
INTRODUCTION

The privatization and commercialization Act
1988 (The Laws of the Federation CAP 369)
introduced commercialization and privatization as
measures for the re-organisation of state – owned
enterprises in Nigeria.  According to section 14
of the Act, privatization means “the relinquish-
ment of part or all of the equity and other interests
held by the Federal Government or its agency in
enterprises whether wholly or partly owned by
the Federal Government …”

In order to deal with the general issues of
reform, which apply to all Public Enterprises in
Nigeria, government promulgated the commer-
cialization and privatization Decree No. 25 of
October, 1988. The Decree provides for the nece-
ssary legal framework for planning, organization
and implementation of government’s anticipated
programmes on public enterprises privatization
as integral parts of Nigeria’s on-going
restructuring of its national economy.  According
to the Decree, the policy is aimed at the following
objectives:
(i) restructuring and rationalization of the State-

Owned Enterprises (SOEs) to lessen the
dominance of unproductive investments in
the sector;

(ii) re-orientation of SOEs towards a new horizon
of performance, improvement, viability and
overall efficiency;
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(iii) ensuring positive returns on public sector
investments in SOEs,

(iv) checking of the absolute dependence on the
Treasury for funding SOEs and encouraging
them to patronize the capital market; and

(v) initiation of the process of gradual cession
to the private sector of such SOEs, which by
their nature and type of operations, are best
performed by the private sector.

At the inception of our nascent democracy in
Nigeria, commercialization and privatization Act
28 of 1999 was enacted, which brought into
existence the National Council on Privatization.
However, the proposals for the reform of public
enterprises (PEs) in Nigeria was based on the
findings of the Onosode Commission (1984),
government blamed the poor physical and
financial performances of PEs in Nigeria on
managerial inefficiency and incompetence.

It is important to note that in most cases,
particularly in the case of NEPA, product prices
of PEs were subsidized to the tune of between
36% and 52% of the production cost in the pre-
SAP period (Ayodele 1998:29). Thus, the
continued deterioration of government’s financial
and fiscal posture especially in the mid 1980s
when crude oil prices declined to below $10.00
per barrel, created additional financial difficulty
for government to maintain its hitherto statutorily
determined product prices which were below
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production costs.  Thus, the continued precarious
financial posture of government, coupled with
the poor performances of PEs, offered a critical
opportunity to challenge the wisdom in conti-
nuously funding the PEs.

Against this background, the pervasive
inefficiency and dismal financial failures of the
PEs sector, therefore, raised vexing questions
regarding the role and effectiveness of the state
or government in the provision of those core
services for which PEs were created.

Governments worldwide have been out-
spoken on the need to foster private initiative in
the interest of productivity and growth and have
been taking substantive steps to move economic
activities to the private sectors (Akinlo, 1998: 56-
65). In the developed world, some countries like
France, Italy, Spain, U.K, Japan and USA have
undertaken major privatizations.  China, Brazil,
South Korea, Bangladesh and Nigeria have all
introduced privatization.

The decision to privatise some government
enterprises was based on poor performance and
inefficiency in the operations of public
enterprises. Kikeri et al. (1994) noted that the high
costs and poor performance of state-owned
enterprises (SOEs) and the modest and fleeting
results of reform efforts have turned many
government towards privatization.

The broad objective of this paper is to
examine the pre and post-privatization financial
performance of a manufacturing company, in view
of the vital roles played in regulating the Nigerian
economy in the manufacturing sector.

PRIVATIZATION  AND  EFFICIENCY

Hall and Winstein (1959: 71-75) identify four
categories of efficiency: efficiency in use;
managerial efficiency, target or technical
efficiency and return on equity capital.  This has
prevented a meeting of minds not only among
management practitioners, but also among
scholars.  de Grazia (1961: 571), for example, calls
attention to the value – orientation in the
definition of the term “As an instrumental
objective in administration, efficiency means that
a given method of performing a task is most
‘pleasing’ to those controlling the method.  Often
‘pleasing’ has to do with material values such as
input-output ratio of machines, and clerks, but
frequently the most efficient way of performing a
task is conditioned on a clear triumph of
executives’ interests over the interests of others.

Since scholars have been objected to the idea
of using predetermined goals as a yardstick for
measuring the relative success or failure of an
organization. Etzoni (1960: 258) maintains that goal
– attainment is not a fair test of an organization’s
strength.

