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An Empirical Study Of A Manufacturing Firm's Capital Structure
The 7up Bottling Company Experience

S. A. Adebola

The concept of "Cost of Capinl” is a fundamental and crucial factor in the financial management of
acompany, whether the problem is one of evaluating a capital investment proposal, solving a short-
term liquidity difficulty, or shaping the long-term financial structure of the company. However, an
enduring controversy among practitioners and academics of financial theory concerns the effect of
financial leverage, or gearing ratio, on the overall cost of capital, stock price, and market value of a
firm. A further issue of controversy is the perception, generally among financial practitioners, that
the concept of an optimal composite cost of capital is only an academic exercise, as it is not easily or
practically computed. Recentpublications apparently indicate that these controversies still persist.
Hence the relevance of this contribution.

This paper examines this issue, using the 7-up Bottling company (Nig) Ple, as a case study. The
study methodology was essentially one of desk research, adopting a research typology of the
accumulation, analysis and evaluation of published data in respect of the financial structure of the
said firm within the period 1997 to 2001.

The graphical and statistical X' test method were employed for the data analysis.

The paper concludes with wn affirmation of the Net Income/Dependent Theory, that the
company's financial leverage does actually have effect on its composite cost of capital, market value
and stock market price. In the specific case of 7-up Bottling company, at the material time of the
study a leverage of 50% was found to be most suited as optimal capital structure, while the gearing
ratio of 34% was discovered to be the leverage that gave the company its highest cost of capital, and
the least marker value.

The paper went on to argue that the strength and significance of the impact of a firms leverage on its
composite cost of capital and market value is not static, but that it is actually a dynamic factor of
financial management, as it changes from time to time.

Introduction

The financial structure of a firm refers to the way the firm's assets are financed.
The modes of asset financiag are usually through short-term debts, long term debts, and
shareholders' equity. It would be noted that shareholders' equity is generally taken to
include share capital and retained earnings. However, the capital structure of a firm refers
to the firm's financing, as represented by long-term debrt, share capital, and retained
earnings.

The issue of cost of capital for a firm is a most crucial factor in finance decision
making. It's importance and overall relevance cannot be overemphasized for a
practitioner of business administration. The more marginal an investment decision is, the
more important it is for thefirm to have the required prerequisites for the measurement of
the relevant cost of capiral, at least in providing the firm’s management with a meaningful
capital cost assessment.

The firm's cost of capital can be defined as the rate of return that a company must
earn on an investment that will be just sufficient to maintain the value of the business.

The maximisation of profits by a company over time generally implies graowths

* Dr. 5. A. Adebola is a Lecurer in the Department of Business Administration & Maeketing,
Babcock University Ilisan-Remo, Ogun State, Nigeria,
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(1983) asserted thus, "the two types of organizations that have the worst employee
communications are hospitals and universities. It can almost be said that they treat their
employees with contempt,” he concluded.

Goldhaber et.al (1978) summarized the findings of numerous organizational
communication audits thus:

i.  Most employees neither receive nor have the opportunity to send a great deal of
information. Their primary need is for information related to their jobs. Most want
to receive more information, rather than send more information.

ii. Thehigher up the hierarchy information is sent, the less the responsc.

iii. Theemployee's best source of information is the immediate supervisor

iv. Thelowest quality of information is from top management, thus reducing the quality
of information from all sources.

v. Employees get more information than they would prefer from the grapevine. They
perceive it as a fast, but not accurate, source of information.

vi. Thereisaneed for more face-to-face meetings with top managers.

vii. Employees generally enjoy good communication relationships with their immediate
supervisors and co-workers, but they find that the communication climate in the
total organization limits openness, lacks incentives, minimizes input, and offers few
opportunities to influence decisions.

viii. Whereas most are satisfied with their jobs, employees are not optimistic about their
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transmitting the culture of their organizations. According to Deal and Kennedy (1982),
the elements of organizational culture include:

i, Organisational environment - external demands that determine what the
organization mustdo to be successful. )

ii. Values concept and beliefs within the organization that defines success and
establish achievement standards

iii. Heroes people whoare held up as personifications of organizational values and serve
as role models for others.

iv. RiteandRituals programmed and routine behaviour in the day-to-day work, and the
ceremonies that spell out what is expecred of employees p

v.  Cultural network the hidden hierarchy of power that includes the storytellers, spies
and rumor monger often used to ger things done or to transmit information and
values- the informal structure. -

They concluded thatitis through this element of organizational culture that people learn

how to behave in the organization and also develop feelings and attitudes about what they
do.

