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ABSTRACT

This study was carried out to investigate egquipment leasing as an alternative
means of financing small and medium scale enterprises. Although, leasing is
anchored on the business philosophy that profits are earned through the use —
rather than the ownership of equipment and asset, yet, many operators of small
and medium scale enterprises are yet to maximize their potentials. A set of
structured questionnaire was used as the instrument for data collection and
administered to 100 operators of small and medium enterprises in Delta State,
Nigeria randomly selected from the population 95% confidence level. Data
analysis was made and the hypothesis formulated was tested using the Pearson
Moment Correlation Coefficient at 0.05 level of significance. The study revealed
that many operators of small and medium enterprise do not assess lease option
and that affect their overall performance. The researcher concluded that
equipment leasing has a significant effect on the profitability of small and medium
enterprises and recommended that |easing companies should improve their rates
by reducing rents on leasable equipment so that owners of small and medium
scale business can benefit more from this form of finance option.
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INTRODUCTION
Itisunquestionably truethat the devel opment of anation’sindustrial sector hingesgreely
onthedevel opment of small and medium — scal e enterprises operating in that economy.
Thisisbecause small and medium scale enterprisesare significantly yielding thefruitsof
development particularly employment, utilization of local resourcesand lower cost provision
of inputsand (Olatunji and Sarat, 2014). As proffered in Akpokerere (2009), Small and
Medium Scale Enterprises (SMES) have served asvehiclefor rapidindustrialization,
sugtainabledeve opment, poverty aleviation and employment generationin many countries.
Itisfor thisreason that therole of SMESin devel oping emerging economieshasassumed
amgor sgnificanceinrecent years. Asthe changing world economy calsfor morearticulate
policies, government has designed means such as equipment and other programmes of
support for small and medium scale busi ness enterprisesgrowth and devel opment. Small
and medium enterpriseslikeother organizationshowever exist inacompetitiveenvironment
and they must continuoudly seek waysto takelead intheir businessactivities. Besides, the
quest for good financial management strategy isnot contestable because every business
needsagood and dependabl e cash flow to grow and thishas necessitated businessowners
to seek for waysof reducing cost of operationsespecialy whenit comesto asset acquisition
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(Akinbolaand Otokiti, 2012). Osaze (1993) defines|easing asacontract between the
owner of an asset, thelessor and the prospective user of that asset, thelessee, giving the
| essee possession and use of the asset on payment of rentalsover aperiod of time. The
lessor retainsownership of theasset so that it never becomesthe property of thelesseeor
any third party during thetenure of thelease. Althoughleasing assist in accessing themuch
needed assatsrequired for production that woul d arouse economic devel opment yet many
bus nessesincluding small and medium enterprisesdo not tap the enormous opportunities.
Small and medium sca eenterprisessuffer for many congtraintssuch asinadequatefinance,
marketing problems, and shortage of raw materials, inappropriate technology and
production, inadequate infrastructural facilities, |labour and inadequate management
expenses. L easing which appearsto beaviablefinancing dternative becauseit isanchored
on thebusinessphilosophy that profitsare earned from the use—rather than the ownership
of equipment and assetsareignored. The broad objective of the study isto investigate
equipment leasing asdternative meansof financing small and medium enterprisesin Delta
State. The specific objectivesinclude;
1. Toexamineif leasing option playsasignificant rolein profitability of small and
medium scaleenterprises.
2. To ascertainwhether thereisare ationship between small and medium enterprises
poor leasing attitudesand their finding
For the purpose of the study thefollowing hypothetica statement are considered relevant:
H,1  Thereisnosgnificant effect betweenleaseoption andthe profitability of small and
medium scaleenterprises.
H2  Thereisnosgnificant effect between small and medium enterprises poor leasing
attitudesand their findings.

THE CONCEPT OF SMALL AND MEDIUM SCALE ENTERPRISES

Though severd attempts have been madeto definesmall business, yet themoretheattempt
themoreitisreveded that thereisno universally accepted definition that could includethe
diversity and variety of small scaleenterprises. Thusdefinitionsarebased on anumber of
criteriawhich vary from one soci ety to another (Olannyeand Oyibo, 2002). A survey of
existing literature on this subject indicatesthe following as mostly used criteriafor the
definition of small scalebusness.
Ownership Structure

a Number of employees

b) Initial capita outlay (venturecapital).

