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FINANCIALMANAGEMENT

Financialmanagementdeals with the procurementoffunds and theireffective

utilizationinordertoachievefinancialobjectivesofthebusiness.

Objectivesoffinancialmanagement

1.Tocreatewealthforthebusiness

2.Togeneratecashforthebusiness

3.Toprovideanadequatereturnoninvestment

4.ToSatisfystakeholders

5.Forgrowth

Importanceoffinancialmanagement

Financeisthelifebloodofthebusinessorganization,thereforeeachbusinessmust

maintainadequateamountoffinancesforthebusinessrunningandactivities.

Theimportanceincludes;

1.Financialplanning,financialmanagement helps to determine the financial

requirementofthebusiness.

2.Acquisitionoffunds,thisinvolvesgettingtherequiredbusinessfundsbytappingthe

possiblesourceswithleastcost.

3.Itensuresproperusageoffunds,byspendingtheacquiredfundsonactivitiesthat

increasethevalueofthefirm s̀asset.

4.Ithelpsinmakingfinancialdecisionsinthebusiness.Forexampletheusageof

funds,investmentwhichmayaffecttheentirebusiness.

5.It’susedtoincreaseprofitabilityofthebusiness,throughensuringproperbudgeting

andregularanalysisofprofitseverytime.

6.Ithelpsmanagementtoassessthebusinessperformance,thisisbasedonreturns

oninvestment,financialutilizationetc.

7.Ithelpsthebusinesstocompareperformanceofthebusiness,byuseofratios

analysis.

SOURCESOFFINANCES

Theterm financeisdefinedastheartandscienceofmanagingmoney.

Businessfinanceisdefinedastheactivityconcernedwithplanning,raising,controlling

andadministeringofthefundsusedinthebusiness.

Sourcesinclude;

1.OWNSOURCE

Thisincludespersonalincomesavingsthatonecanusetostartabusiness.

Advantages

1.Itallowsanentrepreneurtomakeindependentpersonaldecisionsonwhereto

investthefundandwhattodowiththeprofitsrealized.

2.Ithasnoextracoste.g.nointerestispaidfortheuseoffunds.

3.The entrepreneurhas complete controloverthe benefits arising from the

investment.

4.Itisassociatedwithselfdisciplinee.g.savingmoreandearnmore

5.Thesourcehasnostringsattached.
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Disadvantages

1.Ittakeslongperiodoftimetorealizesubstantialamountofmoney.

2.Itcanpromoteextravagancesincetheentrepreneurhasonexternalcontrol.

3.It’sdifficulttodistinguishpersonalincomeandbusinesscapital,thisretardthe

growthofbusiness.

2.SUPPLYCREDIT

Thisiswherethesupplieroffersgoodsoncreditandcollectscashlaterafterselling.

Advantages

1.Itensuresthatthebusinessisconstantlysuppliedwithrawmaterials

2.Itpromotesgoodrelationbetweenthecompanyandthebusinessreceivingcredit.

3.Thesupplyingcompanygetsalotofprofitssincegoodssoldoncreditarealways

highlypriced.

4.Ithelpsthoseentrepreneurswithoutcapitaltostartbusiness.

5.Itpromotesselfdisciplinesincecreditpaymentneedhardworkandhonesty.

6.Itincreasesmarketforsupplyingthecompany.

Disadvantages

1.It’sassociatedwithhighcostofrecoveringcredit.

2.Itmayleadtobadrelationshipsinceincasethecreditisnotcleared.

3.Incaseofdemandfall,thesuppliersregistergreatlosses.

4.Itlimitsconsumerchoice

5.Itincreasesthecostofdoingbusiness

6.Itleadstobuyinggoodsoflow qualitygoodsorservices.Thismakesbuyerto

makelosses.

3.FAMILYSOURCEOFFINANCE

Thisincludetheuseoffamilyproperty,familysavingsusedtostartabusiness

Advantages

1.Ithasfewerstringsattached

2.Moreamountofmoneyisraisedatonce

3.Itpromotesaccountabilityinthebusiness.

4.Theexternalsupervisionleadstoefficiencyinbusinessoperations.

5.Low costofoperation,sincefamilymembersoffertheirexpertiseatalmostno

cost.

6.Itmentorsindividualintothecultureofsavingandbusinessoperations.

Demerits

1.Familyconflictsareextendedtothebusiness,thisaffectitsgrowth

2.Sometimespersonalinterestmayaffectthebusinessprofitmaking

3.Itmaylead to bad relationship between thefund administerand thefamily

members

4.Decisionmakingandimplementationisdelayedanddifficultasanumberoffamily

membersaretobeconsulted.

5.ItbreadsConflictofleadershipofthefamilyproperty.

4.SELLINGPARTOFTHEBUSINESSORPERSONALPROPERTY
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Thisiswhereanentrepreneurconvertssomeofthepersonalorbusinessproperties

intocashtoeithergetstartingcapitalorexpandtheexistingbusiness.

Advantages

1.Ithasnostringsattached.

2.Largeamountofmoneyisraisedwithinashortperiodoftime.

3.Itleadstoquickinvestmentdecisionmaking.

4.Itpromoteshardwork,inordertomakeprofitsandreplacethesoldproperty.

5.RETAINEDEARNINGS

Somepartsofprofitswhichbelongtoordinaryshareholdersmaynotbepaidoutas

dividendsintheperiodtheyareearned.Theseprofitsarereinvestedintothebusiness

orusedtostartanewbusinessorexpendorimproveontheexistingone.

6.Commercialbanks

Theseprovidefinancesinform ofloans.Loanisthemoneyborrowedfrom afinancial

institutionlikebanks,cooperativecreditsocieties,etc

Classificationofloans

Theycanbeshortterm orlongterm

Theshortterm loanisthemoneyborrowedwithrepaymentperiodoflessthanoneyear.

Theyinclude:

a)Bankoverdraft,thisiswhereacustomerwith acurrentaccountisallowedto

withdrawmoneyoverandabovewhatisonhisorheraccount.

b)Softloans,thisisthemoneythatisadvancedbycommercialbankswithfewer

conditionsandforashortperiodoftime.

c)Cashcredit,thisisanarrangementbywhichabankallowsitscustomerstoborrow

moneyuptocertainlimitagainstthesecuritypledged.

LONGTERM SOURCES

a)Sharecapital,thisconsistsofordinaryshareCapitaLandpreferencesharecapital

b)Debentureorlongterm loans,isdefinedasawrittenasawrittenacknowledgement

ofthedebtincurredbyalimitedcompany.thistakesabout20andaboveyears.

c)Mortgages,thisraisedbymortgagingassets

d)Institutionalinvestors,theseprovidecapitalthroughtheprocessofsellingshares

Advantagesofusingaloanasasourceofbusinesscapital

1.Itprovideextracapitaltoanentrepreneur,thisisusedtosupplementonthe

availablecapital.

2.Moremoneyisraised in shortperiod oftime,thisfacilitateeasyinvestment

decisionmaking.

3.Itencourageshardworkonthepartoftheborrowersoastorepaytheborrowed

fund.

4.Itfacilitateeasyplanning,thisisbecauselargeamountofmoneyisraisedina

singlesum.

5.It’s accompanied by externalmonitoring from the lender;this improves the

performanceofthebusiness.
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6.Ithelpstheentrepreneurtosupplementonhisorhersavings.

7.Sometimescertainloansbearlow interestrate,thisleadstothegrowthofthe

businesscapital.

8.Forthecaseofinsuredloansanychangeinbusinessperformancecausedby

naturalfactor,theentrepreneurassetsisnotaffected.

9.A shortterm loanhelpsanentrepreneurtooffsetshort-term deficite.gpaying

workers,accessingrawmaterialsetc.

Disadvantages

1.Onecaǹtaccessitwithintheshortperiodoftime,acquiringitisaprocess.This

delaysinvestmentdecisions.

2.Itisaccompaniedbyexternalcontrol;thisaffectstheoperationofthebusiness.

3.Interestamountsometimesishigh,thisincreasesthebusinessexpenditurese.g.

payingworkerssalariesontimeisaffected.

4.Incaseofbusinessfailure,thelendinginstitutionmaytakeoverownershipofthe

business.

5.Sometimeslendinginstitutionstakepossessionofthesecuritypledgedthisaffect

thegrowthofbusiness.

6.Itaffectthecapitalgrowthofthebusiness,thisisbecausetheentrepreneurpay

backmorethantheamountborrowed.

Procedureforborrowing

1.Developingafinancialplan

2.Carryingoutmarketsurveyonthelendinginstitutions

3.Makinganinquiryontheidentifiedfinancialinstitutions

4.Obtaininglendingtermsandconditionsofthedifferentfinancialinstitutions.

5.Comparingthetermsandconditions

6.Selectingthefinancialinstitutiontodealwith

7.Applyingforaloan

8.Fillingtheapplicationloanform

9. Assessingtheapplicanttoestablishwhetherthebusinessiscapableofpaying

backtheloan.

10.Agreeonthetermsandconditionsforinvestmentandrepaymentoftheloan.

11.Presentingthecollateralsecurity

12.Obtainingtheloan

13.Startpayingtheloan

Circumstancesunderwhichanentrepreneurmaygoinforaloan

1.Whenhewanttomakeanurgentprofitableopportunitythatrequireimmediate

funding.

2.Whenthereisafinancialgaptobefilled

3.Whentheentrepreneurwhattoexpandthebusiness

4.Incasetheentrepreneurwantstomeetthemarketdemand.

5.Incasetheentrepreneurwantstosupplementontheexistingcapital.

6.Whenthereisneedtoincreaseontheworkingcapitalsoastoservethecustomer
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better.

7.Whenanentrepreneurisfacedwithshortterm financialcrisise.g.fallindemand

resultingintoadropintheprofitlevel.

LOANMANAGEMENT
Thisreferstothevariouswaysofhow anentrepreneuristoeffectivelyutilizethe
procuredfundprofitablyinordertomakeaprofitandrepaythefundsatthesometime
maintainingagoodrelationshipwiththelender.
Thefollowingwaysareused

1.Loanrepaymentschedule
Thisisatabledrawnbythelendinginstitutionorindividualsshowingtheagreed
monthlyinstallmentamountaretobepaidintermsofloanamount,interestamount.
It’sdrawnusingtwomethodsofinterestcalculationsthatis
Fixedmethodandreducingmethod

Exampleone
Megaenterpriseborrowedshs4,000,000from BarclaysBankataninterestrateof5%
permonthandit’spaidinequalinstallment.Preparealoanrepaymentscheduleusinga
fixedmethodandreducingbalancemethod.
Solution

DEMAKOKOMICROFINANCELTD
P.o.box123Mbale
Loanrepaymentschedule
Nameoftheclient:megaenterprises accountno:12224353
Loansizeshs:4,000,000.interestratepermonth5%
Loanperiod5years
Methodofcalculatinginterest:fixedinstallmentmethod.

Period

year

Principalinstallment

Shs

Interestamount

Shs

Totalrepayment

shs

Principalbalance

shs

1 800,000 2,400,000 3,200,000 3,200,000

2 800,000 2,400,000 3,200,000 2,400,000

3 800,000 2,400,000 3,200,000 1,600,000

4 800,000 2,400,000 3,200,000 800,000

5 800,000 2,400,000 3,200,000 Nil

Total 4,000,000 12,000,000 16,000,000

Draftedby….. Approvedby………………….
Name………. Name………………………….
Title………. Title……………………………….
Note;
Interestiscalculatedas5x12=60%peryear(60/100x4000,000)=shs2,400,000
Principalinstallment=4000,000/5=shs800,000peryear
Totalrepayment=interestamount+principalinstallment800,000+2400,000=shs3,
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200,000
Reducingbalancemethod

Demakokomicrofinanceltd
Pobox123Mbale
Loanrepaymentschedule

Nameoftheclient:megaenterprises accountno:12224353
Loansize:shs4,000,000.Interestratepermonth5%Loanperiod:5years

Branch:Mbale
Methodofcalculatinginterest:reducingbalancingmethod.

Period

year

Principalinstallment

Shs

Interestamount

Shs

Totalrepayment

Shs

Principalbalance

shs

1 800,000 2,400,000 3,200,000 3,200,000

2 800,000 1,920,000 2,720,000 2,400,000

3 800,000 1,340,000 2,140,000 1,600,000

4 800,000 960,000 1,760,000 800,000

5 800,000 480,000 1,280,000 Nil

Total 4,000,000 7,100,000 1,1,100,000

Draftedby….. Approvedby……………………..
Name………... Name……………………………..
Title………. …… Title……………………………….
Note:
Theinterestiscalculatedbasingontheoutstandingprincipalloanbalanceforexample
inyearone,60/100x4,000,000=shs2,400,000,paidloanprincipalinstallment800,000
andthebalancebeingshs3,200,000.
Year.3,200,000x60/100=shs1,920,000.Etc

2.Documentingeverydetailsoftheloan
3.Informingtheleadinginstitutionofanychangeinthebusinessperformance

incasesuchchangesmayaffectthesales.
4.Investingtheloaninproductiveactivities,suchthattheprofitsrealizedisusedto

paytheloan.
5.Ensuringpropermanagementofthebusiness,so asto makethebusiness

profitabletoeaseloanpayment
6.Ensuringeffectivecommunicationwiththelenderaboutissuesrelatedtoloan

management.

7.Attending workshops so as to be equipped with financialmanagement

information.

FINANCIALNEEDSOFAPOTENTIALBUSINESS

Thesuccessofeverybusinessdependsonproperidentificationofbusinessneeds.Like

humanbeingshaveneedssuchasfoodsecurityisthesamecasewithbusiness.The
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businessneedsinclude;

INVESTMENTNEEDS

Theseareneedthatanentrepreneurinvestsinordertogetareturn.Theseneedsare

eithercapitalinvestmentneedorworkingcapitalneeds.Capitalinvestmentneeds

include

 Acquisitionofland

 Sitepreparation

 Buildings

 Machineryandequipment

 Installationoffixturesandfittings

 Furniture

 Provisionforinflation

WORKINGCAPITALNEEDS

Thisrefersitemsneededtofacilitatedaytodayactivitiesofthebusiness.These

include;

 Purchaseofrawmaterials

 Paymentsoflabour

 Paymentofutilities(water,power,telephone)

 Transportcosts

 Packagingmaterials

 Paymentoftax

 Machineryrepairs

 Stationeryandpostage

 PaymentofInterestonloans

PREOPERATINGNEEDS

Thesearebusinessneedsthattheentrepreneurmeetsbeforecommencementof

business.Theyinclude;

 Businessregistration

 Tradinglicense

 Marketresearch

 Installationexpenses

 Advertising

 Administrativecosts

 Legalfees

 Supervisionexpenses

 Initialrent

BUSINESSBUDGET

Abudgetisadetailedstatementwhichshowstheestimatedbusinessrevenueand

estimatedexpenditureofthebusinessforagivenfinancialyear.Infinance,afinancial

planisverycriticalinexaminingthefinancialimplicationofthebusinessexpenditures.

Importanceoffinancialplan
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Objectivesofbudgetinginbusiness

1.Toraiserevenueforthebusiness

2.Tomaintaincompetitiveadvantageofthebusiness

3.Tocontrolexpenditureofthebusiness

4.Tomaintainqualityofproductsinthebusiness

5.Toensureeffectiveutilizationoftheprocuredfunds

6.Toachieveefficiencyinthebusiness

Typesofbudgets

1.Fixedcapitalbudget
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TOOTODECORATORS

Po170Mbale

Fixedcapitalbudget

Fixedcapitalrequirements shs

Acquisition 100,000

Purchaseofmachinestools 100,000

Constructionofbusinesspremises 400,000

Purchaseoffurniture 500,000

Truck 200,000

Total 1,300,000

Preoperatingbudget

METHAHONEYMILLERS

Pobox120Mbale

Pre-operatingbudget

Requirements shs

Businessrequisition 1,000,000

Tradinglicense 1,000,000

Marketresearch 1,000,000

Installationsexpenses 3,000,000

Advertising 1,000,000

Administrativecosts 2,000,000

Initialrent 1,000,000

Total 10,000,000

2.Workingcapitalbudget

METHATMEATPROCESSOR

P.o.box120Mbale

Workingcapitalbudget

Requirement shs

Purchaseofmaterials 1000,000

Paymentoflabour 1000,000

Paymentofutilitieswaterpowertelephone 1000,000

Transportcosts 1000,000

Packagingmaterials 1000,000

Paymentoftax 1000,000

Total 6000,000

OTHERBUDGETS

Marketingbudget

Productionbudget

Organizationalbudget
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FINANCIALSTATEMENTANALYSIS

Afinancialstatementisanofficialdocumentofanenterprise,whichexplorestheentire

financialinformationoftheenterprise.Financialstatementisanorganizedcollectionof

dataaccordingtologicalandconsistentwithaccountingprocedures.Itspurposeisto

conveyanunderstandingofthefinancialaspectsofthebusiness.Henceafinancial

statementisthesummaryoftheaccountingprocesswhichprovidesusefulinformation

tobothinternalandexternalparties.Financialstatementsconsistofthefollowing;

1.Incomestatementorprofitandlossaccount

2.Balancesheetorthepositionstatement

INCOMESTATEMENT

It’salsocalledprofitandlossaccountwhichreflectstheoperationalpositionofthe

businessduringaparticularperiodoftime.Normallyitconsistsofoneaccountingyear.