Organizational culture can be inferred from what people say, do and think within an
organizational setting. [tinvolves the learning and transmitting of knowledge, beliefs and
patterns of behaviour over a period of time. This translates to mean that an organisational
culture is fairly stable and does not change fast (B.Littal 1983). Organizational culture sets
the tone for the organization and establishes implied rules for the way people should

- future with the organization. This feeling is more related to commuiiication
problems and lack of feedback and opportunities to participate in decisions making,

Goals Of Employee Relations/Organisational Culture.
An ideal working relationship is characterized by seven conditions (Cutlip et.al
1985). They are:
i.  Confidence and trust between employer and employees
ii. Candidinformation flowing freely up, down andsideways
it Satisfying status and participation for each person
iv. Continuity of work without strife
v. Healthful surroundings
vi. Success for the enterprise
vit. Optimism about the future.

These conditions are however tampered by forces at work in the social, economic
and political environment and thus made them unattainable. This assertion
notwithstanding, employers should spare no efforts to ensure that the above named seven
conditions among others are present in the working interconnectivities of their
employees. These become indispensable because these seven conditions among others
influence the organizational culture. Once the organizational culture is positive i.e.
employer and employees are able 1o understand the standpoint of each other, and then the
likelihood of conflict is greatly reduced.

Organizational culture is the way of doing things and communicating those ways 1o
newcomers and each other in the organization through indoctrination publications like
pamphlets, manuals, books/booklet, brochures, journal: internal, and speech etc.
Glaringly, employee communication specialists are key actors in determining and

behave. {Deal and Kennedy 1982). The effectiveness of organization is also influenced by
the organizational culture which affects the way the managerial functions of planning,
organizing, staffing, leading, and controlling are carried out (Weihrich and Koontz 1994).
The role (influence of leaders) of managers in creating organizational culture and
maintenance of it isimmense. Their values influence the direction of the enterprise,

Yoash Wiener (1988) caprured it thus’ "value driven corporate leaders serve as role
models, set the standards for performance, motivate employees, make the
company/organization special, and are a symbol to the external environment”. Weihrich
and Koontz (1994) ubular illustration of organizational culture and management
practical reproduced below summarized it. Given the choice, most people would
probably prefer to work in an organization such as environment B unlike environment A,

Table 1: Hlustrations of Organisation Culture and Management Practice
Environment A Environment B

Planning

Goalsare set in an autocratic Goals are set with a great deal of
Manner. Participation.

Decision-making is centralized. Decision-making is decentralized,

Organising
Authority is centralized.
Authority is narrowly defined

Authority is decentralized.

Authority is broadly defined
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apart of a winning team and a family. This stage requires adequate, relevant and up to date
instructions and guides, which should be given by trained people, in most cases, by those
in charge of the employee communications of the organization. Cards should be laid on
the tables open, and not open-closed, closed open, nor by performing abracadabra. It
should be remembered that first impressions last. During interview, the interviewers
should be trained on how to talk to elicit desire response from those to be interviewed.
They should also comport themselves and made to know that they are the first contact the
prospective employees will have with the organization.

Whatever is being done at this stage should be directed at making the new employee
happy and proud, but the cards must be laid open, not open-close, nor closed-open.

THE WORK Here many face-to-face and mediated communications provide
instructions, news, and job-related information. At this stage, the employees want to
know his line of duty, his limitations, and his power cum authority upwards, downwards
and sideways. He wants to know to what extent he can act without taking instruction
from the superior officers. This stage requires being adequately briefed on the
aforementioned areas by the head of the department of the new employce. The new
employee at this stage wants to be extremely careflul else he is said not to perform, thus he
needs the aforementioned. The employee wants to know to what extent in his duties he
can spend his money and get it back. His main concern here is information that can assist
him o effectively perform his duties. i

THE REWARDS AND RECOGNITION. This involves announcement

publicity and special events concerning compensation, promotions, bemefit programs,
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public opinion. The employee also must as of necessity avoid those things that could lead
him into trouble, which should be codified in employee's handbook.