C) Nature of business.

d) Technology employed.
At the 13th council meeting of the National Council on Industry heldin July, 2001, Micro,
Small and M edium Enterprises (M SM Es) were defined by the council asfollows:
Micro/Cottage I ndustry: Anindustry with alabour size of not morethan 10 workers, or
total cost of not morethan N1.5million, including working capital but excluding cost of
land.
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Small-Scalelndustry: Anindustry with alabour size of 11 —100workersor atotal cost
of not morethan N1.50 million, including working capital but excluding cost of land.
Medium Scalelndustry: Anindustry with alabour size of between 101 — 300 workers
or atotal cost of over N50 million but not morethan N200 million, including working
capital but excluding cost of land.

Large Scale: Anindustry with alabour size of over 300 workersor atotal cost of over
NZ200 million, including working capital but excluding cost of land.

According toAdidu (2006), small and medium scale enterprisesare generally
characterized by thefollowing: (i) Persona commitment of the proprietorswhoselifesaving
usually formthebulk of thestartup capital; (ii)low initial capital requirement; (iii) ease of
entry and exit; (iv) smpletechnology; (v) high content of local inputsin the production
process, (Vi) high potential for employment opportunities; (vii) lack of management skills;
and (viii) high potentia for foreign exchange earningsthrough export.

Aborode (2007) listed the benefits of small and medium enterprisesto include;
provision of an effectivemeansof stimulating indigenousentrepreneurship; creating greater
employment opportunitiesper unit of capital invested and aid the devel opment of local
technol ogy; through their wide dispersal, they provide an effective means of mitigating
rural/urban migration and resource utilization; by producing intermediate productsfor use
inlarge scale enterprises, they contributeto the strengthening of industria inter-linkages,
they also retain acompetitive advantage over large enterprises by serving dispersed local
marketsand produce variousgoodswithlow scale economiesfor niche markets; and they
aso serveasaveritable means of mobilizing and utilizing of domestic savingsaswell as
increased efficiency through cost reduction and greater flexibility.

TheProblem of Small and M edium ScaleEnterprises(SMES) in Nigeria

Smadl and medium scaleenterprisessuffer fromal ot of problemswhich maketheredization
of the benefitsof SMEsdifficult in the Nigerian economy. Iromaka (2006) statesthat the
most important problemsof SMEsincludethefollowing:

Constrained Access to Money and Capital Market: Most SMEs are restricted to
fundsfrom family membersand friendsand are therefore unableto respond timely to
unanticipated challenges. Moreworrisomeisthe SMIEsinability to adequately tap available
financefromthecapital market. Thishasbeen attributed to their averson to disclosureand
ownershipdilution.

Lack of Continuity: Most small-scal e establishment are sole proprietorshipsand such
establishments often cease to function as soon asthe owner losesinterest or dies. This
raisestherisk of financing such establishment.

Poor Management Expertise: Management hasawaysbeen aproblemin thissector as
most entrepreneurs do not have the required management expertiseto carry themthrough
oncethebus ness startsgrowing. The situation gets compounded astraining isnot usualy
accorded priority in such establishments.

I nadequate | nformation Base: Small scaleindustriesare usually characterized by poor
recordskeeping and that usualy starvesthem of necessary informationrequired for planning
and management purposes. Thisusually affectstherealization of thissector.
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Poor Accounting System: The accounting system of most small scaleindustrieslack
standards and does not make room for the assessment of their performances. That creates
opportunity for mismanagement, which subsequently may lead to enterprisesfailure.
Unstable Policy Environment: Government’spolicy instability has not been hel pful to
small scaleindustries. That has been destabilizing and hasindeed sent many small scale
industriesto early fold ups.

Restricted Market Access. Insufficient demand for the products of the SMEsa soimposes
constraint on their growth. Although many SMEs produce some inputs for the large
enterprises, the non-standardization of their products, the problem of quality assuranceas
well asgeneraly low purchasing power, arising from consumers dwindling real incomes,
effectively restrict their markets. Thisisfurther compounded by the albsence of knowledge
about the existence of fringe marketsby the SMEs.

Concept of Leasing
Theproperty coveredinaleaseisusually red estate or equipment such asan automobile
or machinery. Therearetwo mainkindsof leases. A capitd |easeislong-term and ownership
of theasset transfersto thelessee at the end of thelease. An operating lease. On the other
hand, isshort term and thelessor retainsall rightsof ownership at al times. An agreement
that permits one party (thelessee) to use property owned by another party (thelessor).
Thelease, which may bewritten either for ashort term or for along term, often resultsin
tax benefitsto both parties’. Once aleaseissigned, itsterms, such astherent, cannot be
changed unlessboth partiesagree. A leaseisusudly legally binding, which meansyou are
heldtoitstermsuntil it expires. If you break alease, you could beheld liablein court. An
ora or written agreement transferring theright to exclusive useand possession of property
for some period of time. Someimportant |ease conceptsare

. Thenormal requirement that all contractshavingto dowithrea estatemust bein
writing does not apply to contractsthat are capable of performancein oneyear or
less. Inmost states, an oral leasefor lessthan oneyear isenforceable; an oral
leasefor alonger periodisnot.