Itdeterminestheentireoperationalperformanceofthebusinessliketotalrevenue

generatedandexpensesincurredforearningthatrevenue.Incomestatementhelpsto

ascertainthegrossprofitandnetprofitofthebusiness.

Gross profitis determined by preparation oftrading accountand netprofitis

determinedbypreparationoftheprofitandlossaccount.

ITEM RECORDEDINTHETRADINGACCOUNTANDNETPROFITANDLOSSACCOUNT

1.Purchases,thisreferstothegoodsboughtbyanentrepreneurforresale.

2.Openingstock,(inventory)thisreferstounsoldgoodsavailableinthebusinessat

thebeginningofanewfinancialyear.

NB.Abusinessthathasjustcommencedbusinessdoesnothaveopeningstock

.henceitspurchasesbecomestheopeningstock.

3.Closingstock,thisreferstothevalueofgoodsnotsoldbybusinessattheendofthe

financialtradingperiod.It’ssubtractedfrom thecostofgoodsavailableforsale

4.Sales,thisreferstothevalueofgoodswhichhavebeensoldbyabusiness.Orit’s

therevenueearnedfrom thegoodssold.Thevalueisusedtocalculatethegross

profitorloss.

5.Salesreturnsorreturnsinwards,thesearegoodspreviouslysoldbuthavebeen

broughtbacktothebusiness.iesales-returnsinwards=netsales

Reasonsgoodsaresometimesreturned
- Whengoodsareexpired
- Whengoodsarewrongsize
- Whengoodshavebeendamaged
- Whengoodsareofwrongcolor

6.Purchasesreturnsorreturnoutwards,thesearegoodspreviouslyboughtbya

businessbuthavebeensentbacktothesupplier.Thevalueissubtractedfrom the

purchasestogetthenetpurchasesthatis

Netpurchases=purchases-purchasereturns

7.Grossprofit,thisreferstotheexcessofnetsalesoverthecostofgoodssold.Orit’s

thetotalprofitobtainedbyanentrepreneurbeforepayingofftheoperatingandother

expensesthatis;

Grossprofit=purchases–costofgoodssold
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8.Grossloss,thisreferstoasituationwherecostofsalesexceedsthenetsales.

9.Tradingordirectexpenses,theseareexpensesincurredbyabusinessinorderto

getgoodstothereachplaceandreadyforsalesuchexpensesareaddedtothe

purchasestogetthetotalcostspentongoodsbought.Tradingexpensesinclude;

 Carriageinwards

 Wagesonpurchases

 Importdutyonpurchases

10.Carriage,thisreferstothecostincurredintransportingthegoodsintoandoutofthe

business.Theyareoftwotypes;

 Carriageinwards,thisisthetransportcostofbringingthegoodsboughtupto

thebusiness.Itformspartofthecostofgoodsboughtandisaddedtothe

purchasesinthetradingaccount.

 Carriageoutwards,thesearecostsoftransportinggoodssolduptothe

buyer̀spremises.Thereforetheyareaddedtotheoperatingexpenses

11.Drawingofgoods,thesearethephysicalitems(goods)takenoutofthebusinessby

theentrepreneurforprivateuse.Theyaresubtractedfrom thepurchasesinthe

trading account,because such goods are recorded in the owners withdrawal

account.

NB:itsonlydrawingsinform ofgoodsthatmustbetreatedinthetradingaccount

12.Salaries,thisispaymentusuallymadtoskilledlabouratafixedamountmadeafter

afixedtimeinterval

13.Supplementaryormiscellaneousincome,thisisaterm used to referto other

incomesorrevenuethatabusinessearnsfrom othersourcesotherthansales.They

taketheform of;

 Rentincomeorrentreceived

 Commissionincome

 Interestreceived

 Discountreceived

 Baddebtsrecovered

Allsupplementaryincomesareaddedtothegrossprofitintheprofitandlossaccount

togetthetotalincomeofthebusiness.

Methodsofpreparation

TherearetwomethodusedthatistheT-formatandtheverticalmethod

HoweverIhaveconsideredtheverticalmethodinthefollowingexamplesinthisbook
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Exampleone

Thefollowinginformationwasextractedfrom thebooksofFugaObulamutradersfor

theyearended31December2016

Particulars shs closingstock 6,000shs

Openingstock 15,000 rent 6,000

Purchases 180,000 insurance 2,000

Sales 250,000 advertisement 2,500

Returnsinwards 5,000 wagesandsalaries 4,000

Returnsoutwards 4,000 stationery 5,000

Discountallowed 1,000

Rentreceived 80,000

Discountreceived 15000

Required;
PrepareincomestatementforFugaobulamutradersfortheyearended31December
2016.

solution

FUGAOBULAMUTRADERS̀ INCOMESTATEMENT
Fortheyearended31December2016

Particulars Shs Shs Shs

Sales

Lessreturnsinwards

Netsales

Lesscostofsales;

Openingstock

Andpurchases

Lessreturnsoutwards

Goodsavailableforsale

Lessclosingstock

Costofsales

Grossprofit

Addotherincomes;

Rentreceived

180,000

4,000

15,000

176,000

250,000

5,000

245,000

185,000

191,000

6,000

80,000

60,000
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Discountreceived

Grossincome

Less:operatingexpenses;

Rent

Advertisement

Wagesandsalaries

Stationery

Discountallowed

stationery

totalexpenses

NETPROFITS

15,000

6,000

2,000

2,500

4,000

5,000

1,000

95,000

155,000

20,500

134,500

EXAMPLETWO

Thefollowinginformationwasextractedfrom thebooksofHAM schoolcanteenforthe

yearended30June2017.

Purchases 400,000shs

Sales 950,000

Discountallowed 5,000

Discountreceived 4,500

Rent 16,000

Rentreceived 55,000

Insurance 35,000

Carriageoutwards 28,000

Electricity 25,000

Salaries 22,000

Baddebts 14,000

Officeexpenses 15,000

Carriageinwards 18,000

Returnsinwards 5,000

Returnsoutwards 10,000

Openingstock 100,000

Closingstock 30,000



15

Required;prepareHAM canteeǹsincomestatementfortheyearended30June2017

HAM CANTEEǸS

Incomestatement

Fortheyearended30June2017

Particulars Shs shs Shs

SALES 950,000

Less;returnsinward 5,000

Netsales 945,000

Less:COSTOFSALES

Openingstock 100,000

Addpurchases 400,000

Addcarriageinwards 18,000

Purchasesbeforereturns 418,000

Lessreturnsoutwards 10,000

Netpurchases 408,000

Goodsavailableforsale 508,000

Lessclosingstock 30,000

Costofsale 478,000

Grossprofit 46,7000

Addotherincomes

Discountreceived 4,500

Rentreceived 55,000

GROSSINCOME 526,500

LESS:OPERATINGEXPENSES;

Discountallowed 5,000

Rent 16,000

Insurance 35,000

Carriageoutwards 28,000
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Electricity 25,000

Salaries 22,000

Baddebts 14,000

Officeexpenses 15,000

Totalexpenses 160,000

NETPROFIT 366,500

Example3

Thefollowingwasextractedfrom thebooksofJenniferagrobusinessltdfortheyear

ended2017

Sales 40,000,000

Purchases 20,000,000

Purchasesreturns 1,620,000

Salesreturns 500,000

Openingstock 10,000,000

Salariesandwages 3,000,000

Telephone 600,000

Closingstock 980,000

RequiredprepareJenniferagrobusinessltd̀sincomestatementfortheyearended31

December2017

BALANCESHEET

Balancesheetisastatementwhichshowsthefinancialpositionofthebusinessat

particulartime.Itshowsthemoneyvalueofassets,liabilitiesand capitalofthe

businessonagivendate.Henceit’susedtounderstandthestrengthandweaknessof

thebusiness.Abalancesheetispreparedbasingonanequationcalledtheaccounting

equationorbookkeepingequation.Thisequationstatesthat.Assets=liabilitiesOR

assets=capital+liabilities,

C+L=A
A-L=C

A-C=L

Importanceofabalancesheet

1.It’susedindecisionmakingandplanningpurposes

2.Itshowstheassetsandliabilitiesofthefirm

3.Itisused to comparea firm s̀financialperformancewith similarfirmsor

previousperiods

4.It’susedtodeterminethefinancialpositionoftheafirm ataparticulardate

5.It’susedbycreditorsandbankerstodecidetheamountofcreditandloansto

extendtoafirm.
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ELEMENTSOFBALANCESHEET

Assetsthesearethepossessionsofabusiness.Orthesearethepossessionsor

propertiesownedbythebusiness.Theyaregroupedintotwo;

Fixedassets;thesearethepossessionsorpropertiesofthebusinesswhichareof

durablenatureboughtforuseinthebusinessforalongperiodoftime.Examples

include;

 Land

 Buildings

 Plantandmachinery

 Vehicles

 Fittingsandfixtures

 Furnitureetc

Currentassets,thesearethepossessionsofthebusinesswhichstayforashorter

periodoftimeandareeasilychangedintocash.Commonexamplesinclude;

 Cash

 Cashatbank

 Debtors

 Stock

 Rawmaterials

 Billsreceivable

 Paymentsinadvance.Orprepaidexpenses

 Unusedstationery

 Incomedue/incomenotyetreceived.

LIABILITIES

Thesearedebtsoramountofmoneythatthebusinessowestooutsiders.Ortheyare

claimsofoutsidersonthebusiness.Theyareoftwotypes;

Longterm liabilities,thesearedebtsoramountofmoneyborrowedbythebusinessthat

istoberepaidafteralongperiodoftimeusuallyafteryear.Examplesinclude;

 Bankloansofoneyearandabove

 Debentures

 Mortgages

Currentliabilitiesorshortterm liabilities,theseareshortdebtsofabusinesswhichare

repaidwithinashorttimeusuallylessthanoneyear.

Ortheseareclaimsbyoutsidersonthebusinessthatarerepaidwithinoneaccounting

period.

Examplesinclude;

 Creditors

 Bankoverdrafts

 Expensesdue

 Billspayable
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CAPITAL

Thisistheamountofmoneyorresourcesinvestedinthebusinessbytheowneroran

entrepreneur.

TYPESOFCAPITAL

Initialcapitalorcapitalinvested,thisreferstotheactualamountofmoneyorassts

broughtintothebusinessbytheentrepreneur.

Owner̀sequityornetworth,thisistheamountofresourcesinthebusinessthat

belongstotheowneratagivendate.Or

It’stheamountofmoneythatremainsinthebusinessafteraddingnew investments

andnetprofitorlossandsubtractingdrawingsandanyliabilitiesofthebusiness.or

Thisisthedifferencebetweenthebusinessassetsandliabilitiesofthebusiness.

Capitalowned=initialcapital+Netprofit+additionalinvestment–Drawings-loss
Loancapitalorborrowedcapital,thisisthetotalamountborrowedbythebusiness

inform oflongterm liabilities.Thatis;

 Borrowedcapital=totallongterm liabilities

 Fixedcapital,thisreferstothevalueoffixedassetsinthebusiness.

 Fixedcapital=totalfixedassets.

Liquidcapital,thisreferstothevalueofcurrentassetsinform ofcash,cashatbank

andbillsreceivable.Liquidcapital=totalcurrentassets-closingstock

Workingcapital,thisistheexcessofcurrentassetsovercurrentliabilitiesofthe

business.Or

Workingcapitalisthedifferencebetweencurrentassetsandcurrentliabilities.Thatis

tosay

 Workingcapital=asset--currentliabilities.

 It’salsoknownasnetcurrentassetswhenthevalueofthecurrentasstsexceeds

currentliabilities

Capitalemployed,thisisthetotalofthefixedassetsplustheworkingcapital.Or

it’sthesum oftheowner̀sequityandthelongterm liabilitiesofthebusiness.Thatis

 Capitalemployed=fixedasset+workingcapital.Or

 Workingcapital=capitalowned+longterm liabilities

 Tradingcapitalorgrosscapitalemployed=thetotalvalueofalltheassetsinthe

business.Thatistosaysum offixedassetsandcurrentasset.

PREPARATIONOFBALANCESHEET

 Itmusthaveheading

 Itemsshouldbearrangedinthecategoryofassets,liabilitiesandcapital

 Orderofpermanency

 Startwithfixedassetsandcurrentassetsandfinallycapital

Methodsofpreparation

TherearetwomethodusedthatistheT-formatandtheverticalmethod

HoweverIhaveconsideredtheverticalmethodinthefollowingexamplesinthisbook

Example
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Thefollowinginformationwasextractedfrom thebooksNORAKIricebusinessatthe

endoftheyearended31December2016

Capital 10,000 stock 4,500

Machinery 3,500 bankoverdrafts 800

Building 4,000 bank 500

Motorvehicle 1,500 debtors 3,500

Furniture 2,500

2yearloan 7,000

Creditors 2,200

Required:prepareNORAKÌSbalancesheetasat31December2016

Solution

NORAKIRICEBUSINESS̀S

BALANCESHEET

ASAT31DECEMBER2016

PARTICULARS SHS SHS SHS

FIXEDASSETS

Machinery

Buildings

Motorvehicle

Furniture

CURRENTASSETS

Debtors

Bank

Stock

LESS:CURRENTLIABILITIES

Creditors

Bankoverdraft

Workingcapital

CAPITALEMPLOYED

Financedby;

Capital

3,500

500

4,500

3,500

4,000

1,500

2,500 11,500

5,500

8,500

3,000

2,200

800

17,000

10,000
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Add2yeaeloan 7,000

17,000

EXERCISE
Thefollowinginformationwasextractedfrom booksofKamaluenterpriseforthe
monthofAugust.

Thefollowinginformationwasobtainedfrom thebooksofHopeenterpriseson
31-3-14

Shs
Landandbuildings 4,000,000
Furniture 540,000
Juiceprocessor(machine) 900,000
Motorvehicle 180,000
Mortgageloan 2,000,000
Debenture 400,000
3yearsloan 500,000
Capital 2900,000
Netprofit 300,000
Commissionincomeprepaid 65,000
Stockintrade 3,000,000
Bankbalance 28,000
Cashinhand 440,000
Prepaidexpenses 3,000
Creditors 81,000
Interestonlanddue 145,000
Required

a.Prepareabalancesheetonthatdate
b.Calculatethefollowingtypesofcapital
i. Fixedcapital

ii. Workingcapital
iii. Capitalemployed
iv. Borrowedcapital
v. Networth

EXERCISE

BelowarethefinancialtransactionsofBusirotradersasat31stDec2017
Capital 1,810,000
Motorvan 1,500,000
Closingstock 460,000
Bankloan 1,550,000
Bankbalance 108,000
Debentures 1,200,000
Fixtures 1,400,000
Building 1,490,000
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Creditors 1,360,000
Bankoverdraft 1,400,000
Debtors 1223,000
Cashbalance 108,000
Thefollowinginformationwasalsocompiled
Openingstockasat1stJanuary2013 1,732,000
Purchasefortheyear 1,820,000
Returnoutwards 1,082,000
Usingtheaboveinformation,youarerequiredtocalculate

i. Fixedcapital
ii. Borrowedcapital

iii. Costofsales
iv. Averagestock
v. Rateofstockturn

vi. Workingcapital
vii. Capitalemployed

PREPARING FINAL ACCOUNTS (INCOME STATEMENT) FROM A GIVEN TRIAL

BALANCE

From agiventrialbalancetheincomestatementandthebalancesheetcanbeprepared

usinginformationfrom thesamesource.

Atrialbalanceistablethatshowsalistofitem balancesaspertheirledgersatagiven

date.Thetotalofdebtbalancesisalwaysequaltototalbalancesofthecredit.

Reasonsforpreparingatrailbalance
1.Itis prepared to check the arithmetic accuracyrecording ofthe business

transactionsinthebooksofaccounts.(ledgerandcashbook)
2.Toshow thevalueofvariousassets,liabilities,expensesandrevenueitemsof

thebusinessataparticulardate.
3.Toprovideinformationforthepreparationofthefinalaccountsandbalance

sheet
4.Totestwhethertheledgeraccountbalanceshavebeencorrectlypostedtothe

collectcolumnsofthetrailbalance
Atrailbalanceispreparedasasteptowardsfinalaccounts.

Structureoftrailbalance
Details Folio Debt(shs) Credit(shs)

Accountsandtheirbalancesbroughtdown
Capital (Cr)
Assets (Dr)
Liabilities (Cr)
Expenses/losses (Dr)
Income/gains (Cr)
Thefollowinginformationwasextractedfrom Mukkoenterpriseson28.2.2017
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Purchases 37,600
Sales 65,800
Cashatbank 3,800
Cashinhand 700
Capital 33,000
Drawings 9,500
Officefurniture 7,800
Rentrates 3,400
Wagesandsalaries 8,600
Discountsallowed 2,300
Discountsreceived 1,200
Debtors 16,400
Creditors 8,300
Stock(openingstock) 6,900
Commissionreceived 900
Deliveryvan 8,000
Baddebtswrittenoff 2,700
Vanrunningcosts 1,500

Required
Prepare.trailbalanceforMukkoenterprisesfortheyearended28February2017
prepareincomestatementforMukkoenterprisesfortheyearended28February2017
andbalancesheetasat28February2017

Example3

Thefollowinginformationtrialbalancewasextractedfrom thebooksofJAKstationery

shopasat28February2017.
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Details

Sale

Purchases

Returns

Carriageinwards

Openingstock

Rent

Advertising

Premises

Machinery

Debtors

Creditors

Bankloan

Cashathand

Cashatbank

Drawing

Discountallowed

Discountreceived

Commissionreceivable

Capital

Carriageoutwards

Wagesandsalaries

Dr

90,000

6,000

10,000

28,000

4,000

8,000

122,000

75,000

18,000

14,000

27,000

10,000

5,000

8,000

15,000

Cr

128,000

5,000

31,000

60,000

6,000

20,000

190,000

440,000 440,000

Required:prepareincomestatementforJAKstationeryshopfortheyearended28Feb.