RANGE OF MEDIA AND TECHNIQUES IN EMPLOYE!L
COMMUNICATIONS. ¥

The number of communication media to use in employee communication is
immense. Organizations probably will use only those few methods, which suit it best.
Besides, much is a function of the nature of the organization, its kind and range of
personnel, and the location of the work place. Apparently, a supermarket store is very
compact relative to a multinational company, just as a one-man small enterprise cannot be
compared witha university with its various faculties and departments. The range of media
and methods is outlined below.

Notice board: This can be placed at vantage points throughourt the organization so
that everybody is given the same information at the same time. Items may be printed in
poster fashion and attached to the boards or the hoard may consist of sections or clips for
each type of news item. No other items should be fixed to these boards. Ideally, items, for
notice boards should be given to a controller, example, the public relations officer who
reproduces the items in an attractive form and is responsible for positioning them. Only
this person or his representative should be allowed to place items on the notice boards.
The items placed should not be allowed to over-stay, probably, items placed should not
exceed three to four days. This isto prevent a situation where the personnel will develop a
disinterested attitude towards the notice board owing to constantly seeing the same thing
often on the notice boards.

B special events, and award winners. Communic ion at this stage is directed ar making the

employees see that the organisation believes in democracy and will duly reward its
dedicated members of staff, just as catering for the immediate family of members of staff.
Some of the things done by employer at this stage are:

Recognition for long service awards

ii. Recognition for performing a feat example making the organization proud by
winning national, state or international awards, professional awards, industry awards
or even assisting the organization in coming up with effective wiys 10 improve its
products and services and yet maintaining quality. It may also be recognition for
excellence associated with the promation of academic excellence or a break through
in research.

iii. Assistance rendered by the employer to members of staff, who are in need, such as
members of staff whose father or mother died or whose relation died, or gave birthto
twins, triplets, quadruplets, etc.

v.  Assistance rendered to members of staff for improving themselves academically i.e.
for higher degrees

v.  Benefit programs such as allowance: yearly and sabbatical leave etc.

THETERMINATION OR WORK INTERRUPTION

Whether caused by layoff, strike; sit in, breakdown of equipment, disaster,
climination of positions, or dismissals of individuals. Yes! Employees should still be
communicated. At this level, whether the parting of ways is peaceful or otherwise, there
should still be a way or ways to communicate. Communication at this level establishes the
prima facie case for parting of ways as well as spell out conditions or terms involved. The
employer should be careful at this stage; else he is taken to the law court or the court of

ii. Ideas box: - Boxesare placed at strategic points throughout the premises and staff are
invited to place ideas, complaints or comments in the box. Members of staff should be
encouraged to do this by not writing their names on whatever is being dropped in the
boxes. This will encourage them to voice their minds without fear or favour.
Work Council and Committees: It has been proved in Europe that strikes rarely, if
ever happen in companies, which have workers' directors on the board, work
councilsand committee (Frank Jefkins 1998: 136). The idea is that where worker
participation or involvement is allowed, the employees know and understand what is
going on. They can influence the management of the organization and are unlikely to
kill the cow that gives the milk.

iv. Induction Literatre: Like books, booklet, pamphlets, brochures, leaflets etc. Their
aim is to influence employees both old and new. They contain the story of the
organization howit works, employment policies in the areas of how to be promoted,
sacked, benefits and employments, policy concerning annual leave, sabbatical leave
in the case of those in the academic, maternity leave for women, housing, the family
tree of management, functions and interrelationships

v.  Staff Conferencesand Area Meeting: These are useful gatherings, which help to unite
staff and create good management employee relations. Besides, face-to-face
communication between management and employee occurs and this can go miles in
bringing about proper understanding of each other line of argument and stand.

vi. Visit By Management: Organisation, which has many branches, visits by
headquarters management, can create good relations, and remove the bogey of
management remoteness. These visits can often coincide with a social function to
celebrate a promotion, an award, or personal event concerning a member of the local
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viii. Positive sense of belonging an the part of the employees
ix. Satisfied customers result of satisfied employees
x.  Positive organizational image resulting from employees being proud to belong to an
organization
xi. Theorganization will be the envy of competitors
xii. Prospectiveemployees will be highly interested in the organization
xiii. The organization will have the best labour force

PUBLIC REALTIONS IN EPLOYEE RELATIONS

Public relations functions should not be substituted for personnel relations'
function. Albeit both are separate two departments with interwoven functions. Public
relations is not normally directly involved in labour negotiations, or in hiring, classifying,
training, counseling, or promoting employees. Public relations should, have
responsibility for employee communication (Cutlip et.al. 1985).