Speight (1970: 1), in a more general way, says
that an economic system was economically
efficient so long as it was technically efficient
and provided it succeeded in rationing out its
scarce resources, and the scarce products of the
resources, in the most desirable way.

In any case, it is essential that an organization
should fulfil certain objectives which are basic to
its survival.  Balogun  (1972: 21-34) argued that in
Nigeria, the raison d’etre of many governmental
or quasi-governmental organizations is being
challenged simply because these organizations
have failed to “deliver the goods” promised with
the amount of resources at their disposal and
within a given period.  It is widely accepted that
government enterprises are managed to achieve
a variety of objectives that relate to the comp-
lexities of politics, while private enterprises are
largely managed to earn profits, and cost
efficiency and market responsiveness are impor-
tant to that pursuit.  The more competitive the
markets in which the private enterprises operates,
the more it is compelled by its objectives of profits
and survival to operate efficiently (Willig, 1993:
155-180).  According to Akinlo (1998: 56-65), the
most widely vaunted argument for privatization
is efficiency.  His study revealed that evidence
from the Nigerian experience shows that the fiscal
and efficiency impacts of privatization have been
low.

Performance evaluation in business according
to Reid and Dubas (1978: 83-105) distinguish
among various key aspect of performance
measurement namely: economy, productivity,
quality and level of service and effectiveness.
From the existing literature, performance
evaluation of a given firm could be done through
intra or inter-company analysis.  The inter-
company analysis could not be easily achieved
in Nigeria because of problem of inadequate data.
In Nigeria it is possible to adopt the intra-company
analysis by adopting financial ratios which is
simply the relationship between two accounting
figures.

Woelfel (1979) suggests two ways of
analysing the performance of a firm, namely,
comparative financial statement and ratio
analysis.  According to Pandey (1981), ratio
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analysis helps the analyst to make qualitative
judgement about the firm’s financial position and
performance in general.

This study therefore seeks to appraise the
performance of a privatized manufacturing
company in Nigeria. Hence, the financial
performance of the selected company operation,
covered pre and post privatization era and
therefore suitable for this study.

The paper is divided into four parts.  Part I
provides the introduction to the study.  In part II
we discuss the methods of analysis adopted while
in part III, we provide the analysis of data.  Part
IV contains the summary, recommendation and
conclusion.

METHODOLOGY

In view of the vital roles played in regulating
the Nigerian economy, the food manufacturing
industry is considered as a sample design of the
study among 10 groups of privatized economic
strata.  To ensure accurate representation of the
food sector, age was borne in mind while
choosing the Flour Mills of Nigeria Plc as a case
study.  The company was established in 1960 and
started full operation in 1962.  The grains grinding
and the installed capacity of 3640 mlt per day
make it the largest Flour Mills of Africa.  It
represents the first three generations of flour
companies that have been privatized by the
government.

Hence, the study concentrates on the
financial performance of this company between
1978 and 2001 (pre and post privatization period).

The data used in the study were obtained from
the books of our chosen organization such as
Annual Reports, the company’s profile and
indeed through personal interaction with the top
executives in the organization.

The method of data analysis adopted was
descriptive method. The analysis done in this
study is to investigate the financial performance
of a privatized manufacturing company using
tables and financial ratios.  The profitability ratios
are the most appropriate tools to show the
movement of each variable for the purpose of
evaluating  financial performance in the
organization.

In evaluating the performance of the company,
the following ratios were adopted:
(i) Asset turnover

This refers to the ratio of turnover to total
Assets.  It is a good indicator of management

ability to generate income from available
resources.  It tells us the relative efficiency
of the company.
ROA  = 

        Turnover          x    100
          Total Asset.

