, fabrics) and purchased partsh{mext forging and
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casting such as gears and pistons) that go intéritakeproduct. Goods
in process are materials that have been partlyctied but are not yet
completed. Finished goods are completed items readshipment.

Symbols for Identification

The numeric and mnemonic are common systems of alygabion for
classifying and identifying inventories (includirigols). The numeric
system identifies and classifies items and subgrdmp numbers and
decimals. When the system is properly set up, #mous digits and
decimal positions are significant in designatingdels, location, sizes,
or physical properties. The mnemonic system clessiind identifies
items and subgroups by employing letters and nusnivéich assist the
memory. The first letter may designate the gen@ag. “Z” for model,
“SA” for Subassembly and “P” for component par&{pres may also be
identified by use of tags, paint colour or distimetmarking.

3.5 Balance of Stores Record (Perpetual Inventory)

The balance of stores records plays the central irolthe inventory
control systems, particularly in a job-order plam.essence, it controls
the movement of each item as it goes in and outsawoglvs the current
balance on hand. Since the record is closely assacivith production
planning, it is generally best kept by a balancestofes clerk in the
production planning office.

a. Perpetual Inventory Form

The store record must be specially designed toestirte needs of the
business. A loose-leaf ledger or card is kept frheitem in terms of
unit quantities (pounds, pieces, or gallons) andallg in terms of
monetary value. The date frequently carried on tkeord include the
name and identification of the items, location itorage, rate of
consumption, ordering point, ordering quantity, atiek following
balance columns:

1 Ordered- quantity placed on order by purchase requisition

2. Received quantity supplied to the storeroom

3 Issued quantity released to the plant in response tois#pns
for materials

4. Balance on handcurrent quantity and value of stores

5. Allocated or applied to guantity apportioned to a production
order but not as yet issued for use in plant

6. Available- quantity still available for allocation
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b. Ordering Point and Ordering Quantity

To prevent shortage and high costs due to undever buying and to
determine when and how much to order, a minimumtgya(ordering
point) and a maximum quantity (ordering quantityhosld be
established for each item and should be indicatethe stores record.
Theordering pointindicating the minimum quantity which must be kept
in stock and thus the time at which the item mustrbcorded, is
determined by the rate of use in production andtitne necessary for
purchasing or fabricating the item. Thelering quantityis determined
by striking an economic balance among the followilagtors that
influence procurement costs.

1. Inventory-carrying charges (e.g. storage, insuraacd interest

2. clerical costs of ordering for purchase or for fedtion in the
plants

3. Transportation costs

4. Quantity discount on purchases.

The increase in carrying charges accruing from elargrdering
guantities must be balanced against the resultawings in terms of
clerical and transportation costs and quantity alists. The ordering
quantity should be periodically revised to meetfthancial situation of
the company and to meet seasonal fluctuation idymon and market
trends-rising or falling prices.

4.0 CONCLUSION

In the course of our discussion in this unit, waaoded that inventory
management and control have a lot of embedded itenkproperly
managed by any organisation. It is therefore ingyartfor any
organisation in the hospitality sector of the egugdo establish a good
inventory management and control.

5.0 SUMMARY

This unit focuses on the following areas; the intoce and objectives
of inventory control and how to carry out effectimeentory control.

6.0 TUTOR-MARKED ASSIGNMENT

1. Discuss the benefits of inventory management aoy
organisation .

2. How can you control material within the scopeveintory
management?
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1.0 INTRODUCTION

Given that a man has what he thinks is a uniqudymtor service to
offer the market place and a strong desire to beWn boss, how does
he proceed to establish himself as the head ofsinéss enterprise?
What are the major factors to consider if the bessnventure is not to
end in failure and bankruptcy- as nine out of tef? #/hat sources of
information and outside help are available? Isdheeretter chance of
success from acquiring an on-going business omigulyito a franchise
chain, rather than starting a new business fromgtbeind up? In this
unit, the pitfalls to avoid in starting your owndness, Maury Delman
discusses these questions, as well as the majeorreaor business
failures, and lists sources of help in making timéial decisions.
Delman’s suggestions underscore the necessity arotighly
understanding the operational and financial comattens involved in
starting one’s own business.

The entrepreneur will usually experience severécdifies during his
first two years in business. Delivery date mustrst, products must be
reliable, and bills and employees must be paid. Btinly, the
entrepreneur must convince potential customershisajadget is better
and less costly and that his business has a ldagekipectancy. An
obvious requirement is that the entrepreneur masgt ltonfidence in his
entrepreneurial abilities and be committed to tihecessful exploitation
of his product concept.

