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Abstract

Iy the field of financial management, sharcholders
wealth maximization is often seen as the desirable
soal not only from the sharcholders perspective
but forthe society at large: with the firm's primary
goul aimed mainly st maximizing the wealth of its
shurchalders. This study thus aimed at
determining the impact of the core financial
managemen! decisions or functions on firm value
or shareholders wealth, The study adopted the use
of the Ordinary Lenst Squarcs (OLS) multiple
regression and correlation matrix w aseertain the
relationship between shareholders value and the
core financial management decisions/functions.
The results of our findings in the correlation
matrix revealed that all the financial management
practices were negatively corrclated with
shareholders wealth or firm value while the OLS
multiple regression revealed thar dividend
decisions and investment decisions were the two
variables that exert significant influences an
shareholders wealth or firm value,

Introduction

Financial management is the managerial planning
and control of linancial resources of a busipess to
achieve the objectives of the business (Olowe,
1999y, Financial management s s managerial
aclivity that is concerned with the planning and
controlling of the firm's linancial resources
{Pandev. 2005). The field of linancial
mahngement is of immense interest to academics
and praclitioners beeause it is an emerging
discipline with many uareas where common
grounds have not been reached. Financial
management focuses on the acquisition ol funds
whiteh concerns the financing decision of the firm
(chaice ol the sources of funds for which projects):
and utilization of funds which concerns the
inyestment decisions {determination of the firm's

choice criteria as well as the selection of
investment project that pass the finm's lest of
acceptance using the company's choice eriteria)
and dividend decision which concerns whether or
nol Ly pay dividends: ifves, whether to pay cash or
scrips. bonus shares in Jien of dividends or a
combination of both ie. cash and shares and
liguidity decision which concerns the
management ol current assets ( Pandey, 2005),

Financial management is based on the assumption
of shareholder's wealth maximizalion ohjective
(Olowe, 1999}, Shareholders' wealth
maximization cannot be achieved without a
recourse lo the functions  Ninancing, invesimenl,
dividend and liquidily decisions. Financing
decisions have implication for the cost ol capital
and the conseguent optimisation ol retums; the
way the finance of a firm is managed determines (o
a large extent ity survival and growth (ldolor,
2000 investment decisians have implication for
the company's profitability and hence s
competitiveness and survival in the market place:
dividend decision have implication for the
shareholders' continued loyalty as well as the
organization's well being i the sight of the
investing public (present and potential) and the
capital market and lguidity decisions have
implication for the current asset of the firm,

A careful juxtaposition of fnancing, investing,
dividend and liquidity decision indicates thal they
we all erucial o the aptimization of corporate
returns, This underscores the importance  of
financial management to the suceess of business
organizalions.

While most researchers agree on the importance
of sond linancial management and ils funetions
in achieving shareholders wealth maximization
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phjective, the point of departure tends to remain
with the hierarchy of prepetency of each of the
lunctions. The essence ol this study is to wade into
the controversy and see which of the oft reported
functions is significantly predominant o this very
important area of finance. Essentially the study is
exploratory and the case studies are conlined to
Migerian commercial banks.

Stmiementofthe Research Problem

Little attention has been piven o the empirical
evaluation of financial management practices in
Migerian banking institutions. Non-adherence Lo
financial management practices has been
identified as the cavse of illiquidity, poor
investment strategy, poor dividend decision and
non-optimal capital structure in Nigerian banking
instilutions.

1L is against this background thal the study seeks to

provide answers to the following questions:

(a} Does Nigerian commercial banks
dividend decisions affect their desire (o
maximize sharcholder's wealth?

(b) To what extent do Nigerian commercial
banks financig decision affect their
desire lo maximize shareholders'wealth?

fe) 5 the maximization of shareholders'
wealth in Nigernan commercial banks
influenced by their investment decisions?

Is there a relationship between Nigerian
commercial banks |iguidity decisions and the
maxinization ol'sharcholders’ return orwealth?