Prof. Sam Black once said of employee communication "internal public relations is
an extremely wide field. It embraces almost everything other than pay which encourages
employees to malke their maximum contribution to productivity and the prosperity of
the company. The field is not sharply defined; it overlaps with personnel welfare, labour
relations and training, and must work in harmony with these other equally important
facets of industrial management. Public relations can contribute to the creation of an
atmosphere in which people work more effectively and willingly, and therefore produce
better goods at lawer costs. It can initiate suggestion schemes and safety campaigns, lessen
waste, carelessness and absenteeism a well as enable management to communicate more

elfectively with employees at all levels, for example through house journals and joint
consultation techniques” (Introduction to P.R. Modino Press 1989).

The unique functions of public relations department and the specialized
communication training of its staff have made the department indispensable 1o the success
of an organisation. The fact remains that the specific objectives of employee
communication are tied to the goals of the organization as a whole, and 1o established
personnel and human resources development programs. This translates to clarifying who
does what and reporting relationships in employee communication, helps avoid conflict
and friction, and makes coordination of efforts possible. It is indisputable that employer
communication is made mandatory due to the desire to create environment of job
satisfaction, job security, the feeling of belongingness, an image of an informed
workforce, a highly motivated labor force, to prevent and solve barrage of conflicting
demands from the work force etc. These demands are made through the personnel
department for which the public relations department decode, dress up and
communicates through employee relations programme to maintain equilibrium in the
system, unity of purpose of the demands and resolve the conflicting tendencies of the
demands. Thus these two staff functions (public relations and personnel department) are
partners in progress.

Public relations department is best able to do the following:

i.  Correctly interpret management and personnel policies to the internal publics in
ways consistent with and responsive to the total public relations program.

ii.  Help shape employee awareness, opinions and attitudes that are carried outside the
organization.

iii. Create a favorable environment for other staff functions such as personnel and
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human resources development.

iv. Provide vehicles for and facilitate upward communication as part of the
organisation's culture. (Cutlip et.al 1985).

However, programming for employee communication calls for periodic surveys and
audits to determine what the internal publics know or feel about their jobs and place of
employment. Those involved in employee communications should be warchful of these:

i Failuretodevelop aclearimage of who the employeeis .

Undermining the credibility of being too strongly pro management

Failure to know the substance of employee relations policy

iv. A tendency to indulge in "class” forms of communication and to see administration
asa class of people rather than an activity necessary far the success of everyonein the
organization. (Cutlip et.al 1985) y R T

Furthermore, employee communication MUST not be two busy selling
management views downward. Employee communication of this type fails to stimulate
an equivalent upward flow of employee viewpoints. The result is that it does not tell
employees what they want to know, or reassure them that managers know what they
want or what bother them. Employee communication must be balanced; it must not
overstate the story to employees or over-promise results to management, which will lead
to both being disappointed: The secret for successful employee communication is being-
realistic and truthful. Thus seen in their proper roles, employees make up an
organisation’s most important publics. Constructive, mutually bedeficial relationship
with these publics is the first job of the public relations function. Besides, employee
communication is one of the eight pillars of public relations. The others being: corporate
relations, government relations, community relations, media relations, financial public
relations, international public relations and marketing support:

CONCLUSION

Employee relations' policy no doubt is partofan organisation's total public relations
plan. It needs, just as the overall public relations plan, a setious plan, because it is the basis
of production. The indispensability of employee relations to the success of an
o_,upzmwuao: cannot be overstretched because individual employees make an
organization. However, due to the forces in the working environment i.e. social, political,
and economic, technological, cultural and religious, the relationship between the
employer and the employee sometimes become unpleasant. Nonetheless, for the
attainment of common purpose, both ie. the employer and the employees need
themselves. To thisend, there is need for both partiesto understand the standpoint of each
other. There is also an urgent need for constant information to flow between the parties.
Avoidance of mis-information should be the warchword of each party while they should
also be frank and honest with each other. Cards should be laid open on the table and not
open-closed, nor closed-open. The employee relation's policies should be codified and
circulated among staffers, It should not be put in the table drawer while so much noise i
made about it, and yet no one sees it except top management staff. Normalcy even
requires that employees be given the booklet at the point ofentry. And they ?_.:mumcwcnuv
should be encouraged 1o ask questions about it. ;

The employees should conduct themselves in ways that conform to the policy. But
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