2017

Andbalancesheetasat28February207
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JAKSTATIONERYSHOP̀S

Incomestatement

Fortheyearended28February2017

Particulars Shs Shs Shs

Sale

Less:salesreturn

Lesscostofsales

Openingstock

Add:purchases

Add:carriage

Purchasesbeforereturns

Less:purchasereturns

NETPURCHASES

Goodsavailableforsale

Less:closingstock

Costofsales

GROSSPROFIT

Add:discountallowed

Commissionreceivable

90,000

10,000

100,000

5,000

128,000

6,000 122,000

75,000

28,000

95,000

123,000

48,000

6,000

20,000

47,000

26,000
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Grossincome

LESS:OPERATING

Rent

Advertising

Discountallowed

Carriageoutward

Wagesandsalaries

Totaloperatingexpenses

NETPROFIT

4,000

8,000

5,000

8,000

15,000

73,000

40,000

33,000

JAKSTATIONERYSHOP̀S

Balancesheet

Asat28February2017

DETAILS SHS SHS SHS

FIXED

Premises

Machinery

122,000

75,000 197,000
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Currentassets

Stock

Debtors

Cashatbank

Cashinhands

Less:currentliabilities

Creditors

Workingcapital

CAPITALEMPLOYED

FINANCEDBY

Capital

Add::netprofit

Less:drawings

Add:Bankloan

NETCAPITALEMPLOYED

48,000

18,000

27,000

14,000 107,000

31,000

76,000

190,000

33,000

10,000

273,000

227,000

60,000

273,000

Thefollowingrelatestothetrialbalanceextractedfrom salttradersfortheyearended

31December2015.

Particulars

Cashinhand

Cashatbank

Stock1.1.2015

Creditors

Returnsinwards

Sales

Purchases

Drshs

42,000

80,000

100,000

15,000

315,000

Crshs

100,000

560,000
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Salaries

Waterbills

Postage

Drawings

Returnoutwards

Furniture

Motorvan

Loan

Rentincome

Carriageinwards

Carriageoutward

Capital

Closingstock

40,000

6,000

2,000

89,000

750,000

350,000

7,000

10,000

13,500

1,806,000

10,000

300,000

12,000

824,000

1,806,000

SALTTRADERS̀

INCOMESTATEMENT

Fortheyearended31December2015.

PARTICULARS SHS SHS SHS

Sales

Less:returnsinwards

Netsales

Lesscostofsales

Openingstock

Add:purchases

Add:carriageinwards

315,000

7,000

100,000

560,000

15,000

545,000
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Purchasesbeforereturns

Less:returnsoutward

Netpurchases

Goodsavailableforsale

Lessclosingstock

COSTOFSALE

Grossprofit

Add:rentincome

Grossincome

LESSOPERATINGCOSTS

Salaries

Waterbills

Postage

Carriageoutwards

Totalexpenses

NETPROFITS

322,000

10,000

312,000

398,500

412,000

13,500

40,000

6,000

2,000

10,000

146,500

12,000

158,500

58,000

100,500

SALTTRADERS̀

Balancesheet

Asat31December2015

Details shs Shs shs
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ASSETS

Fixedassets

Furniture

Motorvan

Currentassets

Cashinhands

Cashatbank

Closingstock

LESS:CURRENTLIABILITIES

Creditors

Workingcapital

CAPITALEMPLOYED

FINANCEDBY:

Capital

Add:netprofit

Capitalbeforedrawings

Less:drawings

Capitalworth

Addlongterm liabilities

NETWORTH

42,000

80,000

13,500

750,000

350,000 1,100,000

35,500

135,500

100,000

824,000

100,500

1,135,500

924,500

89,000

835,500

300,000

1,135,500

YEAR–ENDADJUSTMETS
Attheendofthefinancialyear,someexpensesoverlaptheperiodsuchexpensesmust
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beconsideredwhenthefinalaccountsarepreparedattheendoftheperiod.Such
expensesinclude
ACCRUALS,
Theseareexpensesthatremainunpaidattheendoftheperiod.Theseexpensesmay
alsocalledoutstandingexpensesorexpensesowingorexpensesdue.
Treatmentofsuchexpenses
Intheincomestatement,theyareaddedtotheexpensesactuallypaid.Inthebalance
sheet,theyappearascurrentliabilities.
Examplesinclude

 Rentunpaid
 Outstandingwagesandsalaries
 Outstandingelectricityandwaterbillsetc

PAYMENTINADVANCEORPREPAYMENTEXPENSES
Theseareexpensespaidinadvancethatistosayexpensespaidbeyondtheperiod
underreviewe.g.rentpaidinadvance,ratesinsurancepaidinadvance.Thesepayments
aremadebeforethebenefitsareenjoyed
Treatment
Intheincomestatementsuchexpensesaredeductedfrom theperiod̀sexpensesand
inthebalancesheetsuchexpensesaretreatedascurrentassets
INCOMES
Likeexpenses,incomesmaybereceivedbeforeworkingforit(incomeinadvance)and
sometimessuchincomemaynotbereceivedasexpectedandthereforedescribedas
outstandingincome.
Treatment
Incomereceivedinadvance,
Suchincomeissubtractedfrom theincomesfortheperiodintheincomestatement
andinthebalancesheet;suchincomeistreatedascurrentliabilities.
Incomesoutstanding
Incomesoutstandingareaddedtoincomesactuallyreceivedfortheperiod.Inthe
balancesheetit’streatedascurrentasset
Incomeearnedbutnotyetreceived,
It’spossiblethatinterestonbankdepositmaybeduebutnotyetcreditedortenants
havedelayedpayments,suchincomesaretreatedascurrentassetsandshowninthe
balancesheet
Example4
Thefollowinginformationwasextractedfrom thebooksofKampalacoachesforthe
periodended30June2017

SHS
Capital 1540,000
Sales 25,000,000
Purchases 16,000,000
Drawings 30,000
Rent 870,000
Openingstock 420,000
Returnsinwards 40,000
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Returnsoutwards 30,000
Debtors 3,420,000
Creditors 270,000
Cashatbank 630,000
Furniture 570,000
Transport 220,000
Advertising 590,000
Additionalinformation:
Closingstockwasvaluedatshs3,500,000
Rentaccruedshs 30,000
Transportworthshs20,000waspaidinadvance
Required;
PrepareKampalacoaches̀ incomestatementfortheperiodended30June2017and
balancesheetasat30June2017

KAMPALACOACHES̀
Incomestatement

Fortheperiodended30June2017
PARTICULARS

Sales

Lesssalesreturns

Netsales

Lesscostofgoodssold:

Openingstock

Addpurchases

Lessreturnsoutwards

Netpurchases

Goodsavailable

Lessclosingstock

Costofgoodssold

Grossprofit

LESSOPERATINGEXPENSES:

Rent

Addaccruedrent

Transport

Lesstransportpaidinadvance

SHS

16,000,000

30,000

870,000

30,000

220,000

20,000

SHS

25,000,000

40,000

420,000

1,5970,000

16,390,000

3,500,000

900,000

200,000

SHS

24,960,000

12,890,000

12,070,000
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Advertising

Totaloperationexpenses

NETPROFIT

590,000

1,690,000

10,380,000

KAMPALACOACHES̀
Balancesheet

Asat30June2017
PARTICULARS SHS SHS SHS

ASSETS

Fixedasset

furniture

buildings

CURRENTASSET

Debtors

Cashatbank

Closingstock

Transportpaidinadvance

3,420,000

630,000

3,500,000

20,000

570,000

6,480,000 7,050,000

7,570,000
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LESS:CURRENTLIABILITIES

Creditors

Rentaccrued

Workingcapital

CAPITALEMPLOYED

FINANCEDBY:

Capital

Addnetprofit

Capitalbeforedrawings

Lessdrawings

Netequity

2,700,000

30,000 2,730,000

1,540,000

10,380,000

4,840,000

11,890,000

11,920,000

30,000

11,890,000

EXAMPLE5
ThefollowinginformationrelatestoKunyatraders̀ trialbalancefortheendofthe31
December2017
PARTICURS DR(shs) CR(SHS)

Capital 40,000
Purchases 81,500
Stock1Jan2015 5,200
Wages 6,165
Sales 108,850
Creditors 15,100
Salaries 3,780
Debtors 6,750
Motorvan 18,000
CashatBank 6,735
Electricity 890
Rates 2,250
Buildings 38,000
Discountreceived 1,050
Discountallowed 610
Rentincome 3,200
Commissionincome 1,800
Cashinhands 120

170,000 170,000
Additionalinformation
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a)Closingstockwasvaluedatshs5460
b)Wagesandsalariesoutstandingwasshs490and640respectively
c)Rateshavebeenpaidfor15monthupto31March2018
d)Commissionduefrom clientwasshs300forthejobalreadydone
e)Rentofshs200wasreceivedinadvance.

Required:prepareKunyatraders̀ incomestatementfortheyearended31December
2017
Andbalancesheetasat31December2017

KUNYATRADERS̀
Incomestatement

Fortheyearended31December2017
PARTICULARS SHS SHS SHS

Sales

Lesscostofgoodssold:

Openingstock

Addpurchases

Addwages

Addwagesdue

Netpurchases

Goodsavailableforsale

Less:closingstock

Costofgoodssold

Grossprofit

Addotherincomes

Commissionincome

Addcommissiondue

Rentincome

Less:rentreceivedinadvance

Discountreceived

81,500

6,165

490

5,200

88,155

108,850

87,895

1,800

300

3,200

200

93,355

5,460

2,100

3,000

1,050

20,955

6,150
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Grossincome

Less:operatingexpenses:

Salaries

Addsalariesdue

Electricity

Rate

Lessprepaid

Discountallowed

Totalexpenses

NETPROFIT

3,780

640

2,250

450

4,420

890

1,800

610

27,105

7,720

19,385

KUNYATRADERS̀
Balancesheet

Asat31December2017
PARTICULARS SHS SHS SHS

ASSETS

FIXEDASSETS

Buildings

Motorvan

CURRENTASSET

Stock

Debtor

Ratespaidinadvance

Commissiondue

CashatBank

Cashinhand

5,460

6,750

450

300

6,735

120

38,000

18,000 56,000

19,815
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LESS:CURRENTLIABILITIES

Creditors

Outstandingwages

Outstandingsalaries

Rentreceivedinadvance

Workingcapital

CAPITALEMPLOYED

FINANCEDBY:

Capital

Addnetprofit

Netequity

15,100

490

640

200 16,430

3,385

59,385

40,000

19,385
59,385

RESERVESANDPROVISIONS
Inanybusiness,it’snecessarythatsomeprofitsbeputasidetocaterforunforeseen
eventsthatmayaffectcapitalandplanningforthebusiness
Thereforereservesaremadefordepreciationofcapitalassetsofthebusiness.Atthe
sametimeit’sararecasethatallgoodsaresoldoncashsomearesoldoncreditwhich
isalsodifficulttomakeallcreditorssettletheirobligationsandthereforeprovisionsare
madeforthosewhomayfailtomeettheirpaymentobligations
PROVISIONFORBADDEBTSORDOUBTFULDEBTSANDDEPRECIATION
A provisionisanamountofmoneyputasideforaprobablelosswhichcannotbe
calculated .the amountto be setaside depends on the pastexperience ofthe
entrepreneur.Henceaprovisionmaybeincreasedordecreased
Allprovisionsaffectdebtor̀samount
Forthecaseofdecreaseinprovisiontheamountisaddedtothegrossprofitofthe
business.
PROVISIONFORDEPRECIATIONS
Depreciationreferstothetotallossinvalueoffixedassets
Causes
Beingoutofdate(obsolescence)thatisassetslossvalueduetochangeinfashion
Exhaustion
Physicaldeteriorationduetowearandtear
Calculationofdepreciation
Reducingmethod
Straightlinemethod
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EXAMPLE6
ThefollowingtrialBalancewasextractedfrom thebooksofKumistradersassociation
on31
December2016

DRSHS CRSHS
Capital 40,000,000
Purchases 26,154,000
Sales 36,246,000
Salaries 4,814,000
Openingstock 4,307,000
Insurance 820,000
Rentincome 965,000
Buildings 25,000,000
Furniture 14,500,000
Debtors 6,140,000
Otherexpenses 1,060,000
Creditors 4,638,000
Commissionreceived 946,000

8,2795,000 8,2795,000
ADDITIONALINFORMATION

a)Salariesdueshs350,000
b)Insurancewaspaidfor15months
c)Rentreceivedinadvancewasshs165,000
d)Commissionaccruedbutnotyetreceivedwasshs120,000
e)Furnituretobedepreciatedby10%
f) Provide5% fordebtorsaredoubtful
g)Stockon31December2016wasvaluedatshs5008,000

Required:prepareincomestatementforKumistrader̀sassociationfortheyearended
31December2016andBalancesheetasat31December2016

KUMITRADERS̀ ASSOCIATIOǸS
Incomestatement

Fortheyearended31December2016

PARTICULARS SHS SHS SHS

Sales 56,246,000

LESSCOSTOFSALES

Openingstock 4,307,000

Addpurchases 26,154,000

Goodsavailableforsale 30,461,000

Lessclosingstock 5,008,000
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Costofsales 25,453,000

Addotherincomes

Rentreceived 965,000

Lessrentreceivedinadvance 165,000 800,000

Commissionreceived 946,000

Addaccruedcommission 120,000 1,066,000 1,866,000

Grossincome 12,659,000

LESSOPERATINGEXPENSES

Salaries 4,814,000

Addaccruedsalaries 350,000 5,164,000

Insurance 820,000

Leeprepaidinsurance 205,000 615,000

Otherexpenses 1,060,000

Baddebts 307,000

Depreciationonfurniture 1,450,000

Totaloperatingexpenses 8,596,000

NETPROFIT 4063,000
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KUMITRADERS̀ ASSOCIATIOǸS
Balancesheet

Asat31December2016

Particulars Shs shs Shs

Fixedasset

Building 25,000,000

Furniture 14,500,000

Lessprovisionfordepreciation 1,450,000 13,050,000 38,050,000

Currentassets

Stock 5,008,000

Debtors 6,140,000

Lessprovisionforbaddebts 307,000 5,833,000

Prepaidinsurance 205,000

Accruedcommission 120,000

Total 11,166,000

Lesscurrentliabilities

Creditors 4,638,000

Salariesdue 350,000

Rentreceivedinadvance 165,000 5,153,000

Workingcapital 6,013,000

Capitalemployed 44,063,000

Financedby

Capital 40,000,000

Addnetprofit 4,063,000

Capitalemployed 44,063,000

Example7
ThefollowinginformationrelatestothetrialBalanceofMbalehospitalcanteenforthe
yearended31December2017
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Openingstock 1,046,050
Capital 12,500,000
Sales 4,352,100
Returns11,250 28,700
Purchases 2,070,850
Plantandmachineryatcost 3,500,000
Officefurnitureatcost 1,575,000
Freeholdpropertyatcost 6,577,900
Provisionforbaddebts 31,400
Motorvanatcost 362,000
Shopfittings 64,300
Generalexpenses 18,7250
Insurance 225,000
Postageandtelephone 18,500
Powerandlight 189.100
Stationeryandprinting 29,100
Rates 176,200
Baddebts 25,750
Wagesandsalaries 503,750
Carriageoutwards 222,100
Debtors 642,500
Creditors 276,000
Drawings 200,000
Bank 503,200
Carriageinwards 175,000
Cash 98,600
Discountreceived 21,200
Provisionfordepreciation
Plantandmachinery 1,161,000
Officefurniture 33,000
Additionalinformation

a)Closingstockwasvaluedatshs975,200
b)Theproprietortookgoodsworthshs105,000
c)Postageandtelephoneoutstandingwasshs37,500
d)Wagesoutstandingshs96,250
e)Ratesofshs120,000werepaidinadvance
f) Provisionforbaddebtsistoadjustedto8%ofdebtors
g)ProvideforPlantandmachineryat15%onthebookvalue
h)Officefurnitureat10%oncost
i) Motorvanat20%oncost
j) Shopandfittingsat5%oncost

Required
PrepareincomestatementforMbalehospitalcanteenfortheyearended31December
2017andBalanceasat31December2017
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MBALEHOSPITALCANTEEǸS
Incomestatement

Fortheyearended31December2017

PARTICULARS SHS SHS SHS

Sales 4,352,100

Less:salesreturns 11,250

NETSALES 4,340,850

LESSCOSTOFSALES

Openingstock 1,046,050

Add:purchases 2,070,850

carriageinwards 17,500

Purchasesbeforereturns 2245,850

Less:returnsoutwards 28,700

Purchasesbeforedrawings 2,217,150

Less:drawings 105,000

Netpurchases 2,112,150

Goodsavailableforsale 3,158,200

Lessclosingstock 975,200

Costofsales 2,183,000

Grossprofit 2,157,800

Adddiscountreceived 21,200

Grossincome 21,759,000

LESSOPERATINGEXPENSES

Insurance 225,000

Generalexpenses 187,250

Postageandtelephone 18,500
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Add outstanding postage and
telephone