The Cancept of Financial Management

Financial management is the managerial plapning
and control of financial resources of a business to
achieve the objectives of the business (Olowe,
1999). Pandey (1999} defined financial
management as that managenal activity which s
concerned with the planning and controlling of the
firms financial resources. The field of financial
management 1s of immense interest (o academics
and practitioners. This is basically because it is an
emerging  diseipline with many areas where
controwersics exist, and for which no unanimous
gercement has been arrived At Prac ieing
managersalso find this subject interesting because
among the most crucial decisions ol the lirm are
those which relatés o finance; and an
understanding of the theory of financial
management provides them with conceptual and
aralytical ingight (o make those decisions
skillfully, The scope of financial management is
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very wide: because there exist an inseparable
relationship between fnance an the one hand and
other basic organic functions (Production
narketing, and Human Resources) performed by
the organization. BGasically all kind ol business
activities directly or indirectlv involves the
acguisition and use of funds. For instance, saivs
promotion policies come within the purview of
marketing, but advertising  and  other sales
promotion aetivities requires outlays of cash and
therefore alfeel fimancial resources. Recruitment
and promotion of employees in organisalions is
clearly the responsibility of the personnel
department, but it requires payment of wapes,
salaries and other benefits and thos involves
finance (Idoloretal, 2003),

Financial management is based on the assumpticn
of sharcholders wealth maximisation chjective
(CHowe, 1999), The frm's investment and
financing decisions are unaveidable and
comtinuous. In order (o make them rational, the
firm must have a goal. Ttis thus generally agreed in
theory that the financial management goal of 1le
firm should be the maximisation of shareholders
{owners) economic welfare. by maximising the
wealth of shareholders as reflected in the market
value of shares (Pandey, 1999). The Ghjective of
shareholders wealth maximisation (SWNM) is an
appropriate and operationally feasible criterion 1o
choose among the altermative financinl actions.
This is because 1t provides an unambiguons
measure of what financial management should
seek o maximize in making investment and
financial deecisions on behall of owners
{shareholders} Therefore. the performance of the
financial manager must thus be evaluated in line
with the overall objective of shareholders wealth
maximisation (Olowe. [999). Shareholders
wealth maximization. means maximising the nel
present value of a course oT action to sharcholders.
The net present value (NPV) ol a conrse al setion
is the difference berween the present value ol ils
benefits and the present value of its cost. A
financial action resulting in positive NPV ¢reatus
wealth for shareholders and is therelsre desirable,
A financial action with negative NPV should be
rejected  since it would destroy  shareholders
wealth. Among a number of mutually exclusive
projects, the one with the highest positive NPV
should be adopted (Pandey, 1999} Wealth
maximisation considers risk and time factor. This
is reflected in the discount rate which.can be
adjusted up or down for fisk and time preferences,
Wealth maximisation is also veriliable, [Ta (i s
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nraximising its NPV, there will be increase i the
demand or its shares, so the price b its shares will
vise, Diherwise, its share price will fall. Wealth
maimisation can be derived using the Jollowing
method:

“I =_"‘i'l_ = _'1'! E 2 L _'lll i
(1+k)! (1K) {1k

Whare Ay Ase o A
expected tooceur it a course of action s adopted
(., = TheCostof that actinn

K = The appropriate discount rate 1o measure the
guality of A's

L2 o n=Tineor number of oecurrence

W = the net present valuoe of wealth ie, the
differenee between the present value o the stream
ol benelitand the initial cost,

I'he stream of henefit

e data required for wealth maximisabion
eriterion are the cash-inflows and cash outflows.
Non cash expenses are excluded. In addition,
asgets are valued stmarket prices{ Eriki, 1999),

There are basieally three major  activities/
Tunctions carried ot in fnancial manaegement.
These include the raising of fund {financing
function), the control snd utilization of funds to
mueel the diverse needs and objective of the firm
{investment function} and the payment of
dividends to shareholders (dividend function),
Hiwever Pandey (1999) has suggested a [ourth
financial management function which invelves
the management of u [Trm's corrent asset (Hauidity
fumetiony, These functions, viery hrielly discussed
i the pest subsection of this study, re interrelated
and have impact on the makel price of a
company's shares,