. A tenant isnot relieved of responsibility to pay rent if the premisesare damaged,
destroyed, or partially or totally unusable unlessthelease allowsit, or unless
consumer protection lawsapplicabletoresidential leasesalow it.

. If atenant transfersthe entireremaining term of aleaseto someone e se, that isan
assignment. If atenant transferslessthan the remaining term, that isasubl ease.
Either way, theorigind tenant isstill fully responsiblefor complyingwithal lease
terms, even if the new one doesnot. In most states, alandlord may requireits
approval beforeassignment or subletting, but may not unreasonably withholdits
approval.

. A tenant’sinterest under alease may beinsured, in addition to coveragefor the
contents. Theinterest may a so be mortgaged, although that would be extremely
unusual except inthecase of va uableimprovementsbuilt onleased land under a
long-termleass’.
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Typesof LeasingArrangement in Nigeria

Financial leasing isan aternativeto bank loan financing for equipment purchases. The
lessor buysthe equi pment chosen by thelessee, who then usesit for asignificant period of
itsuseful life. Financial leasesare also called full-payout | eases because payments during
theleaseterm amortizethelessor’stotal purchasecosts(residua vaueistypically between
0%- 5% of original acquisition price), cover hisinterest costsand providehim profit. The
lessee carriestherisk of obsolescence, and costs of maintaining theasset in good working
conditionandinsuringit. Thelesseetypically hastheright to purchasethe asset at theend
of thelease contract for anominal fee.

Hirepurchaseisahybridinstrument a so providing an dternativeto bank financing
for the purchase of equipment. Theinstrument istypically used for retail or individual
financing of motorcycles, sewing machines, refrigerators, and other small ticket items. The
lesseetendersahigher down payment (sometimes up to 30% of the purchase price) and,
with each lease payment anincreasingly higher percentage of ownershipistransferredto
thelessee, thushbuilding up equity. Ownership trangfer isautomeatic onced| reguired payments
aremade. Comparedto afinancia lease, thisarrangement isjudicially lesssecurefor the
lessor becausethelesseeis part owner of the asset. On the other hand, lesseeshavea
sufficiently large stakein the equipment being acquired, to avoid therisk of losing that
gakethrough default. An operating leaseisnot ameansto finance equipment frommultiple,
serial rentals and the final sale of the asset. The leasing companiesincur the costs of
maintaining theleased assets.

METHOD

Thisstudy made use of the survey design. The dataused in the study were obtained from
both primary and secondary sourcesof data. Theinstrument of primary datacollected
wasthrough the questionnaire and face-to-faceinterview. The questionnairewas pre-
tested before useto suit the respondents’ level of understanding. A 5 point Likert type
scalewas used with thefollowing response categories.

Srrongly Agree(SA) = 5points
Agree(A) = 4points
Undecided (UD) = 3points
Strongly Disagree (SD) = 2 points
Disagree(D) = 1 points

Thetarget populationismade up of al ownersof small and medium scale-enterprisesin
DetaState. The number issomewhat infinite. Theresearcher decided to limit thetarget
popul ationto only ownersof smal and medium enterprisesinvolved in productiveventures
in Ozoro, Oleh and Kwale. A sample of 100 respondentswasrandomly selected. Data
collected were collated, presented on tables and analyzed using percentage. Thetables
presented contain the analytical detailsrelating to thefindingsfrom the respondents. In
addition, the hypothesesformul ated were tested using the Pearson Production Moments
Correlation Coefficient at 0.05% level of significance.
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RESULTSAND DISCUSSION

The results on table 2 show the cal culation of Pearson Product Moment Correlation
Coefficient on therel ationship between lease option and profitability of smal and medium
scal eenterprises. Theanalysisshowsthat thereisapositive and significant relationship
between |ease option and the profitability of small and medium sca eenterprises. But there
isagreater needto test further in order to justify the stated hypothesis. Thetable shows
that the calculated value isgreater than the critical value. Thereforethe hypothesisthat
thereisno significant rel ationship between | ease option and the profitability of small and
medium scal e enterprisesisreected. Thisfinding was supported by the study carried out
by Akinbolaand Otokiti (2012). According to them for every 100% changein organi zationd
profitability, |ease option contributed 39.9%.