(ii) Return On Capital Employed (ROCE).
This is a fundamental measure of business
performance.  The ratio expresses the
relationship between the net profit (before
interest and taxation) generated by the
business and the long-term capital invested
in the business.  It compares inputs (capital
invested) with outputs (profit).  This
comparison is of vital importance in
assessing the effectiveness with which
funds have been deployed.
ROCE =

         Net Profit before interest and taxation               x    100
      Share capital + Reserves + Long-term loans

(iii) Return On Shareholders’ Equity (ROE)
This ratio compares the amount of profit for
the period available to the owners’ stake in
business.  The ratio assesses profitability
from the perspective of the corporate risk-
taker.  An upward trend indicates an increase
in profitability, while a decrease indicates a
decrease in profitability.
ROE   =     Profit After Tax              x    100

Shareholders’ Fund
    (ordinary shares capital + reserves)

(iv) Gross Profit Margin (GPM)
This is calculated by dividing gross profit
figure by the total sales figure.  Gross profit
represents the difference between sales and
the cost of sales.  This ratio indicates the
efficiency of operation as well as how
products are priced.
GMP   =

   Gross Profit      x    100
            Sales

(v) Growth of Turnover
This shows the trend of turnover growth over
the period under review.

(vi) Earning Per Share (EPS)
This ratio relates the earnings generated by
the company during a period and available
to shareholders to the number of shares in
issue.  The trend in earnings per share over
time is used to help assess the investment
potential of a company’s shares.  For equity
shareholders, the amount available will be
represented by the net profit after tax (less
any preference dividend, where applicable).

EPS    =
         Profit After Tax

            No. of Ordinary Shares in issue
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ANALYSIS  OF  DATA

Data presentation and analysis were based
on the financial ratios computed and percentages
derived from the financial statement/annual
reports of the company under reivew.

The results in tables 1 and 2 show that the
upward trends for the company over the years
under review resulting from increasing growth in
gross earnings adequately matched the increase
in total asset.  The management of the company
have been successful, year after year in taking
advantage of the various available resources of
income and these have been increasing at a
slightly increasing rate over the years.  This
general growth rate is higher in post-privatization
era (between 1990 – 1994) relative to pre-
privatization period.

The company’s total assets have therefore,
been well managed and made to perform
considerably well at an increasing rate over the
years under study.  It has also experienced

increased earnings and returns on total assets at
increasing growth rate since the introduction of
privatization programme of the Federal Govern-
ment in the company.

In the pre-privatization period, the company
experienced steady growth rate of return on
capital employed, interspersed by a decline in
growth rate in 1986 (17.2%) when ban was placed
on the importation of wheat. However, the
company showed an upward trend i.e. the peak
performance in terms of its efficiency in making
return on capital employed in 1993 with 750.8%
increase compared to 1992 with 54.7% increase
upon introduction of privatization programme in
the company. The trend behaviour however,
recorded a steady growth rate of return on capital
employed from 1990 – 1998 (3.02% - 635.8%) with
an interspersing decline from 1999 – 2001.

In terms of Return on Shareholders Fund or
Equity, ROE, the trend behaviour of the company
showed an unstable or fluctuating rate of return
in the pre-privatization periods over the years

Year ROA    % ROCE % ROE % EPS K GPM  % % Change
in turnover

1978 388.5 96.7 27.2 0.55 11.3
1979 364.5 78.4 24 0.53 9.2 -0.71
1980 384 88.2 18.6 0.44 9 14.87
1981 445.9 80.6 28.6 0.45 10.9 26.1
1982 503.9 68.4 18.6 0.32 7.5 22.5
1983 535.6 79.8 21.3 0.39 7.5 16.6
1984 478.9 60.4 14.8 0.29 6 -5.2
1985 369.8 83.4 27 0.45 11.7 -7.7
1986 221.1 17.2 6.2 0.11 3.9 -38.4
1987 183.6 13.6 4.5 0.08 3.7 -15.3
1988 182.6 20.7 7.8 0.14 3.3 -3.1
1989 324.5 2 0.94 0.02 0.29 77.26

Table 1: Pre-privatization performance criteria

Source: Annual Reports and Accounts of the Company. (1978-1989)

Year ROA    % ROCE % ROE % EPS K GPM  % % Change
in turnover

1990 477.8 3.02 1.3 - 6.1 28.9
1991 599.8 20.3 2.6 - 9.2 136.5
1992 1277.5 54.7 19.4 20.5 6.1 181
1993 1468.5 750.8 88.1 76 14.3 107.6
1994 1736.3 343.1 67.8 108 11.6 -33.6
1995 811 321.9 47.3 107 19 138.2
1996 592 316 20 149 9.9 29.8
1997 708 311 17.7 107 9.6 29.8
1998 742 635.8 28.6 214 12.8 27.6
1999 874 307 16.9 92 11.8 6.9
2000 555 287.3 17.7 114 14.1 28.2
2001 650 354.7 18.5 132 11.8

Source: Annual Reports and Accounts of the Company (1990-2001).