To repeat, both his abilities and his strategiestrbe documented in a
business plan that is used as a tool in estabgjstiancial support for
the new venture, and as a reference framework witich to compare
the future status of the business.
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OBJECTIVES
At the end of this unit, you should be able to:

o identify some of the pitfalls in starting a new iness
o suggest solutions to the identified pitfalls

3.0 MAIN CONTENT

3.1 Pitfalls to Avoid in Starting Your Own Busines

U.S. Department of Commerce studies show that abalit of new
small businesses never make the third year. Regaduffers the most,
with only 29% surviving three-and-a-half years. Wdsales show best
with a 48% survival after the same period.

Nevertheless, Dun & Bradstreet figures suggestri@e than 400,000
firms are started annually with about an equal nremibeing
discontinued.

Survival depends upon a variety of factors. Dun gaddtreet people
have been able to pinpoint nine major reasons &lureé of new
businesses.

Topping the list is simply lack of managerial expace. Even those
who have managed other businesses successfullydoave quickly to

bankruptcy when operating businesses they kneve ldabout. For
example, take the case of a young Pennsylvanian wéd into the

building business after nine years as an insurageat. With his cash
tied up in real estate and “receivables,” supplveese willing to sell to

him on a cash basis only. He couldn’t buy enougketep going. After
four years, he filled a voluntary petition in bamgtcy with liabilities

twice the size of his assets.

A “receivable” is simply money somebody owes yoatthou can’t get
your hand on yet. Experience in selling insurancehardly a good
training for another business that requires buljsdgement and heavy
day-to-day expenses before the profits roll in. Buén with specific
experience in some lines there is no assurance uotess. The
importance of experience is not the time spent Whbat is learned.
Successful businessmen underscore the need fancealaexperience.
This includes knowledge of your product, finan¢iahdling, buying and
selling.

Insufficient starting capital ranks just under lack experience as a
cause of all business failures. The notion th&vwathousand dollars and
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very hard work will bring success has held veryydivalidity since the
1930s. An experienced women’s-wear retailer sagsydne going into
business now without plenty of capital in back ohtshould have his
head examined.” Even if a new business venturelgtsuvive its first
year with limited capital, this disadvantage takesny years to
overcome.

Borrowing the needed capital often seems an easliation than it is.

Those who don’'t calculate exactly how much the rege on the

borrowed money will eat into their expected proéfteen come to grief-
discovering too late that they’'ve only been workingthe bank. A man
who earns 9% “clear profit” on capital that he loaved for 9% can have
a great time running his own business until hevetwato death.

Yet the attractions of being “independent” haverbkrown to induce
new “businessmen” to close their eyes to the haat that they won't
earn a cent for themselves until they have meimdrating costs and the
interest.

Today, anyone starting a new business must figgiré his normal

operating expenses plus his salary. For safetyexpense figure should
be adjusted upward from 25% to 50%. There are awayoreseen

costs. Then, he’ll have to determine the voluméuwdiness he must do
to cover these expenses. The cost of supplies, hawedise, etc., to
produce this volume must be figured. Finally, whsiures are needed
and what receivables will have to be carried ifddres granted to

customers? In essence, what capital is needestlupe income enough
for a reasonable net profit after expenses? A ®imgr number of

people go into business without doing this hartharétic.

The third business pitfall is the wrong locatiomexperienced people are
prone to look for inexpensive locations. Good laws are bound to
cost money but the volume realised from a goodtiosacan more than
offset the higher rent.

Once a business is under way, it can readily faitim to the fourth
pitfall-inventory mismanagement. The common warnpiftpn’t get too
much inventory,” should be modified to, “don’t btigo much of the
wrong merchandise.”

The management of inventory is an art, if what goe doing is selling
something that you keep in stock. Its ABC’s arem@ynput, even if its
XYZ's are not. The dollars you have invested inentory must earn
you money at a desirable rate. Fast turnover wathenoney on goods
that are priced at a small profit margin. Goods then over slowly only
pay well if the markup is large. The great inveptbagedy is found in
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goods that sit on your shelves without buyers. Thegyresent dollars
you have invested that are not earning anythinghort, precious capital
that’s tied up. This is all just as obvious as ancbe, but, oh, the
businesses that go on the rocks because of illedidgventory.