Investment Decision

This is the allocation ol an organisation's capital
tunds to investmen! proposals te yvield futore
beneflits that will meet up the expectations of all
investors in a company (Olowe, 1999),
Investment decision arcapital budgeting involves
the decision of allocation ol capital or
coanmibment of funds o long-term assets thal
would yield benetits in the future. Twe important
aspects  of the investment decision are the
evaluation of prospective profitability ol new
investments and the measurement of 3 cut-ofl rate
against which the prospeetive returm ol new
imvestments could be compared. Puture benelis
almvestments are difficult to measure and cannol
be predicted with certainly, Beecanse ol the
uncertain future,  investment  decisions of a

necessity involves visk (Pandey, 1999). Besides
the decision o commit funds in new invesiment
proposals also invelves decisions bardering on the
re-commilment of funds when assets becomie less
praductive or non profitable. Thus there exists a
broad agreement that 0 any mvestment decision,
the correet cul-off rate is the required rate ol return
or the opportunity cost of capital (Robickek,
1967),

Financing Decision

Financing decision isanother impartant funetion
to be performed by an organisation. Broadly, all
erganisations must deeide when, where and how
to acquire funds to meet the lirms invesiment
needs. The central issue of importance here is o
determine the proportion of equity and debt. The
mix of debt and equity is known as the [irm's
capital structure. The organisation must therefore
strive 1o obtain the best linancing mix or the
optimum capital structure for itself. The finn's
capitzl structure s considered to be optimum
when the marker value of its shares is maximized.
When the shareholders return is maximisel with
minimum risk, the market value per share will be
maximised and the Hrm's capital strusture would
be considered optimum, Onee the [irm is able
determine Lhe best cambination of debt and equity,
it must raise the appropriate amount through the
best available sources {Pandey, 1999).

Dividesd Decision

This involves determining the proportion of a
campany's carnings to pay oul as dividend or o
retain within the firm for Turther expansion
(Olowe, 1999), Naturally, the dividend policy or
decision should be determined in terms of ils
impact on shareholders value. At all times, the
optimum dividend puolicy 15 the one that
maximises the market value of the organisations
shares, However, the value, if any. of a dividend
policy o investors must be balanced agamst the
appartunity cost of retained camings.

Liquidity Decision

Current asset management that affects a lirm's
liquidity has been suggested as vet another
important  financial management Tunction, in
addition to the management of long-term assets.
Current assets should be managed efficiently fou
sufeguarding the organisation against the dangers
of ihqumdity and  insolvency.  lnvesumcnt
current assets affeets the linn's  profitability,
liguidity and sk, A conllict exisls beiween
profitability and liguidity while managing current
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assets. I the firm dees not invest sufficient funds
iy current assets, 1 may become iliqoid, Bor il
wirtld  lose profitability as wdle corrent assets
would not earn anything, Thus a proper trade-aff
must be achieved between profitability and
liquidity. In order te ensure that neither
msulTicient nor untecessary funds are invested in
current assets, the financial manager should
develep sound techniques of managing current
assets. He or she should estimate the firm's need
forcurrent assets and make sure that Tunds would
be made availablewhen needed (FPandey, 1999).

Hegearch Iypotheses

Asa frame of reference, the following hypatheses

are posed:

Ho,:  Investment decisions positively affect
sharehalders value.

Ho,  Financimg decisions exerts a positive
influence on shareholders' value.

Ho;:  Dividend decisions exert a positive
influence on shareholders' value:

Hop:  Liguidity management decisions
positively inlluences shareholder's value.