37,500 56,000

Powerandlighting 189,100

Stationery 29,100

Rates 176,200

Lessratespaidinadvance 120,000 56,200

Baddebts 25,750

Wagesandsalaries 503,750

Add outstanding wages and
salaries

96,250 600,000

Carriageoutwards 222,100

Provisionforbaddebts 20,000

Depreciation

Plantandmachinery 350,850

Officefurniture

Shopfittings

Motorvan

Totalexpenses

NETLOSS

15,750

3,215

72,400 583,965

2,194,465

15,465

MBALEHOSPITALCANTEEǸS
Balancesheet

Asat31December2017

Particulars Shs shs Shs

FIXEDASSETS

Plantandmachinery 3,500,000

Lessprovisionfordepreciation 1,511,850 1,988,150

Officefurniture 157,5000

Lessprovisionfordepreciation 190,500 1,384,500

Freeholdproperty 6,577,900
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Motorvan 362,000

Depreciation 72,400 289,600

Shopfittings 64,300

Less:depreciation 3,215 61,085 10,301,235

CURRENTASSETS

Stock 975,200

Debtors 642,500

Less:provisionforbaddebts 51,400 591,100

CashatBank 503,200

Cashinhands 98,600

Rtespaidinadvance 120,000

Total 2,288,100

LESS:CURRENTLIABILITIES

Creditors 276,050

Outstandingpostageandtelephone 37,500

Outstandingwagesandsalaries 96,250 409,800

Workingcapital 1,878,300

Capitalemployed 12,179,535

FINANCEDBY:

Capital 12,500,000

Addnetloss 15,465

Capitalemployedbeforedrawings 12,484,535

Lessdrawings 305,000

CAPITALEMPLOYED 12,179,535
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EXAMPLE8
ThefollowingtrailbalancerelatestothebooksofApuulienterprisesltdforthetrading
yearended31December2016
Purchases shs 37,600,000
Sales 65,800,000
Returnsinwards 45,000
Returnsoutwards 38,000
Cashathand 30,800,000
Cashatbank 700,000
Capital 689,707,000
Drawings 90,500,000
Officefurniture 480,000,000
Rentandrates 3,400,000
Salaries 8,600,000
Discountallowed 2,300,000
Discountreceived 1,200,000
Debtors 16,400,000
Creditors 8,300,000
Wages 1,500,000
Stockon1Jan2016 9,900,000
Provisionforbaddebts 900,000
Deliveryvan 80,000,000
Vanexpenses 1,500,000
Baddebts 2,700,000

Additionalinformation
a)Closingstockwasshs11700,000
b)Ofratesshs400,000relatesto Jan2017andofrentshs500,000wasout

standing
c)Baddebtswrittenoffattheendoftheyearwasshs300,000
d)Provisionforbaddebtstobeadjustedto10%ofdebtors
e)Required
f) PrepareincomestatementforApuulitraders’ltdfortheyearended31December

2016
g)AndBalancesheetasat31December2016

Example9
ThefollowinginformationrelatestotheObamaeventsmanagementbusiness31Dec
2017

shs
Sales 10,500,000
Purchases 5,400,000
Drawings 1,250,000
Debtors 2,100,000
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Creditors 1,420,000
Stock 3,500,000
Motorvan 820,000
Equipment 1,945,000
Carriageinwards 340,000
Returnsinwards 235,000
Returnsoutwards 170,000
Rentandrates 543,000
Carriageoutwards 168,000
Telephone 1,810,000
Officeexpenses 920,000
Salariesandwages 146,000
Insurance 690,000
Postage 190,000
Motorexpenses 200,000
Sundryexpenses 306,000
Capital 17,567,000
Electricity 400,000

ADDITIONALINFORMATION
a)Stockatclosewasshs3,230,000
b)Rentprepaid45,000
c)Postageinarrears20,000
d)Depreciatemotorvanby5%perannum
e)Insuranceofshs45000owing(outstanding)

Required
PrepareanincomestatementforObamaeventsmanagementfortheyearended31
Dec2017and
Balancesheetasatthatdate
BOOKKEEPING
Bydefinition,bookkeeping is the process ofrecording business ora company’s
financialtransactions the accounting process involves classifying,reporting and
analyzingofdataandnoneofitcantakeplaceifthereisnoorganizedandaccurate
bookkeeping.

1.Betterfinancialanalysisandmanagement,Bookkeepingcansystematizeitup
from up-to-datefollow-ups,invoicing and on-timepaymentforsuppliersfor
analysis.

2.FulfillmentofTaxObligations,Bookkeepingkeepstrackonanyinformationand
documentsinordertoaccomplishannualtax.Taxreturnsarealsomadeeasier
withanorganizedBalanceSheet,CashFlowandProfit&Loss,

3.ReportingtoInvestorsisEasy,From charts,graphstolistsofdatapresentedto
theinvestorsareallacquiredfrom thebookofaccount.

4.ItmakesBusinessPlanningeasy,bythehelpofBalanceSheetandProfit&Loss
isusedtocheckifthecompanyisontherighttrackfinancially.

5.ProperRecordKeeping makesretrievingprocesseasyonceaudittimecomes
6.CashFlow – Keepingtrackofcashflow iscriticallyimportantforanybusiness

andit’sonlypossiblewhenabusinesshaveaccuratefinancialrecords.
7.Expenses– Soletraderscanclaim specificexpenseswhichhavebeenwholly
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andexclusivelyincurredaspartoftheirbusiness.Thisensuresthattheperson
doingthebookkeepinghasanunderstandingofoutgoingandmonitorsthem for
taxandaccountingpurposes.

8.ProfitabilityandGrowth, Accuratebookkeepingallowsanentrepreneurtosee
whetherornotthebusinessisactuallymakingaprofitandappropriatemeasures
aretakentoimproveonthebusiness.

9.Actsasatoolforcontrollingassetsinthebusinesssoastoeliminatethe
possibilityoftheft,fraud,pilferage,embezzlement.

TECHNIQUESOFFINANCIALSTATEMENTANALYSIS
Financialstatementanalysisisinterpretedtodeterminethefinancialandoperational
performanceofthebusiness.ANumberofmethodsortechniquesareusedtoanalyze
thefinancialstatementofthebusiness.Thefollowingarethecommonmethodsor
techniqueswhicharewidelyusedbythebusinessenterprises

1.Ratioanalysis
2.Cashflowstatement
3.Fundsflow
4.Trendanalysis
5.Comparativestatementanalysis

FINANCIALRATIOS
Definition
Financialratios are mathematicalcomparisons offinancialstatementaccounts or
categories.Theserelationshipsbetweenthefinancialstatementaccountshelpinvestors,
creditors,and internalcompany managementunderstand how wella business is
performingandofareasneedingimprovement.Or
A financialratio is a mathematicalcomparison between two ormore items from
business̀sbalancesheetorincomestatement.Theseareusedtomeasuretheprogress
ofthebusiness,uncovertrends,andpointtopotentialproblem areas.Bankersand
investorsoftenanalyzethesenumberstodecidewhethertolendyoumoneyorinvestin
yourcompany.

Financialratiosarethemostcommonandwidespreadtoolsusedtoanalyzeabusiness’
financialstanding.Theyarealso used to comparedifferentcompaniesindifferent
industries.Sincearatioissimplyamathematicallycomparisonbasedonproportions,big
andsmallcompaniescanuseratiostocomparetheirfinancialinformation,toidentify
theirstrengthsandweaknesses

IMPORTANCEOFFINANCIALRATIOS
1.Theyareusefulindicatorsofacompany’sabilitytomanageshort-term obligations

astheyprovideimportantinformationaboutbusinessstrength.E.g.liquidityratio
2.Theyhelptomeasuretheefficiencyofabusinessi.e.howwellitusesitsassets.

E.g.Leverageratioswhichindicatethelong-term financialstrengthofabusiness.
3.TheyareusedtodeterminetheProfitabilityofthebusiness,bycomparingprofits

toassetsorequity.
4.Ratioshelpinanalyzingtheperformancetrendsoveralongperiodoftimeofthe

business.
5.Theyalsohelpabusinesstocomparethefinancialresultstothoseofcompetitors.
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6.Ratiosassistthemanagementindecisionmakingregardinginvestment.
7.Financialratiosareusedtoassessthefinancialperformanceanddeterminethe

financialpositionofanenterprisee.g.throughitsprofitability,liquidity,activity,
leverageandotherrelevantindicators.

8.Theyhelpmanagementtopreparebudgets,toformulatepolicy,andtopreparethe
futureplanofaction.

USERSOFFINANCIALRATIOS
1.BankersandLenders:Useprofitability,liquidityandinvestmentbecausetheywantto

know theabilityoftheborrowingbusinessinregularscheduledinterestpayments
andrepaymentsofprincipalloanamount.

2.Investors:Useprofitabilityandinvestmentbecausetheyaremoreinterestedin
profitabilityperformanceofbusinessandsafety&securityoftheirinvestmentand
growthpotentialoftheirinvestment.

3.Government:Useprofitabilitybecausegovernmentmayuseprofitasabasisfor
taxation,grantsandsubsidies.

4.Employees:Use profitability,liquidity and activity because employees willbe
concerned with job security,bonus and continuance ofbusiness and wage
bargaining.

5.Customers:Useliquiditybecausecustomerswillseekreassurancethatthebusiness
cansurviveintheshortterm andcontinuetosupply.

6.Suppliers:Useliquiditybecausesuppliersaremoreinterestedinknowingtheability
ofthebusinesstosettleitsshort-term obligationsasandwhentheyaredue.

7.Management:Useallratiosbecausemanagementisinterestedinallaspectsi.e.,
bothfinancialperformanceandfinancialconditionofthebusiness.

TYPESOFRATIOS
.Financialratiosareoftendividedupintosevenmaincategories:
Liquidity

Profitability
Solvency

Efficiency
Marketprospect
Investmentleverage
Coverage

LIQUIDITYRATIO
1.Currentratio

CurrentRatio=
currentassets

currentliabilities
NB.Itevaluatestheabilityofabusinesstopayshort-term obligationsusing
currentassets

2.AcidTestRatio=
quickassets

currentliabilities
Or
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quickassets-inventory

currentliabilities

Alsoknownas"quickratio",itmeasurestheabilityofacompanytopayshort-
term obligationsusingthemoreliquidtypesofcurrentassetsor"quickassets"
(cash,marketablesecurities,andcurrentreceivables).
ItMeasurestheabilityofabusinesstopayitscurrentliabilitiesusingcashand
marketablesecurities.Marketablesecuritiesareshort-term debtinstruments
thatareasgoodascash.Inmanybusinessesasignificantproportionofcurrent
assetsmaycompriseofinventory.Inventory,bynature,cannotbeconvertedinto
readycashabruptly.Theterm liquidassetsdoesnotincludeinventory.
Hencetheterm liquidorquickassetincludesallthecurrentassetsminus
inventoryatprepaidexpenses

3.NetWorkingCapital=CurrentAssets-CurrentLiabilities

Determinesifacompanycanmeetitscurrentobligationswithitscurrentassets;and
howmuchexcessordeficiencythereis.

Exampleone
Shs

Equitysharecapital 2,00,000

Generalreserve
90,000

Sundrycreditors 60,000

Billspayable 20,000

Bankoverdraft 30,000

Provisionfortax 5,000

Proposeddividend 10,000

Outstandingsalaries 5,000

Longterm loans 60,000

Land&building 80,000

Machinery 1,20,000

Cash 10,000

Bank 30,000

Stock 1,40,000

Short-term investments 25,000

Sundrydebtors  

Lessprovision 36,000

Billsreceivable 10,000

Prepaidinsurance 9,000

Preliminaryexpenses 20,000
Determinecurrentratioandquickassetratio

Solution
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Currentratio=
currentassets

currentliabilities

ButCurrentassetsarecash,bank,stock,investments,sundrydebtors(net),bills
receivableandprepaidinsurance.= shs10,000+30,000+1,40,000+25,000+36,000
+10,000+9,000=shs2,60,000.
Currentliabilitiesaresundrycreditors,billspayable,bankoverdraft,andprovisionfor
tax,proposeddividendandoutstandingsalaries
=60,000+20;000+30,000+5,000+10,000+5,000
=shs1,30,000
Currentratio=2,60,000/1,30,000
=2:1

Quickratio=
currentassets

currentliabilities

Quickassets=Currentassets-(Stock+Prepaidexpenses)
=2,60,000-(1,40,000+9,000)
=shs1,11,000
Quickratio=1,11,000/1,30,000
=0.85:1

4.InterestCoverage:ThisratioiscalculatedbydividingProfitsbeforeInterestand
TaxesbytotalInterestExpense.

5.Assettosales:ThisratioiscalculatedbydividingAssetsbySales.
6.DividendPayout.ThisratioiscalculatedbydividingDividendsbyNetProfit.

7.CurrentDebt/TotalAssets.ThisratioiscalculatedbydividingCurrentLiabilities
byTotalAssets.

PROFITABILITYRATIOS
Thisisthemeasureoftheabilityofthebusinesstogeneratesufficientrevenueto
financeit’sundertaking.Theratiosinclude

1.Grossprofitratio
Grossprofitratioistheratioofgrossprofittonetsalesi.e.saleslesssalesreturns.The
ratiothusreflectsthemarginofprofitthatabusinessisabletoearnonitstradingand
manufacturingactivity.Itisthemostcommonlycalculatedratio.Itisemployedforinter-
firm comparisonoftradingresults.It’sgivenby:

Grossprofitratio= 100
Grossprofit

Netsales
Example:
Calculategrossprofitratio(GPRatio)from thefollowingparticulars.
 

Particulars Shs Particulars Shs

Sales 1,55,000 Purchases 80,000

Salesreturns 5,000 Purchasesreturns 10,000

Openingstock 40,000 Closingstock 10,000
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Solution:
Costofgoodssold=Openingstock+Netpurchases-Closingstock
=40,000+70,000-10,000
=1,00,000
Netsales=1,55,000-5,000
=150,000
Grossprofit=1,50,000-1,00,000
=50,000
Grossprofitratio=(50,000/1,50,000)x100
=33.33%
Ormarkupisthegrossprofitexpressedasapercentageofthecostofsale
I.e.markup=grossprofit/costofsalesx100

2.Netprofitratio(NPratio)expressestherelationshipbetweennetprofitafter
taxesandsales.Thisratioisameasureoftheoverallprofitabilityofthebusiness.
Theratioindicateswhatportionofthenetsalesisleftfortheownersafterall
expenseshave

Netprofitratio= x100
Netprofitsaftertax

Netsales
Example:
From thefollowinginformationcalculatenetprofitratio(NPratio)
Totalsalesshs520,000;
Salesreturnsshs20,000;
Netprofitshs40,000

Netsales=(520,000–20,000)=500,000
NetProfitRatio=[(40,000/500,000)×100]
=8%

3.Returnoninvestment= x100
Netprofits

Capitalemployed

Or x100
Netprofit

OwnersEquity

Profittoassetturnover= x100
Netprofit

Totalsaaets
Or

Profittoassetturnover=
netprofts

totalassets

EFFICIENCYRATIOS
Theseratiosmeasurethelevelofefficiencyofbusinessactivities.Theyindicatethe
numberoftimesanassetisturnedintosales.Theyinclude

1.InventoryTurnover=
costofsales

averageinventory

Representsthenumberoftimesinventoryissoldandreplaced.Ahighratioindicates
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thatthebusinessisefficientinmanagingitsinventories.

2.DaysInventoryOutstanding=
365days

inventoryturnover

Inventoryoutstandingisalsoknownas"inventoryturnoverindays".Itrepresentsthe
numberofdaysinventorysitsinthebusiness.Inotherwords,itmeasuresthe
numberofdaysfrom purchaseofinventorytothesaleofthesame,theshorterthe
daysthebetter.
3.Stockturnoverperiod
Thisratiomeasurestheaveragenumberofdaysstockisheldbeforebeingsoldoff
inagivenperiodoftime

Stockturnover= x365days
Averagestock

costofsales
4.Debtors̀turnover,
Thisistheratiothatshowsthenumberoftimescashcollectionsaremadeina
givenperiodoftime

I.e.Rateofdebtors̀turnover=
Netsales

Totaldebtors
5.Creditors̀turnover

Thismeasuresthenumberoftimesabusinesspaysitssuppliersinagivenperiodof
timei.e.ayear

I.e.creditorturnover=
Netsales

Totalcreditors

NB.Creditors̀turnoverperiod= x365days
Totalcreditor

Netpurchases

Fixedassetturnover= x100
Netsales

Totalfixedassets

Orfixedassetturnover=
Netsales

Totalfixedassets

LEVERAGERATIOS
1.Debtorratio(debttoassetratio)
ThisMeasurestheportionofthebusiness̀ assetsthatisfinancedbydebt
(obligationstothirdparties).Debtratiocanalsobecomputedusingtheformula

Debtratio=
longterm liabilities

assets

2.EquityRatio
Equityratiodeterminestheportionoftotalassetsprovidedbyequity(i.e.owners'
contributionsandthebusiness'accumulatedprofits).Equityratiocanalsobe
computedusingtheformula

EquityRatio=
totalequity

totalassts



52

3.Debt-EquityRatio
Thisevaluatesthecapitalstructureofacompany.Thatistowhentheratiois
morethan1impliesthatthecompanyisaleveragedfirm;lessthan1impliesthat
itisaconservativeone.