In big successful retail stores there is not Iduemanity, sentiment or
personal whim in the matter of inventory. The hquestions are: “what
sells, at how fast a turnover, for what mark upft duyers of stock
succeed or fall in their ability to solve that eioa most profitably. By

contrast, | know of a successful man who quit higfgssion to invest
his all in a store selling a “cultural” product tHa thought the people
“ought to” have. It bankrupted him because peopie What they want,

not what you think they “ought to.”

Pitfall five is too much capital going into fixedssets. Any money
invested in fixtures or real estate will most ljketome from your
working capital or will be borrowed. Money tied upfrozen assets that
aren’t necessary to your business is working chpita may not be
available when you need it for either a crisis mioaportunity.

The sixth pitfall is poor credit granting practic8he temptation to let
customers “put it on books” can be very strong.tipalarly if your
competition is coming from low-margin, big-volumasth competitors.
If you offer easy credit in order to get the bussiesome customers may
be so slow to pay that they’ll give you “the bussé When you force
credit on people you are in danger of attractirg borer payers. One
of the shocks lying in wait for new businessmerthat well-heeled
customers are very often the slowest to pay thehisd

In granting credit, two fundamental questions mastanswered. Do |
have enough capital? Do | know how to collect?

A general rule is that you must have additionalitehen hand equal to
one-and-a-half month’s credit sales in order tegiustomers 30 days to
pay. Credit granting and collecting takes skill. iygpeople just don’t
have it. One retailer with 25 years experience cemtad, “When | first
started | also tried to sell on credit but founatth wasn't a good
collector, so after several months | made all séescash and have
since conducted a cash and carry business.”

Pitfall number seven is taking too much out for ngalf. It's an easy
habit to fall into. Many new business starters geetb themselves, “We
are not going to take anything out of the busiriedad of course they
can'’t stick to it. What's the purpose of going ifttosiness if you aren’t
going to take something out? The approach to whbat take out for
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yourself should be flexible and realistic. When figsodecline owners
must curtail their drawing.

The eighth pitfall can come from too much succ8ssiness is so good
you decide to expand but unplanned expansion canruij®us.
Generally, businesses grow in two ways: slow aeddst from within-
marked by increased sales and profits, or by ragjgansion through
addition or acquisition.

Rapid expansion must be carefully planned sincequires skills to
manage new people, you must hire more as you hddiianal capital.
One storekeeper found out the hard way that twesteeren't twice as
profitable for him as one. With one store going Iviid opened another
across town. But the managerial help in his sectock failed to grasp
his successful methods. The owner had to supelpaestores with his
wife helping out. When she got sick the load wasrtauch. Eventually,
physical and capital strain made him to sell theored store. Today, he
operates one store profitably and without unduelaetzes.

Pitfall number nine-the wrong attitude-ruins maSpme businesses falil
to prosper or come to grief because of wrong alisuof their owners.
Being in business is plain hard work, demanding dillgence. Some
owners figure that since the business is theiesy lihwork hours only to
suit themselves. Others get involved in outsidergdts to an excessive
extent. They may even tell themselves that socidlavic interests help
promote the business when all they do is take theeo away from
affairs that need tending. Greed kills off othevghen products are
misrepresented or shoddy, it is always found outeM-known chain of
fine restaurants had to be sold off because theireo evaded income
taxes. The penalties levied by the internal revesargice in addition to
jail sentence forced the sale of that restauraaich

But, even with all the hazards, the dream of hayiogr own business
can be realised. There are ways to overcome thaabs and succeed.
A prime source of help lies with the federal goveemt through its

agency, the small business administration, setnup9b3 to aid small

business. The S.B.A. with field offices in prindifaties, as well as in

Guam and Puerto Rico, is available to assist nesinbgs hopefuls as
well as established small businesses.

4.0 CONCLUSION

In conclusion, consultancy firms are open for celimgy; you need
enough information and experience on the businessaye going into.
An excellent source of information for anyone ieted in starting a
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business is a trade association. Trade associatiiasin every major
industry and minor ones.

5.0 SUMMARY

The unit has been on the pitfalls to avoid in stgriyour own business
like, lack of managerial skill, lack of experiendasufficient starting
capital, wrong location, inventory mismanagement tuch capital
going to fixed assets, poor credit granting, takiomg much for yourself,
the issue of expansion and lastly the wrong agituSlome solutions
were suggested to overcome the pitfalls.

6.0 TUTOR-MARKED ASSIGNMENT

Discuss five pitfalls you might fall into when diag your own
business.