Hesearch Methodology

In this study the impact of the four core financial
management funetions/decisions on firm value or
shareholders wealth was analysed and measured,
50 that the relationship between lhem can be
established. The Ordinary Least Sguare (OLS)
method of regression and the correlation matrix
was used to ascertain the relationship between
sharcholders value and the core hinancial
management functions/decisions. Our cholee af
the Ordinary Least Square estimation technique is
based on the fact that it possesses some desirable
propertics which makes itunigue. This is beeause
amoeng o class of linear unbiased estimators. the
ordinary leasl square estimator is “hiue™ (best
lincar unhiased estimator),

Our model wus specified using shareholders
wealth or retums (SHAV) as the dependent
variable; while dividend payout (DIV), liquidity
ratior { 110, debt-equity ratio (FIN yand total Nixed
assct (INVT) was used as independent variables
{explanatory variables). Specifically, the model is
specified in functional term as follows:
SHAV=F(DIV, LIG, FIN, INVT)

The model is further specified in linear form as
follows:

SHAV = , + B, DIV + BLIY + BFIN +
BINVT+Y,
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Where:

= Intereeprof the entire regression model

B, =Slopeol DIV

|5, =8lepe ol LIO)

[ =Slopeal FIN

B =5lopeafINVT

¥ = Stochastic error term or white noise.

The definition of our model variables as well as
their apriori signs or expectations are shown in
table 1

Taldle 1 Definition of Variables and Expected Signs

. '!n:.lh':.'._.—-ull';

R ] F,
iy b

Furthermore, the nature of the study nceessitated
the use of secondary data. These data include the
selected banks' dividend pavour (proxy for
dividend decisions), liquidity ratios (proxy lor
liquidity management dacisions), debt-equity
ratios (proxy for financing decisions). total fixed
asset (proxy Lor long term investment decisions)
and returns on capital employed (shareholders
wealth or returns  which is the goal of financial
management practice). Also constraints of data
availability necessitated the use of ten (10)
pulbilicly quoted deposit money banks i Nigeria
fr pur analysis which covered a [ive (5) year
period from 2004-2008. The sampled banks were
Skve Bank, Eco Bank, Standard Chartered Bank,
Zenith Bank, Afribank, Bank PHB, Fin Bank,
Cieeante Bank, Union Bank and Stanbic [13TC
Bank. The choice of the sampled banks as
previously noted was based on the use of
judgemental sampling technigques due o
constrainls of data availabililv. The data was
sourced from BGL rescarch reports. Nigeran
Stock Exchange (MNSE) fact books and the
respective banks annual financial reports. 1 most
however be noted that due 1o recent changes in the
Nigerian banking industry, some of the banks used
as case study have cither changed their names or
merged with other banks. This however does nol
m any way dampen the flavour of our cumenl
research endeavour
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Data Analysis and Inferpretation of Regression
Result

The empirical relationships between the core
linancial management functions/decisions and
sharcholders' value was examined. The dependent
variahles used was shareholders return on capital
(SHAV) while the independent variable were
dividend payout. lquidity mtio. debt equity ratio,
and total assets. In evaluating the influence of
banks financial management practices on their

Table 2: Corrcelation Matrix

shareholders wvalue. we employed both the
Pearson eorrelation matrix and Ordinany, Least
Square (OLS) multiple regression technigue, This
is especially important [or a better understanding
of how shareholders value can be maximized by
adjustments i the bank's financial manaeement
practices. Table 2 shows the correlation matrix as
well as the regression results obtained before and
aftler eorrection for autocarrelation and
heteroskedasticity.

u - # bV INVT ? FIN LIQ B SHAV
DIV ; | ATRI6TI ) 00814 4 0016616 § 5862
SHAV 8 -voussez [ 0053604 f dosaes B oo0s0mr 4 1 |
{INVT i 0781671 4 ] g 0121996 '§ 0098802 i Ds3e14
FIN S (1121996 g 1 o2xeis ] 0264844 §
n:l.l{} O l66LG €1, (AR50 __ L2236518 o I % ;ﬂ__.l}ﬁﬂ“fj_?_;

The correlation matrix table in table 2 reveals that
the selected banks dividend (-0.03), financing (-
(.20), investment (-0015) and liguidity (-0.08)
practices are negatively correlated with
sharehalders wealth ( firm value). This implies that
most banks in Nigeria are adopting financial
management practices that are sssociated with
reducing sharcholders returns or finm value, The

Tulbide 3: OLS Muoltiple Regression Results

“Result

results alse indicates that the reduction in
sharcholders wealth or firm value 15 not strongly

associated with increases in dividend payout, total
asset, debl-equity ratioand liquidity ratio.