Debt-EquityRatio=
Totallongterm liabilities

totalequity

4.TimesInterestEarned
Measuresthenumberoftimesinterestexpenseisconvertedtoincome,andif
thecompanycanpayitsinterestexpenseusingtheprofitsgenerated.EBITis
earningsbeforeinterestandtaxes.It’sgivenby

TimesInterestEarned=
earningsBeforeInterestAndtax

interstexpenses

VALUATIONANDGROWTHRATIOS
1.EarningsperShare

EPSshowstherateofearningspershareofcommonstock.Apreferreddividendis
deductedfrom netincometogettheearningsavailabletocommonstockholders.
It’sgivenby

EarningsperShare=
netincome-preferreddividends

averagecommonshares
2.Price-EarningsRatio

It’susedtoevaluateifastockisover-orunder-priced.Arelativelylow P/Eratio
couldindicatethatthecompanyisunder-priced.Conversely,investorsexpecthigh
growthratefrom companieswithhighP/Eratio.It’sgivenby

Price-EarningsRatio=
marketpricepershare

Earningpershare
3.DividendPay-outRatio

Itdeterminestheportionofnetincomethatisdistributedtoowners.Notallincome
isdistributedsinceasignificantportionisretainedforthenextyear'soperations.

DividendPay-outRatio=
dividendpershare

Earningpershare

4.DividendYieldRatio
Measuresthepercentageofreturnthroughdividendswhencomparedtotheprice
paidforthestock.Ahighyieldisattractivetoinvestorswhoareafterdividends
ratherthanlong-term capitalappreciation.It’sgivenby

DividendYieldRatio=
dividendpershare

marketpershare

WORKEDEXAMPLESone
ThefollowingfinancialstatementsrelatestomelonenterprisesLTD
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MELONENTERPRISESLTD
Incomestatementfortheyearended30June20117

Shs
Sales 850,000,000
Lesscostofsales 610,000,000
Grossprofit 240,000,000
Lessoperatingexpenses
Administrativecosts 72,000,000
Sellinganddistributioncosts 50,000,000
Othercosts 18,000,000
Totalcosts 140,000,000
Profitsbeforetax 100,000,000
Lesstaxation30% 30,000,000
Profitaftertax 70,000,000

MELONENTERPRISESLTD
Balancesheet
Asat30June20117

NETFIXED SHS
Motorvehicles 120,500,000
Landandpremises 100,000,000
Furnitureandfittings 80,400,000
Equipment 60,100,000
Totalfixedassets 361,000,000
Currentassets
Inventory 35,500,000
Debtors 64,900,000
Prepayments 6,200,000
Bank 45,400,000
Totalcurrentassets 152,000,000
Totalassets 513,000,000
Capitalandliabilities
Capital
Owner̀sequity 200,500,000
Liabilities
5yearloan 130,000,000
Creditors 152,500,000
Unpaidtaxes 30,000,000
Totalcapitalandliabilities 513,000,000
Required;

a)Computethefollowingratios
b)Grossprofitmargin
c)Netprofitmargin
d)Profitontotalassetratio
e)Currentratio
f) Acidtestratio
g)Fixedassetturnover
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h)Debtor’sturnover
Theenterpriseapplyforloanofshs40,000,000repayablewithinsixmonth
Shouldthebankgivegiventhecurrentratio?

SOLUTION

Grossprofitmargin= x100
grossprofit

netsales

= =28.24%or28%
240,000,000

850,000,000

Netprofitmargin= x100= = 8.24%or8%
netprofit

netsale

70,000,000

850,000,000

Profitontotalassetratio== = =70:513or0.14:1
netprofits

totalassets

70,000,000

513,000,000
Or

Profitontotalassetsratio = x100= x100=13.64%or14%
netprofit

totalassets

70,000,000

513,000,000

Currentratio=
currentassets

currentliabilities

Butcurrentliabilities=creditors+unpaidtax
= 152,500,000+30,000,000

=182,500,000

Thereforecurrentratio = =0.83:1
152,000,000

182,500,000
Or

Currentratio = x100= x100=83%
currentassets

currentliabilities

152,000,000

182,500,000d

Acidtestratio = = = =
currentassets-inventory

currentliabilities

152,000,000-35,500,000

182,500,000

116,500,000

182,500,000
0.6:1

Or

Acidtestratio = x100
currentasset-inventory

currentliabilities

= x100
152,000,000-35,500,000

182,500,000

X100
116,500,000

182,500,000
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=64%

Fixedassetturnover = x100= x100
netsales

fixedassets

850,000,000

361,000,000

=235.46%
Or

Fixedassetturnover = =2.35:1
netsales

fixedassets

850,000,000

361,000,000

Debtorsturnover = x100 =1309.7%
netsales

debtors
Or

Debtorsturnover = = =13.1:1
netsales

debtors

850,000,000

361,000,000

TheBankshouldrejecttheloanapplication
Thereasonisthatthebusiness̀scurrentassetsarelessthanthecurrentliabilities
Or
Thecurrentassetratioisbelowthestandardratioof2:1
EXAMPLE2
Thefollowingbalancewasextractedfrom thefinalstatementsofJAK̀Sbusinessatthe
endofthe2015

Shs
Sales 288,000,000
Totalfixedassets 65,500,000
Averagedebtors 90,000,000
Openingstock 40,200,000
Closingstock 50,400,000
Costofsales 201,600,000
Totalcurrentassets 36,100,000
Equitycapital 68,400,000
Totalcurrentliabilities 16,800,000
Netprofitbeforeinterestandtax 40,600,000
Longterm liabilities 38,500,000
Interestexpensesfortheyear 5,700,000
Required;

a)Computethefollowingratios
b)Grossprofitmargin
c)Stockturnover
d)Debtor’scollectiondays
e)Leverageratio
f) Workingcapitalratio
g)Netprofitmargin
h)Interestcover
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SOLUTION

Grossprofitmargin= x100
grossprofit

Netsales

Butgrossprofit=Netsales–costofsales
Shs288,000,000-201600,000
86,400,000

=30%
86,400,000

288,000,000

Stockturnover=
costofsales

averagestock

Butaveragecost=
openingstock+closingstock

2

=45,300,000
40200,000+50400,000

2

=4.45times
201600,000
45,300,000

Debtorscollectiondays=
averagedebtorsxnumberofdaysinayear

sales

X365days=114days
90,000,000

288,000,000

Leverageratio= x100= x100=56.3%
debt

equity

38,500,000

68,400,000

Interestcover= = =7.12times
netprofitbeforeinterestandtax

interestexpenses

40,600,000

5700,000

Workingcapitalratio= = =2.15:1
currentassets

currentliabilities

36,100,000

16,800,000

Netprofitmargin= x100
Netprofitaftertaxandinterest

Netsales

X100
40600,000-5700,000

288,000,000

X100=12.11%
34,900,000

288,000,000
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Example3
Thefollowingbalanceswereextractedfrom BAM SHOPPING̀sbooksofaccounton31
122017
PARTICULARS SHS
Netsales 20,000,000
Netpurchases 11,000,000
Goodsavailableforsale 16,000,000
Stockon1.Jan2017 5,000,000
Stockon31Dec2017 4,000,000
Totaloperatingexpenses 6,000,000
Totalfixedassets 8,000,000
Debtors 1,500,000
Creditors 3,000,000
Cash 900,000
Outstandingrent 1,000,000
Bank 1,600,000

Required
Calculateandinterpretthefollowingratios

a)Inventoryturnoverratio
b)Creditpaymentperiod
c)Rateofreturnoncapitalemployed
d)Stockturnoverperiod
e)Cashratio
f) Profitmarkup

Solution

Inventoryturnover=
costofsales

averagestock
Butcostofsales=goodsavailableforsale–closingstock

16,000,000-4000,000

5000,000+4,000,000/2

=2.3or3times
12,000,000

4,500,000

Interpretationthebusinesssellsandreplacesitsstock3timesinthetradingperiod

ii)Creditpaymentperiod= xnumberofdaysinayear
creditors

netpurchases

x365days=99.5days
3,000,000

11,000,000

Interpretationonaveragethebusinesstakes100daystopayitscreditors
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iii)Rateofreturnsoncapitalemployed= x100
Netprofits

employedcapital

Butnetprofit=(netsales–costofsales)-expenses

X100=16.7%
-6,000,000(20,000,000-12,000,000)

8000,000+(8000,000-4,000,000

Interpretation;for100shsofcapitalemployed,thebusinessgetsshs16.7asnetprofits

iv).Stockturnoverperiod= xnumberofdaysinayear
avaragestock

costofsales

X365days=137days
4,500,000

12,000,000
Interpretation:thebusinessholdsstockfor137daysbeforeit’ssold

Cash ratio = =
abosuteliquidassets

currentliabilities
cash+Bank

creditors+outstandingrent

shs900,000+1,600,000

3,000,000+1,000,000

=0.625:1
2,500,000

4,000,000
Interpretation:thebusinesscanclear0.6ofitscurrentliabilitiesusingitsabsoluteliquid
assets

v)Profitmargin= x100= x100=66.6%or67%
grossprofit

costofsales

8,000,000

12,000,000

Interpretation:foreveryshs100ofcostofsalesthebusinessgeneratesshs67as
grossprofits

Thefollowinginformationwasextractedfrom therecordsofPromelatradersforthe
periodended31/12/2016.

Shs
Inventory01/012016 6,000,000
Inventory31/12/2016 5,000,000
Inventoryturnoverratio 3times
Turnover 30,500,000
Netprofitratio 20%
Deliveryvan 1,800,000
Fixturesandfittings 1,000,000
Debtors 1,650,000
Creditors 2,500,000
Insurancedue 1,500,000
Equipment 250,000
Bankbalance 750,000
Cashbalance 600,000
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Requiredto
Calculate

a)Costofsales
b)Netpurchases
c)Goodsavailableforsale
d)Totaloperatingexpenses

b)Computeandinterpret
a)Currentratio
b)Quickassetratio
c)Creditcollectionperiodinweeks
d)Fixedassetturnoverratio
Solution

a)Costofsales=stockturnoverxaveragestock

But average stock = = =
openingstock+closingstock

2

6,000,000+5,000,000

2
shs5,500,000

Hencecostofsales=3x5,500,000=shs16,500,000

ii)Netpurchases=costofsales+closingstock-openingstock

=shs16,500,000+5,000,000-6,000,000
=shs21,500,000-6,000,000
Shs15,500,000

iii)Goodsavailableforsale=openinginventory+netpurchases

6,000,000+15,500,000

Shs21,500,000

iv)Totaloperatingexpenses=grossprofit–netprofit.

Butgrossprofit=turnover–costofsales=shs30,500,000-16,500,000=shs14,000,000

Alsonetprofit=netprofitratioxturnover= x30,500,000=shs6,100,000
20

100

Hencetotaloperatingexpenses=14,000,000–6,100,000=shs7,900,000

Currentratio=
totalcurrentassets

totalcurrenliabilities

butcurrentassets=stock+debtors+Bankbalance+cashbalance

Shs5,000,000+1650,000+750,000=8,000,000
Alsocurrentliabilities=creditors+insurancedue
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2,500,000+1,500,000
Shs4,000,000

Currentratio= =2:1
8,000,000

4,000,000
Interpretation:thebusinessisinpositiontopayitscurrentliabilities2timesusingits
currentassets

Quickratio= = =
currentassets-closinginventory

currentliabilities

8,000,000-5,000,000

4,000,000

3,000,000

4,000,000

3:4or0.75:1

Interpretation:thebusinessdoesnothaveenoughquickassetstoclearitscurrent
liabilitiessincetheratioisbelowthestandardratio

Creditcollectionperiodinweeks

Fixedassetturnoverratio= =
netsales

fixedassets

=10:1
30,500,000

3,050,000

Interpretation:forevery1shsinvestedinbusinessitgeneratesshs10assalesrevenue

The following balances were extracted from MUKENE’S books ofaccounts on

31/12/2015.

Shs(000)
Netsales 20,000
Netpurchases 11,000
Goodsavailableforsale 16,000
Stock(01.01.2015) 5,000
Stock(31.12.2015) 4,000
Totaloperatingexpenses 6,000
Totalfixedassets 8,000
Debtors 1,500
Creditors 3,000
Cash 900
Accruedrent 1,000
Bank 1,600

Required:
Calculateandinterpret

i. Inventoryturnoverratio
ii. Creditpaymentperiod
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iii. Rateofreturnonemployedcapital
iv. Stockturnoverperiod
v. Cashratio

vi. Profitmarl–up

SOLUTION
Inventoryturnover(ratio)/Rateofstockturn/stockturnover

=costofsales
Averagestock
Costofsales=Goodsavailableforsale–Closingstock
=16,000,000–4,000,000
=Shs12,000,000

Averagestock=openingstock+closingstock
2

=5,000,000+4,000,000 = Shs4,500,000

Inventoryturnoverratio =12,000,000
4,500,000
=2.7
=3times/turns

Interpretation:Thebusinesssellsandreplacesitsstockapproximately3timesina
tradingperiod.
(ii)Creditpaymentperiod =creditors x Numberofdays/weeks/monthsina
year

Netpurchases

=creditors x Numberofdaysinayear
Netpurchases

=3,000,000 x 365
11,000,000

= 99.5
= 100days

Interpretation:Onaveragethebusinesstakes100daystopayitscreditorssuppliers

(iii)Rateofreturnonemployedcapital
= Netprofit x100

Employedcapital

Netprofit = Grossprofit–Totaloperatingexpenses
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= Netsales -Costofsales)–6,000,000
= (20,000,000–12,000,000)–6,000,000
= 8,000,000–6,000,000
= Shs2,000,000

Employedcapital =Totalfixedassets/fixedassets+workingcapital
Butworkingcapital=Totalcurrentassets–Totalcurrentliabilities.
Totalcurrentassets=Closingstock=Debtors=Cash+Bank

=3,000,000=1,000,000
=shs4,000,000

Workingcapital =8,000,000–4,000,000
=shs4,000,000

Employedcapital =8,000,000+4,000,000
Shs12,000,000

Rateofreturnonemployedcapital =2,000,000x100
12,000,000
16.7%

EXERCISEONE
ThefollowinginformationrelatestothebooksofDingiDingientertainersasat30June
2012

Shs
Netsales 4,500,000
Costofsales 3,225,000
Salariesandwages 600,000
Discountreceived 150,000
Discountallowed 225,000
Machinery 40,000,000
Debtors 7,200,000
Creditors 12000,000
Cashatbank 8,000,000
Bankoverdraft 3,200,000
Closingstock 4,800,000

Calculate
i) Grossprofit
ii) Netprofit
iii) Liquidity
iv) Quickacidratio

EXERCISETWO
Thefollowinginformationwasobtainedfrom thebooksofWekasaenterprisesasat31
Dec2015
OPENINGSTOCK 100,000
Capital 1,000,000
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Cash 105,000
Bank 425,000
Premises 595,500
Creditors 150,000
3yearloan 500,000
Wagesandsalaries 50,000
Purchases 303,500
Carriageinwards 100,000
Motorvan 330,000
Returnsoutwards 60,000
Debtors 92,500
Sales 465,000
Returnsinwards 10,000
Interestonloan 20,000
Rentincome 115,000
Transport 25,000
Rentexpenses 30,000
Drawings 131,500
Machinery 75,000
Commissiononsales 10,000
Carriageoutwards 20,000
Commissionincome 135,000

Additionalinformation:
a)Stockat31Dec2015wasshs 60,000
b)Accruedrentshs60,000
c)Wagesshs2,500werepaidinadvance
d)Commissionofshs15,000wasnotyetreceived
e)Rentincomeofshs50,000waspaidinadvance
f) Depreciatemachineryandmotorvanby10%p.aoncost
g)Netprofitisshs78,500

Requiredto;
Preparethebalancesheetasat31DEC2015
Calculateandinterpretthefollowing

a)Averagecollectionperiodfordebts
b)Numberofdaysstockwasheldbeforeselling
c)Rateofreturnsoncapitalemployed
d)Rateofstockturn

EXERCISETHREE
Thefollowingbalanceswereextractedfrom thefinancialstatementofNabikoolitraders
attheendof2016

PARTICULARS SHS
Cash 2,010,000
Bank (600,000)
Sales 35,000,000
Purchases 9,500,000
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Averagestock 4,000,000
Rateofstockturn 5times
Fixedassets 5,000,000
Accountspayable 450,000
Closingstock 2,500,000
Accountsreceivable 6,590,000
Totaloperatingexpenses 8,750,000
Interestreceivabledue 50,000

Requiredto:
Calculate;
Costofsales
Grossprofit
Netsales
Openingstock
Netprofitratio
Workingcapital
Stockholdingperiodinweeks
Rateofcreditorsturnover
Quickassetratio
Debtor’scollectionperiodindays

EXERCISEFOUR
Thefollowingbalanceswereextractedfrom thefinancialstatementsofKalirometal
worksattheendoftheyear2017
Details shs
Turnover 160,000,000
Netpurchases 84,000,000
Accountsreceivable 7,000,000
Accountspayable 5,800,000
Stock1/1/2017 3,600,000
Stock31/12/2017 4,200,000
Totaloperatingexpenses 12,000,000
Noncurrentassets 14,400,000
Owners̀equity 48,000,000
Bank 3,200,000
Cash 1,000,000
Outstandingrentincome 2,400,000
Accruedelectricity 2,000,000
Interestonloanexpense 1,200,000
Bankloan 4,000,000
Required:computeandinterpretthefollowingratiosforthebusiness
Profitmarkup
Profitmargin
Netprofitratio
Creditpaymentperiodinweeks
Debtors’days
Returnonequity
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Inventoryturnoverratio
Stockturnoverperiod
Currentratio
Interestcoverratio
Noncurrentassetsturnover
Gearing/leverageratio
Cashratio

2CASHFLOW STATEMENTS

DEFINITIONOFCASHFLOW STATEMENT
‘CashFlows’impliesmovementofcashinandoutduetosomenon-cashitems.
BENEFITSOFCASHFLOW STATEMENT
1.Itprovidesabasistoassesstheabilityoftheenterprisetogeneratecashandcash

equivalentsandtheneedsoftheenterprisetoutilizethosecashflows.
2.A cashflow statementprovidesinformationthatenablesuserstoevaluatethe

changesinnetassetsofanenterprise,itsfinancialstructure(includingitsliquidity
andsolvency)

3.Cashflowinformationisusefulinassessingtheabilityoftheenterprisetogenerate
cashandcashequivalents,whichenablesuserstodevelopmodelstoassessand
comparethepresentvalueofthefuturecashflowsofdifferententerprises.