7.0 REFERENCES/FURTHER READING

Checklist for going into Busineg§lanagement Research Summaries No
120).

Factors in Small Business Success or Fail(veanagement Research
Summaries No. 145).

Starting and Managing a Small Business of Your (starting and
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Clifford M. and Joseph R. (1975Entrepreneurship and Venture
Management.
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1.0 INTRODUCTION

Total Quality Management (TQM) is a philosophy apihctice of

management which aims to satisfy the customers dgnshof employee
involvement, consistent leadership and continuogsrovement. In so
doing, it brings together a number of hard and sedéhnologies of
quality management. This paper will examine the damental
principles of TQM, TQM as a strategic managemeal, tine concept of
TQM, antecedents of modern quality management, itgugurus,

accelerating use of TQM, quality and business perémce, service
quality and product quality, top management commitinthe tools and
improvement circle, the metric and the process$esimplementation of
performance measurement systems and benchmarking.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

. define the concept of (TQM)
o apply the concept of (TQM) to your business
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3.0 MAIN CONTENT

3.1 Overview of (TQM)

Total quality management (TQM) is the integratidralh functions and
processes within an organisation in order to a&i@ontinuous
improvement of the quality of goods and servicesie Tgoal is
customers’ satisfaction.

Of all the management issues faced in the lastd#eceone has had the
impact of or caused as much concern as qualityrmrerdcan products
and services. A report by the Conference Boardcatds that senior
executives in the United States agreed that thadvaof total quality is
essential to ensure competitiveness in global niarkguality expert J.
M. Juran calls it a major phenomenon in this ageis Tconcern for
quality is not misplaced.

The interest in quality is due, in part, to foreignmpetition and the
trade deficit. Analysts estimate that the vast migj@f U.S. businesses
will continue to face strong competition from thacilic Rim and the
European Economic Community for the remainder & 1990s and
beyond. This comes in the face of a serious erosibrcorporate
America’s ability to compete in global markets otleg past 20 years.

As we come to the end of the"™@entury, the competitive and trade
deficit problems are compounded by the weakenihgagon in Asian
and other global markets. To compete in these narkey require
additional efforts in both cost reduction and quali

3.2 The Concept of TQM

TQM is based on a number of ideas. It means thgnkinout quality in

terms of all functions of the enterprise and istartdo-finish process
that integrates interrelated functions at all levelt is a systems
approach that considers every interaction betwbervarious elements
of the organisation. Thus, the overall effectivened the system is
higher than the sum of the individual outputs friora subsystems. The
subsystems include all the organisational functionthe life cycle of a

product, such as:

design
planning
production
distribution
field service.

o
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The management subsystems also require integratidoding:

1. strategy with a customer focus

2. the tools of quality

3. employee involvement ( the linking process timagrates the
whole).

A corollary is that any product, process, or sexwaan be improved, and
a successful organisation is one that conscioussks and exploits
opportunities for improvement at all levels. Thaddearing structure is
customer satisfaction. The watchword is continuoysovement.

The Conference Board has summarised the key isswes$erminology
related to TQM:

o The cost of qualityas the measure of non-quality (not meeting
customer requirements) and a measure of how théygpeocess
iS progressing.

. A cultural changethat appreciates the primary need to meet
customer requirements, implements a managemenbspipihy
that acknowledges this emphasis, encourages engploye
involvement, and embraces the ethics of continuous
improvement.

o Enabling mechanisms of changencluding training and
education, communication, recognition, managemeiatiour,
teamwork, and customer satisfaction programs.

o Implementing TQMby defining the mission, identifying the
output, identifying the customers, negotiating oustr
requirements, developing a “supplier specificatidhat details
customer objectives, and determining the activiteguired to
fulfil those objectives.

o Management behaviouhat includes acting as role models, use
of quality processes and tools, encouraging comcaition,
sponsoring feedback activities, and fostering anovigding a
supporting environment.

3.2.1 Antecedents of Modern Quality Management

Quiality control as we know it probably had its megngs in the factory
system that developed following the industrial detion. Production
methods at that time were rudimentary at best. lrtsdvere made from
non-standardised materials using non-standardissttiads. The result
was products of varying quality. The only real skamis used were
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measures of dimensions, weight, and in some insgaparity. The most
common form of quality control was inspection b tburchaser, under
the common-law rule of caveat emptor.