Inevaluating the cansal-effect relationship among
the variables, we used the Ordinary Least Squares
{OLS) regression analysis. The result 15 shown in
table3.

¥ o
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Table 3 shows the regression results obiained
before and alter correction for autocorrelation and
heteroshedasticity, which we depicted as result |
and result 2, For result 1, the adjusted R* value of
S Drurbin=Watson (DW) statistics of 2.8 and -
statistics of 1.5 (the initial result from our model)
15 very poor and sends signal that it might be
subject to the problem of autocorrelation and
heteroskedasticity. This findings necessitated the
adoption of AR (1) awcorrelation correction
methed. This aided in arriving ara more valid
result for this study,

As shawn in result 2, the R valoe of 0.28 shows
that about 28% of the systematic variations in
shitrcholders. wealth or firm value is jointly
explained by changes in the sampled banks
financial muanagement practices (iL.e. linancing,
dividend, liquidity and investmen| practices). This
is further complimented by the adjusted R-square
of 20%, "The low R-square value can be attributed
o the exclusion of other important pertinent
variables that enm contribute to firm value, The F-
stitistics of 3,40 (0.01) 1s highly significant at 5%
level of significance. This implies that the averall
model s significant, Also. the Durbin-Watson
(W) statisties of 2.2 afler post residual analysis
suggests the absence ol auwlocorrelation in the
regression results; thus aiving more credence to
régression result 2.

Alse. result 2 shiows that dividend (0,002} and
imvestment (-2.83) are the two most statistically
significant variables mfluencing  sharcholders
wealth or liem valoe al 3% level, The results also
reveaied that increasing dividend pavout in the
selected banks translate 1o inereases in i value
while increases in asset investment decreases firm
value from sharcholders wealth maximization
criterion (or view point). The decreasing effect of
assel anvestment on liem value is logically
acceptable since more funds will be plovehed
back into the firm rather than being transferred 10
the sharcholders. Furthermore, the results
revealed that financing and liquidity linanzial
minagement pravtices of the selected banks had a
negative but insignificant influence en firm value
orsharcholders returns.

Conclusion and Recommendation

lhe broad objective of this study was to
empirically evaluate the effect of financial
managemen! practices of quoted firms in the
Nigerian bourse; an firm value or value of
shareholders. Based on the empirical findings, we
discovered that dividend and imvestment financial

miatagemen! practices were the only two core
functions or decisions thal had a sigailicant
iucnce on firm value. The finding also revealed
that dividend positively influenced shareholders
wealth while investment negatively influenced
sharcholders wealth, It is therefore fair for us
generalize thal ineressed dividend payoul
ultimately leads 1o increased shareholders value
while increased investmenl in assets leads 1o
decreased sharehalders value. Also, liguidity and
financing decisions are not good [wetors in
determining shareholders wealth

Flowing lrom our Nndings we recommend that
mare focus be placed on dividend and investment
decisions as they both appear to have significant
influenee on shareholders wealth compared 1o
liquidity and financing decisions. However, we
note that serious improvements is needed in the
financing and liquidity management decisions of
Nigeria finms, as this help ensure their continued
survival (as no firm can survive withoul funds); as
well us ensure that they do not become illiquid and
msalvent. While soggesting that this research
work expresses a highly intelligemt guide to the
propellers of firm value and sharcholders wealth
maximization ¢riterion in Migeria, interested
schilars and rescarchers are herehy advised (o
conduct more research on this very topical arca of
financial management, as improvement will be
highly appreciated.
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