4.Itisusefulincheckingtheaccuracyofpastassessmentsoffuturecashflowsandin
examiningtherelationshipbetweenprofitabilityandnetcashflowandtheimpactof
changingprices.

5.Cash flow statementhelp in making financialdecisions. E.g.buying capital
equipmentusingcashorpayworkers. 

6.Ithelpsthefinancialmanagerstomakeacashflowprojectionforimmediatefuture,
e.g.basingonthepastfinancialprojections.

7.CashFlowStatementisanimportantfinancialtoolforthemanagementtomakean
estimaterelatingtocashforthenearfuture.

8.Ithelpstheinternalmanagementtodeterminethefinancialpolicytobeadoptedin
future,sinceitsuppliesinformationrelatingtofunds,e.g.,takingdecisionaboutthe
replacementoffixedassetsorrepaymentoflong-term liabilitiesetc

9.Itrevealsthecashpositionforthebusiness,asitshowsthemovementofcashin
thebusinessi.e.,whetherthereisanyincreaseincashordecreaseincashandthe
reasonsexplainingso.

10.Cashflow statementhelpstoidentifythemainfinancialsourcesforthebusiness
thatisfrom wherecashinflowshavearisenwithinaparticularperiodandalso
showsthevariousactivitieswhereinthecashwasutilizedasCashFlowStatement
doesnotalwaysrepresenttherealliquidposition.

11.Cashflow statementissignificanttomanagementforpropercashplanningand
maintainingapropermatchingbetweencashinflowsandoutflows.As
Cashflowstatementreportstheamountofcashreceivedduringtheperiodthrough
variousfinancingactivities,suchasissueofshares,debenturesandraisinglong-
term loan.

12.Cashflowstatementhelpsinappraisingofthevariouscapitalinvestmentprograms
todeterminetheirprofitabilityandviability.
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LimitationsofCashFlowStatement:
CashFlowStatementis,nodoubt,isanimportanttoolinfinancialmanagementwhich
explainsthemovementoffundsinvariouswaysofafirm.Itassiststhemanagementto
understandtheamountofcapitalblockedupinaspecificsegmentofafirm.Although
theCashFlow Statementperformsasanimportantfinancialtool,itisevennotfree
from limitations.
Someofthem aregivenbelow:
1.CashFlow Statementfailstopresentthenetincomeofafirm sinceitdoesnot

considernon-cashitem.
2.ItisneitherasubstituteofFundsFlowStatementnoranIncomeStatement.So,the

functionswhichareperformedbytheFundsFlowStatementorIncomeStatement
cannotbedonebytheCashFlowStatement.

Terms
1.Cash,itcomprisescashonhandanddemanddepositswithbanks.
2.Cashequivalents,theseareshortterm,highlyliquidinvestmentsthatarereadily

convertibleintoknownamountsofcash.
3.Cashflows,theseareinflowsandoutflowsofcashandcashequivalents.
4.Operating activities,these are the principalrevenue-producing activities ofthe

enterpriseandotheractivitiesthatarenotinvestingorfinancingactivities.
5.Investingactivities,thesearetheacquisitionanddisposaloflong-term assetsand

otherinvestmentsnotincludedincashequivalents.
6.Financing activities,theseareactivitiesthatresultin changesin thesizeand

compositionoftheowners’capital(includingpreferencesharecapitalinthecaseof
acompany)andborrowingsoftheenterprise.

7.Cashinflow,theseareReceiptofcashfrom anon-cashitem.
8.Cashoutflows;thisiscashpaymentinrespecttointermssuchas,purchaseof

machinerybypayingcash.
CLASSIFICATIONOFACTIVITIESFORTHEPREPARATIONOFCASHFLOW
Thereareactivitiesofanenterpriseresultintocashflows(inflowsorreceiptsand
outflowsorpayments).Theseactivitiesaretobeclassifiedintothreecategories:
Operating,
Investing,
Financingactivities

OPERATINGACTIVITIES
Cashflowsfrom operatingactivitiesareprimarilyderivedfrom themainactivitiesofthe
enterprise.Theygenerallyresultfrom thetransactionsandothereventsthatenterinto
thedeterminationofnetprofitorloss.
CashInflowsresultingfrom operatingactivitiesinclude,

 Cashreceiptsfrom saleofgoodsandtherenderingofservices,
 Cashreceiptsfrom royalties,
 Fees,
 Commissions
 Loanacquisition
 Saleoflongterm asset,
 Andanyotherincomethatbusinessesreceive



67

CashOutflowsresultingfrom operatingactivitiesinclude;
 Cashpaymentstosuppliersforgoodsandservices,
 Cashpaymentstoandonbehalfoftheemployees,
 Cashpaymentstoaninsuranceenterpriseforpremiums,
 Claims,
 Paymentforpolicybenefits,
 Cashpaymentsofincometaxes,
 Interestpaymentsonacquiredloans,
 Paymentsforutilities
 Purchaseoffixedassets

INVESTINGACTIVITIES
Transactionsrelatedtolong-term investmentare(investingactivities).
Separatedisclosureofcashflowsfrom investingactivitiesisimportantbecausethey
representtheextenttowhichexpenditureshavebeenmadeforresourcesintendedto
generatefutureincomeandcashflows.Hence
CashInflowsresultingfrom InvestingActivitiesinclude;
 Cashreceiptfrom disposaloffixedassets,
 Cashreceiptfrom therepaymentofadvancesorloansmadeto third parties

(exceptincaseoffinancialenterprise).
 Cash receiptfrom disposalofshares,warrantsordebtinstrumentsofother

enterprisesexceptthoseheldfortradingpurposes.
 Interestreceivedincashfrom loansandadvances.
 Dividendreceivedfrom investmentsinotherenterprises.

CashOutflowsfrom investingactivities;
 Cashpaymentstoacquirefixedassets,
 Cash payments to acquire shares,warrants or debtinstruments of other

enterprisesotherthantheinstrumentsthoseheldfortradingpurposes.
 Cashadvancesandloansmadetothirdparty(otherthanadvancesandloansmade

byafinancialenterprisewhereinitisoperatingactivities).
FINANCINGACTIVITIES
Financingactivitiesrelatetolong-term fundsorcapitalofanenterprise,e.g.,cash

proceeds from issue ofequityshares,debentures,raising long-term bank loans,
repaymentofbankloan,etc.here;
CashInflowsfrom financingactivitiesinclude;
 Cashproceedsfrom issuingshares(equityor/andpreference).
 Cashproceedsfrom issuingdebentures,loans,bondsandothershort/
 Long-term borrowings
CashOutflowsfrom financingactivitiesinclude;
 Cashrepaymentsofamountsborrowed.
 Interestpaidondebenturesandlong-term loansandadvances.
 Dividendspaidonequityandpreferencecapital.

ComponentsofBalancesheet
Balances
Totalinflows
Totaloutflows
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Netcashposition

EXAMPLEONE
ThefollowingprojectionsrelatestoMakalandatradersforthe2017

i. Sharecapitalshs600,000as1march2017
ii. CashsalesforMarch2017shs8,250,000andexpectedtoincreasebyshs750,

000
iii. Monthlydebtstobecollectedareshs2,000,000andexpectedtoincreasebyshs

200,000permonth
iv. Aloanworthshs7500,000toacquiredfrom tropicalbankinApril2017
v. Monthlycreditsaleshs4,000,000,But60%willbepaidinthemonthofsaleand

balancetobepaidinthefollowingmonth.
vi. Startupequipmentsworthshs7,500,000tobeboughtinApril2017

vii. Monthlyexpensesforservicingofrefrigeratorsareexpectedtobeshs200,000
viii. Monthlypaymentsaresalariesshs2,250,000securityshs750,000,insurance

shs225,000
ix. Monthlyutilitybillsofshs750,000aretobemade
x. Monthlyloanrepaymentshs900,000willstartinmay

xi. Purchasesareexpectedtoshs2,000,000monthly
Required;
PrepareacashflowstatementforMakalandafortheperiodfrom MaytoJune2017
GiveanyfiveimportanceofthecashflowstatementtoKalandatraders

MAKALANDATRADERS̀
Cashflowstatement
Fortheperiodfrom MarchtoJune2017

DETAILS MARCH

SHS

APRIL

SHS

MAY

SHS

JUNE

SHS

Balanceb/f

Addcashinflows:

Sharecapital

Cashsales

Receipts from
debtors

Loan

Creditsales

Totalcashinflows

600,000

8,250,000

2,000,000

2,400,000

775,000

900,000

2,200,000

7,500,000

4,000,000

9,800,000

900,000

2,400,000

4,000,000

18,150,00

0

900,000

2,600,00

4,000,000
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Lesscashoutflows:

Startupequipment

Servicing
refrigerator

Salary

Security

Insurance

Utilities

Startupexpenses

Loanrepayment

Purchases

Totalcashoutflows

Netcashposition

13,250,000

200,000

2,250,000

750,000

225,000

750,000

6,300,000

2,000,000

21,675,000

7,500,000

200,000

2,250,000

750,000

225,000

750,000

2,000,000

24,125,000

200,000

2,250,000

750,000

225,000

750,000

900,000

2,000,000

34,125,00

0

200,000

2,250,000

750,000

225,000

750,000

900,000

2,000,000

12,475,000

775,000

13,675,000

9,800,000

7,050,000

18,1150,000

7,050,000

26,675,00

0

EXAMPLETWO

Mbalemaizemillershadthefollowingprojectionsfortheyear2018
Openingcashbalanceasat1January2018shs2,200,000
Salesinkg;
January90,000
February100,000
March80,000
April20,000,eachkgistobesoldatshs500oncashbasis.
Thebusinessplanstoobtainaloanofshs10,000,000ataninterestrateof15%from
BankofBaroda.Theloanisintwoinstallmentsshs6,000,000inFebruaryandshs
4,000,000inApril.
Receiptsfrom debtorsareprojectedatshs2,000,000,shs900,000andshs400,000
from themonthsofFebruary,MarchandAprilrespectively.
PurchasesofrawmaterialsinkgsisprojectedasfollowsJanuary6000,February7000,
march8000andApril.Thematerialisexpectedtocostshs2000perkg.
LabourcostsforJanuaryisshs2,000,000,Februaryshs1,800,000,March shs
1,700,000andAprilshs1,950,000.
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ProductionexpensesareprojectedasJanuaryshs500,000,Februaryshs400,000,
Marchshs300,000andAprilshs450,000.
Monthlyadministrativeandmarketingexpensesareshs300,000.
Ageneratorisbeboughtatshs20,000,000oncreditinJanuary.50%ofthecostistobe
paidinmarchandthebalanceinApril2018.
Provisionforbaddebtsanduncertaintiesisprovidedforatshs70,000,000

Required:prepareMbalemaizemillerscashflowstatementforthemonthsofJanuary,
February,MarchandApril2018
Suggestwaysofminimizingcashdeficitinthebusiness

MBALEMAIZEMILLERS̀
Cashflowstatement
ForthemonthsofJanuary,February,MarchandApril2018

DETAILS JANUARY

Shs

FEBRUARY

Shs

MARCH

Shs

APRIL

Shs

Balanceb/f

Addcashinflows

Cashsales

Loan

Receiptsfrom debtors

Totalcashinflows

LessCASHOUTFLOWS

Purchaseofrawmaterials

Labourcosts

Productionexpenses

Administrative and marketing
expenses

Purchaseofgenerator

Totalcashoutflows

Netcashposition

2,200,000

45,000,000

32,400,000

50,000,000

6,000,000

2,000,000

73,900,000

40,000,000

900,000

86,500,000

10,000,000

4,000,000

400,000

47,200,000

12,000,000

2,000,000

500,000

300,000

14,800,000

90,400,000

14,000,000

1,800,000

400,000

300,000

16,500,000

114,800,00

0

16,000,000

1,700,000

300,000

300,000

10,000,000

28,300,000

100,900,00

0

18,000,000

1,950,000

450,000

300,000

10,000,000

30,700,000

32,400,000 73,900,000 86,500,000 70,200,000
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EXAMPLETHREE
ThefollowingwereprojectionsofJohnMusogatradersforthemonthsofMarch,April,
MayandJune2017

i. Thebusinesshadanetcashdeficitofshs60,000,000attheendofFebruary
2017

ii. Expectedmonthlycashsalesaretoamounttoshs20,000,000.thecashsalesare
expectedtodecreaseby20% afterthefirsttwomonths.Creditsaleswere
projectedatshs8,000,000monthlywith60%ofpaymentsexpectedinthemonth
ofsaleandthebalanceinthefollowingmonthsless10%discount.

iii. Monthlycashpurchasesareexpectedtobeshs12,000,000.thiswasexpectedto
increaseby12%monthlybasingonprojecteddemand.

iv. Monthlycreditpurchasesareexpectedtobe40%oftotalmonthlysaleswhose
paymentsaretobemadeinthefollowingmonthless5%discount.

v. Amonthlysalaryfor20workerswasexpectedtobeshs400,000perworker.Two
workersaretobeterminatedattheendofthesecondmonthandnoreplacement
isexpectedtobemade

vi. Thebusinessplannedtogetaloanofshs16,000,000inthefirstmonthwitha
repaymentgraceperiodofonemonthafteracquisition.Itspayableisintwo
equalinstallmentswithaninterestrateof10% payableonreducingbalance
method.

vii. Thebusinessplannedtoselloldmachineryworthshs4,000,000inMayand
receiveinitialpaymentofshs1,800,000andthebalanceinthefollowingmonth.
Thedepreciationisatarateof5%perannum

viii. Rentreceivablewastoincreaseby10%monthly.rentreceivedattheendof
Februarywasshs1,000,000

ix. Acoolerworthshs10,000,000wastobeboughtinMarchonhirepurchasebasis.
Downpaymentofshs4,000,000wastobemadeandthebalancetobepaidin
theratioof2/4,1/4and25%thecomingmonthrepetitively

x. Advertisementsofshs3,000,000weretobepaidforattheendofJune2017
xi. Creativesalespersonsaretoreceivecommissionof5% ofthemonth’scash

salesrevenue
xii. Anycashshortageistobeoffsetwithdebentureatthebeginningofthenext

monthwithaninterestrateof10%permonthfor4monthspayabletogetherwith

thedebentureafter4monthsfrom themonthofdebentureacquisition

Required

PreparethecashflowstatementforthebusinessfortheperiodofMarchtoJune2017

Commentonthetrendofnetcashpositionofthebusiness

Advisethebusinessonthemeasurestoadopttoovercomeanycashdeficit
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JOHNMUSOGATRADERS
CASHFLOW STATEMENT

FORTHEMONTHSOFMARCH,APRIL,MAYANDJUNE2017

DETAILS MARCHSHS APRILSHS MAYSHS JUNESHS

Cashbalance

Addcashinflows;

Cashsales

Receiptsfrom debtors

Loan

Rentreceivable

Saleofoldmachinery

Debenture

(60,000,000)

20,000,000

4,800,000

16,000,000

1,100,000

(43,100,000)

20,000,000

8,000,000

1,210,000

43,100,000

(7,430,000)

16,000,000

8,000,000

1,331,000

1,800,000

17,430,000

(18,221,80
0)

16,000,000

8,000,000

1,464,100

2,200,000

18,221,800
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Totalcashinflows

Less:cashoutflows

Cashpurchases

Paymenttocreditors

Workerssalaries

Loanprincipalpayment

Interestonloan

Purchaseofcooler

Advertisements

Commission

18,100,000

12,000,000

8,000,000

4,000,000

1,000,000

29,210,000

13,440,000

11,200,000

8,000,000

8,000,000

1,600,000

3,000,000

1,000,000

27,131,000

15,052,800

1,552,800

7,200,000

1,500,000

800,000

22,664,100

16,859,136

16,859,136

7,200,000

8,000,000

800,000

1,500,000

3,000,000

800,000

Totalcashoutflows

Netcashposition

25,000,000

(43,100,000)

36,640,000

(7,430,000)

45,352,800

(18,221,80

0)

47,759,136

(20,095,03

6)

NETCASHPOSITION
JohnMusogahadadeficitofshs43,100,000bytheendofMarch2017
Itreducedtoadeficitofshs7,430,000bytheendofApril2017
Thebusinessalsohadadeficitofshs18221,800bytheeofMay
Thebusinessperformanceforfourmonthwasnotgood
WAYSOFREDUCINGDEFICIT
Bypostponingincreaseinexpenditurese.g.salaries
Sellingoffsomeofthefixedassets
Increasingoncashsales
Speedingupdebtcollection
Sellingoncashonly
Obtainingloanfrom lowinterestratesources
Layingoffsomeworkers
Negotiatingforlongercreditperiodforsupplies

EXAMPLEFOUR
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ThefollowinginformationrelatestoprojectionsmadebyMbalevenders̀ association
forthemonthsofJanuary,February,marchandApril2018
ProjectedcashandbankbalancesasatDecembershs20,000,000
Saleswillbebothcashandcredit.Januarycashsaleswillbe800unitsatpriceofshs
10,000each.Thereafter,cashsaleswillbeincreaseatarateof5%permonth.Credit
salesforeachmonthareexpectedtobeshs5,500,000.debtorswillbeexpectedtopay
inthemonthofsale.
Thebusinessplanstobuy15computersatshs650,000eachinMarch.Andimportduty
of5%ontotalcostwillbepaidinaddition.
Monthlyexpectedexpensesandpaymentsincludesalariesandwagesshs30,000,000,
machineservicingshs300,000,depreciationshs100,000.salariesforAprilwillbepaid
inthemonthofMarch.
Thebusinessispayingbackaloanofshs10,000,000previouslyobtained.Monthly
installmentsamounttoshs2,000,000permonthstartinginFebruary.Theloanattracts
interestofshs100,000permonthalsopayablestartingFebruary
Thebusinesswillbuy900unitsofraw materialsatshs6,000eachinthemonthof
January.Thequantityofraw materialsisexpectedtoincreaseby10% everymonth.
Purchaseofrawmaterialsisstrictlyoncashbasis.
Thebusinessexpectstoreceiveshs10,000,000asadonationinAprilandplanstosell
offanoldmotorvanatshs9,000,000inMarch.