Much later, around the turn of this century, Fredeiraylor developed
his system of scientific management, which emplkeds@oductivity at
the expense of quality. Centralised inspection depnts were
organised to check for quality at the end of thedpction line. An

extreme example of this approach was the Hawth@faks at Western
Electric Company, which at its peak in 1928 emptb¥8,000 people in
the manufacturing plants, 5200 of whom were initigpection process.
Most involved visual inspection or testing of theoguct following

manufacture. Methods of statistical quality contold quality control
and quality assurance were added later. Detectirapufacturing

problems was the overriding focus. Top managemeniech away from
the idea of managing to achieve quality, and furtioee, the work force
had no stake in it. The concern was limited largelthe shop floor.

Traditional quality control measures were (andl stik) designed as
defense mechanisms to prevent failure or elimimkgiects. Accounts
were taught (and are still taught) that expendgudoz defect prevention
were justified only if they were less than the coffailure. Of course,
cost of failure was rarely computed.

Following World War Il, the quality of products mhaced in the United
States declined as manufacturers tried to keepitlptine demand for
non-military goods that had not been produced dutire war. It was
during this period that a number of pioneers begmnadvance a
methodology of quality control in manufacturing aoddevelop theories
and practical techniques for improved quality. Thest visible of these
pioneers were W. Edwards Deming, Joseph M. JuramaAd V.

Feigenbaum, and Philip Crosby. It was a great lmsshe quality
movement when Deming died in December 1993 atdleeof 93.

3.2.2 The quality Gurus

Deming, the best known of the “early” pioneers, ciedited with

popularising quality control in Japan in the eat850s. Today, he is
regarded as a national hero in that country andstibe father of the
world-famous Deming Prize for quality. He is beshown for

developing a system of statistical quality contra@lthough his

contribution goes substantially beyond those tegles. His philosophy
begins with top management but maintains that compaust adopt the
14 points of his system at all levels. He alsoewals that quality must
be built into the product at all stages in ordeathieve a high level of
excellence. While it cannot be said that Demingrasponsible for
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quality improvement in Japan or the United States,has played a
substantial role in increasing the visibility oktprocess and advancing
an awareness of the need to improve.

Deming defines quality as a predictable degree mfoumity and
dependability, at low costs and suited to the maiBeming teaches that
96 percent of variations have common causes armatcépt have special
causes. He views statistics as a management tdaketins on statistical
process control as a means of managing variatioasprocess. Deming
develops what is known as the Deming chain reactam quality
improves, costs will decrease and productivity wilrease, resulting in
more jobs, greater market share, and long-termiainAlthough it is
the worker who will ultimately produce quality procts, Deming
stresses workers pride and satisfaction rather tharestablishment of
quantifiable goals. His overall approach focusesngorovement of the
process, in that the system, rather than the wprikethe cause of
process variation.

Deming’s universal 14 points for management are rsansed as
follows:

1. Create consistency of purpose with a planThe objective is
constancy of purpose for continuous improvement. An
unwavering commitment to quality must be maintainieg
management. Quality, not short-term profit, shcagddat the heart
of organisational purpose. Profit will follow whequality
becomes the objective and purpose.

2. Adopt the new philosophy of quality.The modern era demands
ever increasing quality as a means of survival ahobal
competitiveness. Inferior material, poor workmapsidefective
products, and poor service must be rejected. Rextuof defects
is replaced by elimination of defects. The new waltof quality
must reflect a commitment to quality and must bepsuted by
all employees.

3. Cease dependence on mass inspectioQuality cannot be
inspected during production, it must be built ronh the start.
Defects discovered during inspection cannot bedsadbt it is too
late; efficiency and effectiveness have been I, has
continuous  process improvement. Continuous  process
improvement reduces costs incurred by correctingrerthat
should not have been made in the first place.

4. End the practice of choosing suppliers based on . Least
cost is not necessarily the best cost. Buying feosupplier based
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10.

11.

on low cost rather than a quality/cost basis defda need for a
long-term relationship. Vendor quality can be ewaédd with
statistical tools.

Identify problems and work continuously to improve the
system.Continuous improvement of the system requiresiagek
out methods for improvement. The search for quality
improvement is never ending and results from snglyihe
process itself, not the defects detected duringeiason should
be noted.

Adopt modern methods of training on the job. Training
involves teaching employees the best methods ofewicly
quality in their jobs and the use of tools suclstasistical quality
control.

Change the focus from production numbers (quantity)to
quality. The focus on volume of production instead of guali
leads to defects and rework that may result inriofgoroducts at
higher costs.