Table 2: Post-privatization performance criteria
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under review.  There were good levels in 1978-85
respectively but followed by decline in 1986-1989
(62 to 0.94%).  The trend behaviour showed or
indicated a peak performance in 1981 (28.6%).

On the introduction of privatization progra-
mme in 1989, the company recorded a slight
growth in its ROE from 1.3%, 2.6%, 19.4%, 88.1%
and 67.8% in 1990, 1991, 1992, 1993 and 1994,
respectively.  It was later followed by a decline
from 47.3% and 20% recorded in 1995 and 1996
respectively.  The trend behaviour still persisted
till the year ended 2001 (18.5%).

In term of Gross Profit Margin (GMP)  the
trend behaviour in the pre-privatization era, the
company experienced an unstable movement in
growth rate with 11.7% in 1985 as at the peak
performance in the period. Likewise, the post
privatization period showed unstable movements
in it’s gross profit margin.  The company however,
attained it peak performance in 1998 with 12.8%
in the post privatization period.

The trend of % change in Turnover showed
an increase from 1979 – 1983 with 0.71%, 14.8%.,
26.1%, 22.5% and 16.6% respectively.  It however
showed a negative trend behaviour from 1984 –
1988 with –5.2%, -7.7%, -38.4, -15.3% and –3.1%
respectively.  The trend behaviour later indicated
the company’s peak performance in 1989 with
77.3% increase.  Upon privatization, the company
recorded a slight growth in it’s turnover from
28.9%, 136.5%, 181.8%, 107.6% from 1990 – 1993
respectively. The company’s performance showed
a negative performance in 1994 with –33.5%
decrease. The company however started
declining drastically from 1997 with 138.2% -
29.8% in 1998 and 1999.

The trend behaviour of EPS (Earnings Per
Share) recorded a declining movement through-
out the pre-privatization period.  Upon-privati-
zation, EPS of the company showed a great
increase or upward movement compared to the
pre-privatization period from 20.5K – 149K as the
peak performance in 1996.  The company in 1990
and 1991 did not make provision for earning per
share from which dividend per share is computed.
This implies that the company did not pay
dividend to its shareholders’ in 1990 and 1991
(i.e. all profit was retained by the company).

Finally, in spite of the general positive impact
of privatization on the financial performance of
FMN, however, the company is still beset with
prevailing escalating operational costs resulting

from high rate of inflation which are seriously
obstructing investment and industrial growth.

SUMMARY AND CONCLUSION

This study examined the extent of the
effectiveness of privatization on the company
between the period of 1978 and 2001.  This period
cover the pre-privatization and post-privatization
period of the company under consideration.  The
result showed that there have been upward trends
and steady growth in post-privatization era based
on ROA, ROCE and ROE but with slight
fluctuation in the growth rate in some of the years
under study. The same trend as stated above
applied to EPS, GPM and Turnover for the years
under study.

Some major problems that were encountered
by the company prior to privatization especially
the ban placed in the importation of wheat
affected the performance of the company after
privatization.

Moreover, the relative efficiency with which
the organization utilized its resources in generat-
ing revenue was weak during the period under
review. By and large, the privatization programme
had a significant mixed impact on the operation
of the company under study.  In both short run
and long run, the privatization programme
indicated a positive in the operating financial
performance of the company as reflected in its
consistent growth rate of return of the years under
study in post-privatization era.

In conclusion, the potentials of privatization
in enhancing efficiency need to be enhanced
particularly in Nigeria.  Evidence from the Nigerian
experience shows that efficiency impacts of
privatization have been low.  It should be noted
that the privatization policy has helped in
stimulating and broadening the scope of the
capital market.  The following are recommended
for survival and increased profitability of
privatized government enterprises: (i) restructur-
ing and streamlining of companies’ operations
for purpose of efficiency, effectiveness and
reduced cost structure. (ii) determining of a
competitive advantage and corporate planning
to maintain those advantages vis-à-vis compe-
titors in the economic system.  (iii) an improved
internal control system that enables the fine-
tuning of regulatory mechanism for enhanced
integrity, efficiency and cost-effectiveness opera-
tions with crippling initiative and innovations
must be adopted.
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