Required;prepareMbalevendors̀ associatioǹscashflowstatementfortheperiodof
JanuarytoApril2018

MBALEVENDORS̀ ASSOCIATIOǸS
Cashflowstatement

FortheperiodofJanuary,February,MarchandApril2018

Details Januaryshs February
shs

Marchshs April

Shs

Balancesb/f

Addcashinflows

Cashsales

Receiptfrom debtors

Cashdonations

Saleofoldvehicle

Totalcashoutflows

20,000,000

8,000,000

5,500,000

(2,200,000
)

8,400,000

5,500,000

(26,640,00
0)

8,820,000

5,500,000

9,000,000

(75,851,00
0)

9,261,000

5,500,000

10,000,000
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Lesscashoutflows

Purchaseofcomputer

Importduty

Salariesandwages

Machineservicing

Loanrepayment

Loaninterestpayment

Purchaseofrawmaterials

Totalcashoutflows

Netcashposition

33,500,000

30,000,000

300,000

5,400,000

11,700,000

9,750,000

487,500

30,000,000

300,000

2,000,000

100,000

5,940,000

(3,320,000)

60,000,000

300,000

2,000,000

100,000

6,534,000

(51,090,50

0)

300,000

2,000,000

100,000

7,187,400

35700,000

2,200,000

38,340,000

26,640,000

79,171,500 6,677,900

EXAMPLEFIVE
I. Nkomatradingcompanyltdwhichplanstostartabusinesshasavailedthe

followingprojecteddetailsforthefirstsixmonthsoftheyear2017
II. Cashatbankshs4,000,000at1January2017

III. CashsalesforJanuary2016shs5,500,000.thesalesareexpectedtoincreaseby
shs500,000everymonth.Allsaleswillbebycash

IV. Capitalizationloantobeacquiredfrom bankofBarodainFebruary,2017shs
5,000,000

V. PurchasesofstartupassetsduringthemonthofFebruary2017shs5,000,000
VI. Monthly payments starting with January 2017,salaries and wages shs

1,500,000,rentshs500,000advertisingshs150,000
VII. Pre–operatingexpensestobepaidJanuary2017shs200,000

VIII. Purchasesoccurinthemonthofsaleareexpectedtobe75%ofeachmonth̀s
projectedsales.Purchaseswillbepaidforafteronemonth

NKOMATRADINGCOMPANLTD̀S
CASHFLOW STATEMENT

FORTHEMONTHSOFJANUARY,FEBRUARY,MARCH,APRILMAYANDJUNE2016

PARTICULARS JANUARY

SHS

FEBRUARY
SHS

MARCH
SHS

APRIL

SHS

MAY

SHS

JUNE
SHS
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Balanceb/f

Addcashinflows;

Sharecapital

Cashsales

Capitalization

Totalcashinflows

Lesscashoutflows;

Purchase up startup
assets

Salariesandwages

Rent

Advertising

Preoperatingexpenses

Loanrepayment

Purchases

Totalcashoutflows

Netcashposition

-

4,000,000

5,500,000

3,150,000

6,000,000

5,000,000

7,000,000

6,500,000

7,225,000

7,000,000

7,575,000

7,500,000

8,050,000

8,000,000

9,500,000

1,500,000

500,000

150,00

4,200,000

14,150,000

5,000,000

1,500,000

500,000

150,000

13,500,00

0

1,500,000

500,000

150,000

4,125,000

14,225,00

0

1,500,000

500,000

150,000

4,500,000

15,075,00

0

1,500,000

500,000

150,000

4,875,000

16,050,00

0

1,500,000

500,000

150,000

600,000

5,250,000

6,350,000

3,150,000

7,150,000

7,000,000

6,275,000

7,225,000

76,650,00

0

7,575,000

7,025,000

8,050,000

8,000,000

8,050,000

Usesofcashflowtothebusiness
Itenablesthebusinesstoforecastcashchallengesinadvance
Itenablesmanagementtocompareactualwiththeprojections.
Itportraystheabilityofthebusinesstorepayloanobligations
It’susedtoshowchangesinthenetcashpositionsofthebusinessfrom oneperiodto
another
Itenablesthebusinesstoindentifythevariousneedsandprovidessourcesoffunding
Itfacilitateproperplanningforthebusinessregardinginvestmentdecisions
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EXERCISEONE
Thefollowing projectionsrelateto MbaleAGRO chemicalsenterprisesduring the

monthsofMay,June,JulyandAugust2017

I. Onmay12017,theenterprisehadacashbalanceofshs40,000,000andbank

balanceofshs(8,000,000)

II. Outputsof600units,750,unitsand950unitseachatshs1,200weretobesold

inthemonthsofMayJune,July,andAugustoncashbasis

III. Monthlycreditsaleswereprojectedtobe25%ofcashsalesbutpaymentwould

bereceivednextmonthless5%discount.

IV. Donationswereprojectedasfollows;mayshs1,000,000,Juneshs1,800,000,

July1,500,000August3,000,000(inform ofphysicalgoods).

V. Thebusinessreceivesmonthlyrentincomefrom itsproperty.rentreceivedon30

Junewasshs600,000butthiswasexpectedtoincreaseby10%afteronemonth.

VI. Inputsof500,800,1100,14unitsweretopurchasesatshs950eachoncash

basis

VII. Monthlyexpenseswere projected asfollow;utilitiesshs250,000,VAT shs

180,000andadvertisingshs100,000.howevernoVATwaspaidinJuly.

VIII. Creditpurchasesofshs900,000weremadeinJune,thebusinesshasapolicy0f

payingforcreditpurchasesin2equalinstallmentsafteronemonth.

IX. Thebusinesshasapolicyofpayinga5%salescommissiononthetotalmonthly

sales.Nocommissionwaspaidinthefirsttwomonths.

Required:prepareMbaleagrochemicalcashflowstatementforfourmonths
Advisetheenterpriseonmanagingacashsurplus
EXERCISETWO
Moonielectroniccentrepresentedthefollowingcashinflowsandcashoutflowsforthe
monthofAugust2017

August2017 shs
Balanceb/d 8,400,000
Cashinflows:
Cashsales 250,000,000
Cashcollectedfrom debtors 43,000,000
Loanfrom centenarybank 30,000,000
Penaltiesfordelayedpayments 1,500,000
Commissionincome 6,000,000
Interestoncashdeposits 500,000
Donationsandgrantsreceived 30,000,000
Totalcashinflow 369,400,000
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Cashoutflows
Purchasesofstock 110,000,000
Labourcosts 60,000,000
Powerandutilities 5,000,000
Administrativecosts 1,500,000
Paymentsofcreditors 50,000,000
Purchaseofmachinery 21,000,000
Totaloutflows 247,500,000

Additionalinformation
I. ThefollowingprojectionswereprovidedforthemonthsofSeptember,October

andNovember2017.
II. Cashsalesrevenueisexpectedtoincreaseby5%inSeptemberandOctober.It

willdropbyshs500,000inthemonthofNovember.
III. Cashcollectionsfrom debtorswillincreaseby10% inSeptemberandOctober.

Nocashwillbereceivedfrom debtorsinthemonthofNovember
IV. NofurtherloanswillbereceiveduntilDecember2017
V. CommissionincomeisexpectedtodoubleinthemonthofSeptemberand

reduceby1/3ofSeptember̀scommissionincomeinthenextmonths.
VI. Thebusinesswillcontinuereceivinginterestondepositsequivalenttowhatwas

receivedInAugust
VII. DonationsandgrantswerereceivedonlyinAugustandnofurtherpenaltieson

delayedpaymentswillbecharged.
VIII. DecapitalisationofassetswillbedoneinSeptemberandthiswillgenerateshs

13,000,000.
IX. CashpurchaseofstockwillbemaintainedatthesamelevelinSeptemberand

October.Howeveritwilldropbyshs10,000,000inthemonthofNovember.
X. LabourcostsforSeptemberOctoberandNovemberwillalsobethesameasthat

ofAugust
XI. PowerandutilitieswillalsobethesameastheyappearIAugust.

XII. Therewillbeincreaseofshs500,000monthlyinadministrativecosts
XIII. Thebusinessisexpectedtostartpayingcorporationtaxeverymonthofshs

2,000,000.howeverthiswillbepaidasasinglesum inNovember
XIV. TheloanacquiredinAugustwillbepaidbackinsixinstallmentsstartinginthe

monthofSeptember
XV. Thebusinesswillpayamonthlyinterestontheloanatarateof5%onreducing

balanceofstartinginSeptember.
XVI. The business willdonate shs 1,000,000 to good hope children centre in

September.tiswillincreaseby4%everymonth
XVII. Theproprietorisexpectedtouseshs1,600,000everymonthforfamilyneeds

startinginOctober2017
Required:prepareacashflowstatementforMoonielectroniccentreforthemonthsof
September,October,andNovember2017.

EXERCISETHREE
ThefollowinginformationrelatetothebooksKamboozienterpriseltdprojectionforthe
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monthsofJuly,August,SeptemberandOctober2018
I. OnJuly12018cashbalanceis26,000,000

II. Creditsalesareprojectedtobeshs40,000,000monthly.Howeverthebusiness
creditpolicyis60%inthemonthofsaleandbalanceinthefollowingmonthforall
themonths.

III. ThebusinesshopestoacquirealoaninthemonthofAugustandOctober2018.
IV. Monthlycashsalesareprojectedtobeshs60,000,000.acommissionof10%is

paidtosalesmenforthewelldoneeachtimecashisreceived
V. Monthlycashpurchasesworthshs40,500,000isexpectedtobemade

VI. AdeliveryvanistobeboughtinthemonthofAugustatacostofshs35,000,000.
VII. Monthlywagebillisestimatedtobeshs12,500,000andexpectedtoincreasein

themonthofOctober
VIII. Aloaninterestof5%permonthispayablestartinginthemonthofacquisitionof

theloan
IX. Expansionofthebusinesspremisesisexpectedtocost$2000andthepriceof

thedollarisshs3500inthemonthofJulyand$100issettobespentinthe

monthofAugust.

X. Generalexpensesareexpectedtobe7,100,000permonth.Allexpensesarepaid

inthemonthinwhichtheyareincurred.

XI. Thebusinessissetto payincometaxinthemonthofSeptemberofshs

12,000,000.

Required:preparecashflowstatementfor Kamboozienterpriseltdforthemonthsof
July,August,SeptemberandOctober2018
Commentonthenetcashpositionofthebusiness

EXERCISEFOUR

GiventhefollowinginformationofBIGBOSSEnterprisesLTD
(i) On1stJune2015,thebusinesshadcashinhandshs5million.
(ii) Cashsales10millionwasexpectedeverymonth.
(iii) Creditsalesareexpectedtobeshs6millionpermonth.Debtorswillbe

expectedtopayinthemonthofsale.
(iv) Monthlycashpurchasesprojectedtobeshs8million.
(v) Thebusinessplanstogetaloanofshs4millioninthefirstmonthata

monthlyinterestof10%payablebeginningthefollowingmonthonreducing
balancewhiletheprincipalistobepaidinfourequalinstallmentsbeginning
from thethirdmonth.

(vi) Monthlysalaryandwagebillestimatedatshs1million
(vii) Rendincomeisexpectedtobeshsshs2millionpermonthandthiswill

increaseby20%afterthesecondmonth.
(viii) Monthlyincomesfrom grantsanddonationsareprojectedatshs3million

andthiswillreduceby10%afterthreemonths.
(ix) Corporationtaxisestimatedtobeshs500,000permonthbutwillincreaseby

10%everymonth.
(x) Thebusinessplanstobuyanofficesafeatshs8millioninthefirstmonth

makingdownpaymentof49%.Theremainingamountistobepaidintheratio
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of5:3:2inthefollowingmonths.
(xi) Thebusinesshopestoissueadebentureofshs4millioneverymonth.
(xii) Monthlyexpectedexpensesinclude;

shs
i. Salariesandwages 1,000,000

ii. Advertising 200,000
iii. Depreciation 100,000

Xiii Thebusinessshallfinanceanycashshortfallwithaloaninthefollowingmonth.

Required:
(a)Prepareamonthlycashflowstatementforfourmonthsperiod.
(b)Advisetheproprietoronwhattodoincaseofadeficitinthenetcashposition.

Controlstomanagetheflowoffundsinabusiness

Reduceorincreaseaninventorytomatchsalesrequirements

Negotiatewithsuppliersforanextensionofpaymentdates

Shopforfavourableinterestratesfundsandavailabilityoffundtoborrow.

Controlreceivablestocollectmoneyassoonaspossible

Analyzeexpensestoreducecostsandeliminatewaste

Raisepricestoincreasegrossprofitsorlowerthem toincreasesalesvolume

Developgoodpurchasingpracticestotakeadvantageofspecialpriceanddiscounts

Takelesssalaryoutofthebusiness

Learntouseforecaststodevelopusefulcashbudgetssothatcashisabletomeetall

futureobligations

Donotusecashfrom thebusinessforpersonaluse

BUSINESSTAXES
Ataxisacompulsorychargeleviedbythegovernmentoranyothercompetentauthority
onpersons(individuals,corporationsorotherlegalentities)oronbusinessinorderto
financegovernmentactivities.Itistheamountofmoneypaidbyabusinesstothe
taxingcentralgovernmentorthelocalgovernment.
Taxationistheprocessthroughthegovernmentsobtainsmoneyfrom eligiblepersons
byapplicationofthelaw.InUganda,theroleisperformedbyUgandarevenueauthority
(URA) for the centralgovernment revenue and localadministrations for local
governmenttaxes.

Importanceoftaxationinacountry
1.Taxesaremajorsourcesofgovernmentrevenuetofinancetheprovisionofsocial

servicesandotherdevelopmentservices/projects.
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2.Itencouragesdevelopmentoflocalindustriesandprotectsthem againstforeign
competitionwithaview toprovidingemploymentandsavingforeignexchange,by
imposinghighdutiesoncompetingimports.

3. Taxeshelptoimproveonthebalanceofpaymentpositione.g.governmentcan
increaseimportdutiesoncertaincommoditiestodiscouragetheirimportation.

4.Itprotectssocietyfrom undesirableorharmfulproductsandindustriesbyimposing
hightaxesonthem,forinstanceexcisedutyoncigarettesandbeeraswellas
environmentallevyonusedvehicles.

5.Taxes are used to reduce income inequalities in an economy thus ensuring
economicstabilitythroughstablepricesintheeconomy.Thisisachievedbylevying
hightaxesonpeoplèsincomes.

6.TofinanceGovernmentre-currentanddevelopmentexpenditure,i.e.payingsalaries
forcivilservantsandfundinglongterm projectssuchasconstructionofschools,
hospitalsandroads.