Drive out fear. Employees need to feel secure in order for
quality to be achieved. Fear of asking questioreporting
problems, or making suggestions will prevent theiree climate

of openness.

Break down barriers between departments When employees
perceive themselves as specialists in one fundrotiepartment
without too much regard for other areas, it termpromote a
climate of parochialism and set up barriers betwadspartments.
Quality and productivity can be improved when theseopen
communication and coordination based on the common
organisation goals.

Stop requesting improved productivity without providing
such methods to achieve it.Continuous improvement as a
general goal should replace motivational or ingjmreal slogans,
sign, exhortations, and work force targets. Theomapuse of
poor productivity and quality is the managementeays, not the
work force. Employees are frustrated when exhottedchieve
results that management systems prevent them fehie\ang.

Eliminate work standards that prescribe numerical quotas.
Focus on quotas, like a focus on production, mayperage and
reward people for numerical targets, frequentlyhatexpense of
quality.
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12. Remove barriers to pride of workmanship.A major barrier to
pride of workmanship is a merit or appraisal systesmsed on
targets, quotas, or some list of personal trags llave little to do
with incentives related to quality. Appraisal systethat attempt
to coerce performance should be replaced by sydteahattempt
to overcome obstacles imposed by inadequate miateria
equipment, or training.

13. Institute vigorous education and retraining. Deming
emphasises training, not only in the methods ofsghecific job
but in the tools and techniques of quality contrad, well as
instruction in teamwork and the philosophy of alfy&ulture.

14. Create a structure in top management that will emphsise the
preceding 13 points everydayAn organisation that wants to
establish a culture based on quality needs to esmmhahe
preceding 13 points on a daily basis. This usuadiguires a
transformation in management style and structutee €ntire
organisation must work together to enable a qualiiture to
succeed.

3.3 Juran’s ten steps

Juran, like Deming, was invited to Japan in 1954 thg union of
Japanese Scientists and Engineers (J U S E). ¢tizds introduced the
managerial dimensions of planning, organising, a&odtrolling and
focused on the responsibility of management toeachguality and the
need for setting goals. Juran defines quality tagd$s for use in terms of
design, conformance, availability, safety, and dfiaise. Thus, his
concept more closely incorporates the point of vigihe customer. He
is prepared to measure everything and relies otersysand problem-
solving techniques. Unlike Deming, he focuses op te down
management and technical methods rather than wopkele and
satisfaction.

Juran’s ten steps to quality improvement are:

Build awareness of opportunities to improve.
Set goals for improvement.

Organise to reach goals.

Provide training.

Carry out projects to solve problems.

Report progress.

Give recognition.

Communicate results.

ONoGkRWNE
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9. Keep score.
10. Maintain momentum by making annual improvement péithe
regular systems and processes of the company.

Juran is the founder of the Juran Institute in @viJt Connecticut. He
promotes a concept known as Managing Business $3oQuiality,
which is a technique for executing cross-functionglality
improvement. Juran‘s contribution may, over theglemterm, be greater
than Deming’s because Juran has the broader conebii¢ Deming’s
focus on statistical process control is more tewddhy oriented.

Armand Feigenbaum, like Deming and Juran, achieveibility
through his work with the Japanese. Unlike thestattvo, he used a total
quality control approach that may very well be fierunner of today’s
TQM. He promoted a system for integrating efforts develop,
maintain, and improve quality by the various groupan organisation.
To do otherwise, according to Feigenbaum, wouldobspect for and
control quality after the fact rather than buildntat an earlier stage of
the process.

4.0 CONCLUSION

Total quality control cannot be overemphasised ny arganisation.
Starting a business may be fine but what aboutirmaity? To keep your
business going, you must ensure proper quality gemant.

5.0 SUMMARY

| will summarise these in the words of Philip Crpsb

Philip Crosby, author of the popular boQality is Free,may have

achieved the greatest commercial success by progbis views and

founding the Quality College in Winter Park, FlaidHe argues that
poor quality in the average firm costs about 2@ et of revenues, most
of which could be avoided by adopting good quajiyctices. His

“absolutes” of quality are:

. Quality is defined as conformance to requirementst
“goodness”.

o The system for achieving quality is prevention, appraisal.

. The performance standard is zero defects, not 'sthelbse
enough.”

o The measurement of quality is the price of non-comfince, not
indexes.
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6.0 TUTOR-MARKED ASSIGNMENT

Describe the steps to be taken to achieve toalltgumanagement

7.0 REFERENCES/FURTHER READING

John S. Oakland, (1998). “Total Quality Management”
Butterworth:Heinemann Publisher, UK.