Fromtheanalysisontable3, theresultimpliesthat thereissignificant relationship
between sma | and medium enterprises poor leasing attitudesand their findings. But there
isalsotheneed totest further so asto justify the stated hypothesis. In doing so, test of
sgnificanceisemployed. Thenull hypothesi sthat thereisno significant rel ationship between
small and mediumenterprises poor leasing attitudesand their profitability isrgjected. This
impliesthat thereissignificant rel ationship between small and medium enterprises poor
leasing attitudes and their profitability. Thisfinding was supported by Olatuji and Sarat
(2014) who Satethat pogitivere ationship existsbetween small and medium scaeenterprises
poor leasing attitudesand their findings. The study observesthat the awarenessleve of
operatorsof SM Senterprisesabout lease optionsisstill relatively low inthe study area.
Many entrepreneurs do not assess |ease option and that invariably affectstheir overall
performance and in most cases affectsthe continuous existence of such businesses. The
study a so reved sthat |easingisanchored on the philosophy that profitsare earned through
the use—rather than the ownership of equipment and assets.

Table 1: Typesof Businessesby Ownersof Small and M edium Scale Enterprises
SIN Typesof Entrepreneurship No of Owner sof Small and
Medium ScaleEnterprises

1 Bakery industry 14
2 Barbing saloon 16
3 Block industry 13
4 Computer assembly and repairs 9
5 Fashion design/Tailoring 12
6 Furniture/Carpentry 10
7 Laundry/Dry cleaning 8
8 Medium clinic/Hospital services un
9 Photography 13
10 Shoe making 7
1 Super market/Gift shop 15
12 Welding and Fabrication 6
Total 134
Source: Survey, 2014
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Table2: Calculation of Pearson Product Moment Correlation Coefficient on the relationship between
|ease option and profitability of small and medium scale enterprises.

Options X Points Y Responses XY X2 Y?2
Strongly agree 5 [ 205 o) 1631
Agree 4 3 124 16 %61
Undecided 3 16 48 9 26
Strongly disagree 2 8 16 4 4
Disagree 1 4 4 1 16
Total 15 100 397 55 2978
[ = NY XY -> XYY
JINE X (ZX)?=NZY? = (2Y?)]
[ = 5(397) - (15)(100)
\/ (5%55) - (15) 2 (5%2978) - (100)2
(= 1985-1500 _ 485 _ 485
\/ (275-225) (14890—-10000) - 7/50% 4890 - 244500
= 28 =0.9808
49446
r
T, =
= [1-r?
n-2
_0.9808
/1-0.9808?
5-2
_0.9808
/1-0.96196
3
T, =8.7100
T,=n-2a005=5-2a0.05=3a0.05
T.,= 2.35

Table3: Calculation of Pearson Product Moment Correlation Coefficient ontherelationship
between small and medium enterprises poor leasing attitudes and their profitability.

Options X Points Y Responses XY X2 Y2
Strongly agree 5 43 215 o) 1849
Agree 4 2 112 15 84
Undecided 3 14 Vivg 9 19%
Strongly Disagree 2 9 13 4 8l
Disagree 1 6 6 1 )
Total 15 100 393 55 2946

Source: Field Survey, 2014
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Y X =153 Y =100,¥ XY =393, ¥ X2 =55, ?= 2946
5(393) - (15)(100)
|/ (5x55) - (15)?(5x 2946) — (100)?

r=

1965-1500
|/ (275-225) (14730-10000)

2,a005=5-2,a005=32a0.05
. T,=235

CONCLUSIONAND RECOMMENDATIONS

The study examined equipment |leasing as an alternative means of financing small and
medium scale enterprisesin Nigeria. The study therefore concludesthat since equipment
leasing hasasignificant effect on the organizational profitability of small and medium
enterprisesand that thereisapositive and significant relationship between lease option
and organi zational performance. Thishasalot of implication on the economy and the
nation at large becauseif the businessesaredoing well at themicrolevel dueto availability
of lease options, the Gross Domestic Product at the nationd level too would beinfluenced
positively. Based onthefindingsof thestudy, thefollowing recommendationsare considered
relevant:

1 L easing companiesshould increasetheawareness campaignsto operatorsof small
and medium scaleenterprises.

2. L easing companies should improve ontheir rates by reducing rentson leasable
equipment so that SME’ scan benefit more from thisform of finance option.

3. Besides, |easing organi zations should endeavor to understand thereal requirements

and scope of work of the small and medium enterprises so that they can provide
real lease solutionsthat suit the corporate needs of the organizations.

4, Finally, small and medium enterprises operator should consider best option of
financing their businessesin order to have abalanced cash flow and good cash
liquidity for their operations.
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