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Abstract
This study examined the various sources of finance employed by the downstream
petroleum firms in Nigeria. It also determined the effect of long-term finance on profitability.
Furthermore, it ascertained the impact of short-term finance on profitability and found out the
relationship between the medium-term finance and profitability in view of providing information

of the significant effect of long-term and short-term finance on organizational performance.

The study employed secondary source of data. The technique of analysis was fixed-effect
model through the panel data collected. The research design is quantitative. The targeted
population consisted of 25 downstream petroleum firms in Nigeria from which a sample of 20
was selected using a purposive sampling technique. Data were sourced on variables such as
profit after tax; long-term source of finance, short-term source of finance and medium-term
source of finance from the audited financial statements of downstream petroleum firms. The data
collected from the audited financial statements of the 20 firms covered 5 years between the

periods of 2010-2014.

The results of the study revealed that sources of finance as a whole significantly affected
organizational performance in the downstream petroleum industry in Nigeria as F-statistic =
249.1042 with Prob. value = 0.0000. Also, it was found that the results of the study were in
consonance with the theoretical apriori expectations. Moreso, the study revealed that long-term
finance significantly affected profitability as the t-value of long-term finance was -5.644289
with its attendant Prob. value = 0.0000. Furthermore, it was found that short-term finance
significantly impacted on profitability as the t-value of short-term finance was 9.881206 with its
attendant Prob. value = 0.0000. Moreover, the study showed that there was direct relationship

between the medium-term finance and profitability as the slope of coefficient was 0.178386.
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This indicated that 1% increase in medium-term finance would make the profitability to increase
by 17.8%.

The study concluded that in as much as sources of finance affected performance in the

downstream petroleum industry, the management and board of directors should pay attention to

the utilization of these sources particularly short-term finance so as to avoid mismatch.
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CHAPTER ONE
INTRODUCTION

1.1 Background to the Study

Finance is the elixir that assists in the formation of new businesses, and allows
businesses to take advantage of opportunities to grow, employ local workers and in turn support
other businesses as well as all levels of government through the remittance of income taxes. The
strategic use of financial instruments, such as loans and stocks, is the key to the success of every
business (Carpenter and Petersen, 2011). Finance is the process of creating, moving and using
money as it facilitates global money flow (Daniel and Reitsperger, 2009). When some elements
of finance process break down, companies go out of business and the economy moves into
recession. All facets of the global economy depend upon an orderly process of the finance. Oil is
a major source of energy in Nigeria and the world in general. Oil being the mainstay of the
Nigerian economy plays a vital role in shaping the economic and political destiny of the country.
Although, Nigeria’s oil industry was discovered at the beginning of the century, it was not until
the end of the Nigeria civil war (1967 - 1970) that the oil industry began to play a prominent role
in the economic life of the country (Odularu, 2008). The growth of petroleum industry in
Nigeria appears to have brought dramatic changes in the structure of the economy since 1970. In
less than a decade, agriculture’s share of gross domestic product (GDP) declined from roughly
one-half to less than 30% and its erstwhile pre-eminence as generator of state revenue and
foreign exchange all but vanished (Aigbedion and Iyayi, 2007).

Empirical evidence from the developed and few emerging economies have shown that

the petroleum industries particularly downstream sector tend to influence the entire economy of
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the nation, but without adequate finance for these industries the operation, business friendly
environment, effective management, and growth-oriented government policies will not thrive as
expected (Amir and Lev, 2010). However, source of finance is a major problem for most
downstream petroleum industries as it often constitutes a limiting factor in the scheme of things.
Avolio, (2012) opined that the continued existence of any downstream petroleum industry does
not only predicate on its ability to source for fund but rather on its strategies to make better
application so as to avoid mismatching. Also, Banker, Potter and Schroeder, (2011) argued that
the downstream petroleum industry needs to finance short-term project with short-term finance
and long-term investment with long-term finance which is the pre-requisite to the concept of
‘going concern’ basis and better organizational performance.

No one can start a business or run a business without adequate funds. The amount of
capital required depends upon the nature and size of business. Finance required for downstream
petroleum industries may consist of owners’ contribution and borrowings from different sources
(Ouchi, 1979). The importance of finance arises basically due to the time lag between revenue
generated through sales and the initial expenditure. Availability of finance is therefore,
considered essential for day-to-day activities as well as for investment in durable (fixed) assets.
The importance of finance has increased and will continue to increase with the growth of
business and industry. This is because large scale production and distribution require
considerably large amount to be invested in downstream petroleum business. Even then, the
necessity of finance does not come to an end with the commencement of business (Simons,
1990). Additional funds are needed from time to time for expansion. Furthermore, changing
environment of business and increasing competition may require new methods of production or

distribution to be adopted, or plant and machinery to be modernised, or new products to be
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introduced in the market. In the absence of additional investment for such purposes it may be
impossible for the business to survive. Finance plays such a vital role in modern enterprise that it
is often said to be the lifeblood of business. Finance is needed at every stage in the life of a
business. It must be available at the proper time. It must also be adequate for the purpose for
which it is needed. Insufficient funds may affect the growth of the firm adversely. All economic
activities in the modern world centre round the use of finance. The term finance “means money
or funds”. Financing means making money available when it is needed. Business finance refers
to money required for business purposes. Sources of finance remain a controversial issue in
finance literature because of its dynamic nature of corporate financing mix, which takes the
stage of many events in firms’ activities (Anthony, 2012).

Corporate sources of finance are generated either internally or externally. The importance
of sources of finance lies in its pivotal role in satisfying long-term physical investment needs
across all sectors of the economy and specifically they are key drivers of growth,
competitiveness and procurement of assets such as the infrastructure, real estate, research &
development and new ventures. The financial sector plays an essential role in providing and
channelling financing for investment. The recent financial performance, the current financial
position and the expected future financial performance of the downstream petroleum industries
needs to be taken into account, when considering the source of finance to be used by the
industries. When evaluating recent or forecast organisation performance, key areas to consider
include the growth in turnover, the growth in operating profit, the growth in profit after tax and
the movement in profit margins. Return on capital employed and return on equity could be
calculated. A fundamental part of reigniting growth is ensuring the availability of sufficient

resources to meet long-term investment needs. The relationship between the sources of finance
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of a company and company’s performance has been a matter of debate for a very long time.
Papers have been written and erudite scholars have also made series of research on sources of
finance and the value they added to the organisation.

Organizational performance refers to ability of an enterprise to achieve such

objectives as high profit, quality product, large market share, good financial results, and
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