Bank, J. (1992)The Essence of Total Quality Managemdhtentice
Hall: Hemel Hempstead (UK).
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1.0 INTRODUCTION

Securing prevention by audit and review of theesyist

Error or defect prevention is the process of remgvor controlling
error/defect causes in the system. There are tworraments of this:

o checking the system.
o error/defect investigation and follow-up

These have the same objectives — to find, recoddraport possible
causes of error and to recommend future correeiven.

Checking the system
There are six methods in general use:

a. Quality audits and reviewswhich subject each area of an
organisation’s activity to a systematic criticabexnation. Every
component of the total system is included, i.eality policy,
attitudes, training process, decision features, raipg
procedures, documentation. Audits and reviewshdbad field of
accountancy, aim to disclose the strengths and messles and
the main areas of vulnerability or risk.
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b. Quality survey a detailed, in-depth examination of a narrower
field of activity, i.e. major key areas revealed dpyality audits,
individual plants, procedures or specific problezosmmon to an
organisation as a whole.

C. Quality inspectionwhich takes the form of a routine scheduled
inspection of a unit or department. The inspecsbould check
standards, employee involvement and working prestiand that
work is carried out in accordance with the proceduetc.

d. Quiality tour, which is an unscheduled examination of a workaare
to ensure that, for example, the standards of tperaare
acceptable, obvious causes of errors are remoweldinageneral
guality standards are maintained.

e. Quality sampling which measures by random sampling, similar
to activity sampling, the potential error. Trainexbservers
perform short tours of specific locations by présed routes and
record the number of potential errors or defeces&he results
may be used to portray trends in the general gqusitation.

f. Quality scrutiny which is the application of a formal, critical
examination of the process and technological indestfor new
or existing facilities, or to assess the poterfaalmal-operation
or malfunction of equipment and the consequentfidcts of
quality.

OBJECTIVES

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

o detect errors during investigations and follow up

o differentiate internal and external quality-systeandits and
reviews

o state TQM standard for self-assessment.

3.0 MAIN CONTENT
3.1 Error or Defect Investigations and Follow-up

The investigation of errors and defects can prowaduable error
prevention information. The method is based on:

o collecting data and information relating to theoewr defect.
o checking the validity of the evidence.
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o selecting the evidence without making assumptionaraping to
conclusions.

The results of the analysis are then used to:

decide the most likely cause(s) of the errors dedts.

notify immediately the person(s) able to take otiive action.
record the findings and outcomes.

report them to everyone concerned, to preventuarmeace.

The investigation should not become an inquisitmm@pportion blame,
but focus on the positive prevention aspects.

3.2 Internal and External Quality-System Audits an
Reviews

A good quality system will not function without ajleate audits and
reviews. The system reviews, which need to be edmout periodically
and systematically, are conducted to ensure tlasybtem achieves the
required effect, while audits are carried out tokengure that actual
methods are adhering to the documented proceddites. reviews
should use the findings of the audits, for failtmeoperate according to
the plan often signifies difficulties in doing s&.re-examination of the
procedures actually being used may lead to syst@provements
unobtainable by other means.

A schedule for carrying out the audits should bawar up, different
activities perhaps requiring different frequenci@dl. procedures and
systems should be audited at least once per ydasreTmust be,
however, a facility to adjust this on the basishaf audit results.

A quality-system review should be instituted, pg@dhavery 12 months,
with the aims of:

o ensuring that the system is achieving the desgelise

o revealing defects or irregularities in the system.

. indicating any necessary improvements and/or covee@ctions
to eliminate waste or loss.

o checking on all levels of management.

o uncovering potential danger areas.

o verifying that improvements or corrective actioroggdures are
effective.
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Clearly, the procedures for carrying out the auditd reviews and the
results from them should be documented, and besuty review.

The assessment of a quality system against a plartistandard or set of
requirements by internal audit and review is knoam a first-party
assessment or approval scheme. If an external mastanakes the
assessment of a supplier against his own or anmatar international
standard, a second-party scheme is in operatiom eXternal assessment
by an independent organisation not connected wighcantract between
customer and supplier, but acceptable to them hstlknown as an
independent third-party assessment scheme. Tlee legtially results in
some forms of certification or registration by tesessment body.

One advantage of the third-party schemes is tlegt tioviate the need
for customers to make their own detailed checkeingaboth suppliers
and customers time and money, and avoiding issfiesommercial
confidentiality. Just one knowledgeable organisahas to be satisfied,
rather than multitude with varying levels of comgrete. This method
often certifies suppliers for quality assuranceedasontracts without
further checking.

Each certification body usually has its own recegdimark, which may
be used by registered organisations of assesseabitigp in their
literature, letter headings, and marketing acteiti There are also
publications containing lists of organisations wdhaoguality systems
and/or products and services have been assessdoke ©b value, the
certification body must itself be recognised ansljally, assessed and
registered with a national or international acdaa®n scheme, such as
the National Accreditation Council for Certificatid®dodies (NACCB) in
the UK.

Many organisations have found that the effort ofsigieing and
implementing a written quality system good enoughstand up to
external independent third-part assessment has bedremely
rewarding in:

encouraging staff and improving morale.
better process control.

reduced wastage.

reduced customer service cOsts.

This is also true of those organisations that halv&ined third-party
registrations and simply companies that still insis their own second-
party assessment. The reason for this is that wioste standards on
quality systems, whether national, international,company-specific,
are now very similar indeed. A system that meeg¢srdquirements of
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the ISO 9000 series will meet the requirementsllobther standards,
with only the sight modifications and small empkakere and there
required for specific customers. It is the auth@xperience, and that of
his immediate colleagues, that an assessment ¢aueby one of the
independent certified assessment bodies is at ksstigorous and
delving as any carried out by a second-part reptatee.

Internal system audits and reviews must be positwel conducted as
part of the preventive strategy and not be caroed only before

external audits, nor should they be left to theeewdl auditor — whether
second or third party. An external auditor discawgrdiscrepancies
between actual and documented systems will benedlto ask why the
internal review methods did not discover and cdrtieem. As this type
of behaviour in financial control and auditing isntmonplace, why
should things be different in the control quality?

Managements, anxious to display that they are serabout quality
must become fully committed to operating an effectjuality system
for all personnel within the organisation, not jtist staff in the quality
department. The system must be planned to be wieahd achieve its
objectives in an uncomplicated way. Having establis and
documented the procedures, an organisation musirestisat they are
working and that everyone is operating in accordawgh them. The
system once established is not static; it shoulflebgble, to enable the
constant seeking of improvements or streamlining.

3.3 Quality Auditing Standard

There is a British and International Standard Guaejuality-systems
auditing (BS 7229, ISO 10011: 1991). This point$ that audits are
required to verify whether the individual elementsking up quality

systems are effective in achieving the stated ¢l The growing use
of standards internationally emphasises the impoedaf auditing as a
management tool for this purpose. The guidance igedv in the

standard can be applied equally to any one ofhlireetspecific and yet
different auditing activities:

a. First-party or internal audits, carried out by agamisation on its
own systems, either by staff who are independeth®fsystems
being audited, or by an outside agency.

b. Second-party audits, carried out by one organisg&opurchaser
or its outside agent) on another with which it eithas contracts
to purchase goods or services or intend to do so.

C. Third-party audits, carried out by independent ages) to
provide assurance to existing and prospective m&te for the
product or service.
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ISO 10011 (BS 7229) over audit objectives and residities,
including the roles of auditors and their indeperde and those of the
‘client’. It provides the following detailed guide@ on audit.

. Initiation, including its scope and frequency..

o Preparation, including review of documentation, pinegramme,
and working documents.

o Execution, including the opening meeting, examoratiand

evaluation, collecting evidence, observations, afasing the
meeting with the auditee.

o Report, including its preparation, content andritistion.

o Completion, including report submission and retamti

Attention is given at the end of the standard torestiive action and
follow-up, where it is stressed that the improvetamocess should be
continued by the client for a verification audittbe implementation of
any corrective actions specified.

4.0 CONCLUSION

There have been many recent developments and whkreontinue to

be many more, in the search for a TQM standardaméwork against
which organisations may be assessed or measuresehass, and carry
out the so-called ‘gap analysis’. To many compariles ability to judge
their TQM progress against an accepted set ofriitgould be most
valuable and informative.

5.0 SUMMARY
o Investigations proceed by collecting, checking aelécting data,

and analysing it by deciding causes, notifying peopecording
and reporting findings and outcomes.

o A good quality system will not function without afieate audits
and reviews.
o System assessment by internal audit and reviewawh as first-

party, by external customer as second-party, and aby
independent organisation as third-party certifmati

6.0 TUTOR-MARKED ASSIGNMENT

Discuss the internal quality-system audits
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