7.it’susedtoregulatedemandandsupplyintheeconomyintimesofinflation.
8.Itencouragesexportofgoodsandservicesbyreducingorremovingtaxonthe

exportinordertomakethem morecompetitiveintheworldmarket.
9.Taxationmayenableacountrytobecomeself-reliantandself-sustainingthrough

thevarioustaxesthatmaybeimposed.Suchtaxeshelptoreducetheneedfor
borrowing.

10.Toinfluenceallocationofresources,thisisdonebytaxingmoresectorsthatarenot
apriorityandgivingtaxincentivetoprioritysectors.

11.Taxesareusedtoreduceregionalimbalances,thisisachievedbyencouragingfirms
tosetupacrossthecountrythroughtaxincentives

Principlesoftaxation
Theserefertorules/guidelineswhicharefollowedwhendevelopingataxsystem.
Theserulesmustbefollowedorobservedwhenassessing,collectingandadministering
taxes.Taxationisaimedatensuringthateverytaxpayercontributesafairsharetothe
costofgovernmentactivities.
1.Simplicity:Thetypeoftaxandmethodofassessingandcollectingtaxeshavetobe

simple enough to be understood byboth the taxpayers and taxcollectors.
Complicated.

2.Equityorfairness:This means thatthe tax system hasto be fairsothatthe
distributionofthetaxburdenisequitable(equal/evenlydistributed).Thisisapplied
intwowaysi.e.horizontallyorvertically.

Horizontalequity:Thismeansthatpeoplewhoearnsameincomepay
sameamountoftax.
Vertical:Thismeansthatpeoplewhoearnmorepaymoretax.

3.Convenience:Thismeansthattheplace,periodandtheseasoninwhichtaxesareto
bepaidhavetobeconvenienttothetaxpayer.E.g.,P.A.Y.Eisdeductedfrom the
employeèsincomeatthetimetheemployerispayingthesalary

4.Certainty:Agoodtaxsystem isonewhichensuresthatallpartiesinvolvedknow
theirrightsandobligations.Agoodtaxsystem hastobecertainintimeandthe
methodandtheamounttobepaid.

5.Economical:Thisprincipleaimsatensuringthatthecostofcollectingtaxiskeptas
low aspossibleforboththetaxcollectorandthetaxpayer.Forexamplethetax
collectorshouldnotusemorethan5%oftheamountoftaxesbeingcollected.
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6.Abilitytopay:Thetaxpayerhastobeabletopaythetaxassessedonhim without
anyproblem.Thetaxestobepaiddonothavetocurtailtheoperationsofthe
businessoraffectthestandardoflivingofthetaxpayer.

7.Elasticity:Agoodtaxsystem changesdirectlywithchangeintaxbase.Ifthetax
baseincreases,thetaxyieldhastoalsoincrease.

8.Flexibility:Thisprinciplestatesthatthegovernmenthastobeabletoincreasethe
taxableratesdependingonitsobjectives,needsandpoliciese.g.ifthegovernment
istoreduceemployment,thenthetaxrateshavetobereduced.

9.Productivity:Thisstatesthatthetaxeshavetoyieldrevenuetothegovernmentand
thesametimegovernmentcalculatescorrectlyhowmuchtaxyieldthegovernment
istogetusingagiventaxrate.
Diversity:Thisprinciplestatesthatthesystem hastocoverasmanyassetsasmany
aspectsaspossiblei.e.thetaxsystem hastocoverallpeoplewhoearnincomein
differentways.
Impartiality:Thisprinciplestatesthatthetaxsystem doesnotdiscriminateamong
taxpayers.
Neutrality:Thisprinciplestatesthatthetaxsystem hasnottohaveseriouseffects
ontheeconomicactivities.I.e.thetaxespaid do nothaveto affectresource
allocationintheeconomy/country.

NB:Principlesoftaxationaresometimescalledcanonsoftaxation.
Characteristics/attributesofagoodtaxsystem
- Shouldbecomprehensivei.e.itshouldcoverasmanyaspectsoftheeconomyas

possible.
- Shouldbesimpleandstraighttobeunderstoodbyboththetaxpayerandthetax

collector.
- Shouldyieldadequaterevenuetothecountry.
- Shouldpromoteequityofsacrificei.e.itshouldensurethatitensuressocialand

economicjustice.
- Shouldavoiddoubletaxationi.e.Itshouldavoidtaxinganitem morethanonce.
- Shoulddirectresourcestopriorityareashencestimulatingsavings,investmentand

productivity.
- Should recognizebasicrightsofthetaxpayersi.e.taxpayersshould notbe

harassed,inconveniencedandexploitedbythetaxingauthority.
- Shouldbeconvenienti.e.itshouldbemadetoknow whenandwheretopaythe

taxes.
- Shouldbeflexiblei.e.itshouldbeeasytoadjustdependingonthechangesinthe

incomeofthetaxpayer.
- Shouldbeimpartiali.e.itshoulddiscriminateamongtaxpayers.Therefore,agood

taxsystem shouldbeproductiveanditshouldnotdiscouragetheeffortsofthetax
payers.

- Itshouldbeeconomicali.e.thecostofcollectingandadministeringthetaxshould
notexceed5%ofatax.

- Shouldensureeconomicstabilityi.e.itshouldnotcauseinstabilitiesintheeconomy
likeinflation.

CLASSIFICATIONOFTAXES
Taxescanbeclassifiedaccordingtoproportionofonèsincomethatispaidastax,
accordingtothemethodofcalculationoftaxoraccordingtothemodeofpayment.
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1.Classificationoftaxesaccordingtoonèsincomepaidastax.
a.Proportionaltax,isonewherethetaxisconstantregardlessofthedifferentlevelsof

incomee.g.corporationtaxwhichiscurrently30%.

b.Progressivetaxiswherethetaxrateincreasesastheincomeincreases.Theburden
oftaxisheavieronhigherincomeearnersandloweronlowincomeearners

Progressivetaxesreducethetaxincidenceofpeoplewith lowerincomeasthey
disproportionatelyshifttheburdentothosewithhigherincome.
c.Regressivetax,isonewherethetaxratedecreasesasapersoǹsincomeincreases.

Theburdenisproportionallygreatestonlowerearner

2.Classificationoftaxesaccordingtomethod/modeofcalculationoftax.
(a).Advorolem taxismeasuredasapercentageofthepriceoftheimportedgood.
Thesetaxesareusuallyonthevalueofgoodsandservices
(b).specifictax,isafixedmonetarytaxperphysicalunitofgoodimportede.g.shs.
100,000pertoneofmaizeflour
3.Classificationoftaxesaccordingtotype

DIRECTTAXES

Adirecttaxisdefinedasthetaxwheretheliabilityaswellastheburdentopayit
residesonthesameindividual.Thatistheburdenofthetaxfallsdirectlyonthe
individualwhoearnsataxableincomeandcannotshiftthetaxtoothers

Typesofdirecttaxes
Incometax,thisisataxLeviedonandpaidbythesamepersonaccordingtotax
bracketsasdefinedbytheincometaxdepartment.Incometaxtakestwoformsthatis;

Personalincometax:Isataxleviedontheincomeofindividualsanditisnormallya
progressivetax.
CorporateTax:Paidbycompaniesandcorporationsontheirprofits.
NOTE:Thetaxbaseforincometaxincludesprofitsfrom business,rentandroyalties
from lettingassetsandincomefrom investmentslikeshares,debenturesandother
securitiesandincomefrom employment.
WealthTax:thisisataxLeviedonthevalueofpropertythatapersonholds,e.g.
savingsofanindividualorbusinessentity.Itmaybeleviedonland,buildings,shares
orotherinvestments.
Inheritance(Estate)Tax:Itisataxontheestate,ortotalvalueofthemoneyand
property,ofapersonwhohasdied.
GiftTax:Itisthetaxthatanindividualreceiving thetaxablegiftpaysto the
government.

Capitalgainstax,isdefinedasataxchargedontheprofitrealizedonthesaleofa
non-inventoryassetthatwaspurchasedatalowerprice.Themostcommoncapital
gainsarerealizedfrom thesaleofstocks,bonds,preciousmetalsandproperty.

PropertyTaxormillagetax,itisataxwhichtheownerpaysonthevalueofthe
propertybeingtaxed.Itsdetermineddoestheappraisaltodeterminevalueofthe
property,andtaxtobepaid.
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FringeBenefitTax:Paidbyanemployerthatprovidesfringebenefitstoemployees,
andiscollectedbythestategovernment.

DETERMININGINCOMETAXPAYABLE

Example1
ThetablebelowshowsthemonthlyPAYEtaxratesinUganda

Monthlyincome(shs) Taxliability/taxrate

0 -235,000 NIL

235,000–335,000 10% oftheamountbywhichchargeable

incomeexceedsshs235,000

335,000-410,000 Shs10,000 plus20% oftheamountby

which chargeable income exceeds shs

335,000

Exceedingshs410,000 (a)Shs25,000plus30%oftheamount

by which chargeable income

exceedsshs410,000.

(b)Wherechargeableincomeexceeds

shs10,000,000anadditional10%is

chargedonincomeexceedingshs

10,000,000.

(a)Calculatetheincometaxpayablebythefollowingemployeeswhoearnedthe
followingincomesinthemonthofMarch2016.

(i) Dembe shs235,000
(ii) Mulembe shs400,000
(iii) Makanika shs600,000
(iv) musanji shs 11,000,000

Solution
Dembe=taxpayable=taxratexmonthlygrosssalary

Dembepaysniltaxbecausehisearningsisbelowtaxthreshold
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Mulembetaxpayable=Taxratexgrossmonthlysalary

10,000+20/100(400,000-335,000)
10,000+20/100x65,000
10,000+13,000

Shs23,000

Makanikataxpayable=taxratexgrossincome
25,000+(600,000-410,000)
25,000+30/100x190,000
25,000+57,000

Shs82,000

Musanjitaxpayable=taxxgrosssalary

25,000+30/100(11,000,000-410,000)+10/100x(11,000,000-10,000,000)
25,000+30/100x(10,490,000)+(10/100x1,000,000)

25,000+3,177,000+100,000
Shs3,302,000

Example2
Thefollowingaremonthlysalariesofworkersemployedbymalikaenterprises.

SefukaMoses shs200,000

BumekeAisha shs284,000

WesselAK shs820,000

Pallasojuma shs11,000,000

Eachemployeereceives10%and5%asHousingandmedicalallowancesrespectively

ComputePAYEEpaidbytheaboveemployeesusingtaxscheduleabove

SOLUTION

Ssfukamoses

Taxableincome=basicsalary+allowances

=200,000+housingallowances(10/100x200,000)+medicalallowances(5/100x

200,000)

=shs200,000+28,400+14,200

Shs326,000

PAYEE=10/100X(326,000-235,000)

=10/100X91,600

SHS9,160

BumekeAisha=taxableincome=basicsalary+allowances

820,000+housingallowances(10/100x820,000+medicalallowances(5/100x820,

000)

=820,000+82,000+41,000

Shs943,000

PAYEE=shs25,000+30/100(943,000-410,000

25,000+30/100x533,000

25,000+159,900
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Shs184,900

Pallasojuma,taxableincome=basicsalary+allowances

11000,000+housingallowances(10/100x11,000,000+medicalallowances(5/100

x11,000,000)

11,000,000+1,100,000+550,000

Shs12,650,000

PAYEE=25,000+30/100X(12,650,000-410,000)+10/100X(12,650,000-10,000,000

25,000+30/100X12,240,000+10/100X2,65,000

SHS25,000+3,672,999+265,000

Shs3,962,000

Example3

Makanika wangeearnedthefollowingincomesinshsfrom differentsourcesforthe

year22017

Propertyincomeshs 800,000

Businessincomeshs 3,000,000

Employmentincomeshs 4,380,000

Expensesandlossesfortheyearshs 3,000,000

Incomethatistaxexemptwasshs 1,180,000

Thefollowingtableshowsannualchargeableincometaxrate

Annualchargeableincome(shs) Taxliability/taxrate

Notexceedingshs2,820,000 NIL

Exceeding shs 2,820,000 but not

exceedingshs4,020,000

10% oftheamountbywhichchargeable

incomeexceedsshs2,820,000

Exceeding 4,020,000 butnotexceeding

shs4,920,000

Shs120,000plus20% oftheamountby

which chargeable income exceeds shs

4,020,000

Exceedingshs4,920,000 (a)Shs 300,000 plus 30% of the

amount by which chargeable

incomeexceedsshs4,920,000

DetermineMakanikawangès

Grossincome

Chargeableincome

Incometaxpaid
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Solution

Grossincome=incomefrom allsources–taxexemptedincome

=propertyincome+businessincome+employmentincome-incomeexemptedfrom

tax

=shs800,000+3,000,000+4,380,000)-1,180,000

=shs8,180,000-1,180,000

=shs7,000,000

Chargeableincome=grossincome–totallossesandexpenses

=shs7,000,000-3,000,000

=shs4,000,000

Incometax=taxratexchargeableincome

10/100x(4,000,000-2,820,000)

10/100x1,180,000

=Shs118,000

Example4

Thefollowingincomerecordsrelatestobekasahotel

Incomeearner Employment income

shs

Business income

shs

Property income

shs

MUTOMBEALI 1,000,000 2,000,000 3,400,000

NEKESAAISH 800,000 1,900,000 2,700,000

MEKKAHASSAN 1,200,000 2,100,000 3,800,000

OKELLOBOB 600,000 1,400,000 2,300,000

Foreachoftheaboveincomeearnedthetaxexemptedis8% oftheirtotalincome.

Whiletheexpensestake12%ofthetotalincome

Determine

Grossincome

Taxableincome

b)Thebusinessaisohadthefollowingrecordsforworkersearningsfortheyear

Okello shs 750,000

Wambwa shs 310,000

Olupot shs1,500,000permonth

Monthlyincome(shs) Taxliability/taxrate

0 -235,000 NIL

235,000–335,000 10% oftheamountbywhichchargeable
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incomeexceedsshs235,000

335,000-410,000 Shs10,000 plus20% oftheamountby

which chargeable income exceeds shs

335,000

Exceedingshs410,000 (a)Shs25,000plus30%oftheamount

by which chargeable income

exceedsshs410,000.

(b)Wherechargeableincomeexceeds

shs10,000,000anadditional10%is

chargedonincomeexceedingshs

10,000,000.

ComputePAYEEeachworker

ADVANTAGESOFDIRECTORTAXES

1.Theyareeconomicaltocollectbythegovernmentinthatthegovernmentdoesnot

havetospendalotofmoneytocollectthesetaxesforinstanceintheP.A.Y.E

system,thegovernmentsimplydeductsthetaxfrom thetaxpayer̀ssalary.

2.Theyarebasedontheprincipleofeconomicequity,thatistotheeconomicsituation

ofpersonsdeterminestherateatwhichtheyaretaxed.Alsotheprogressivenature

ofdirecttaxationcanhelpreduceincomeinequalities.

3.Certaintyoftaxtobepaid,Thetaxpayeriscertainastohowmuchtaxistobepaid,

asthetaxratesaredecidedinadvance.Thesameimpliesforthegovernment

whereitcanestimatethetaxrevenuefrom directtaxes.

4.Collectionofdirecttaxesisgenerallyeconomical.Likeinthecaseofpersonal

incometax,thetaxcanbedeductedatsource(TDS)from theincomeorsalariesof

theindividuals.So,thegovernmentdoesnothavetospendmuchintaxcollection

asfaraspersonalincometaxisconcerned.

5.TheyareRelativelyElastic,Increaseintheincomeofindividualsandcompanies,

leadstoincreaseintheyieldfrom directtaxesalso.Anincreaseintaxrateswould

increasethetaxrevenues.Thereby,directtaxesarerelativelyelastic.

6.Directtaxes help controlinflation.When the inflation is on the uptrend,the

governmentincreasesthetaxrate.Withanincreaseintaxrate,theconsumption

anddemanddecline,whichinturnhelpreduceinflation.

7.Theyredistribute income otherthan indirecttaxes.This is because theyare

progressiveinnature.Thisreducesonincomeinequality.

8.Theyareconvenient.Thisisbecausetheyarecollectedatthetimewhenthetax

payershaveearnedenoughfundse.g.theP.A.Y.Ewherepaymentsaremadein
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installments.

9.Theyareprogressiveinnaturehencetheytendtobefairtothelowincomegroups.

Theprogressivenessofataxmakesitequitableinthespreadingofthetaxburden

i.e.itmakespeopletopayaccordingtoability/taxablecapacity.

10.Theyareeasyandsimpletounderstandbythetaxpayersandcollect

11.They are flexible i.e.they can be increased orreduced depending on the

requirementsoftheeconomye.g.ifthetaxbasereduces,thegovernmentcanalso

lowerthedirecttaxes.

Disadvantagesofdirecttaxes
1.theyareeasytoevade,thisisduetohightaxrates,poordocumentationandcorrupt
taxadministration,bysuppressingthecorrectinformationaboutincomes.

1.Directtaxesaffectsavingsandinvestments.Duetotaximplications,thenet
incomeofindividualsreduces,inturnreducingtheirsavings.Thisresultsinlow
investment,affectingthecapitalformationinthecountry.

2. Arbitraryrateoftaxationthatisthereisnoobjectivedefinedfordeterminingthe
taxrates ofdirecttaxes.Therefore,directtaxes maynotalways fulfillthe
requirementofequity.

3. Inconvenient,Directtaxesareinconvenientowingtothelengthyprocedureof
filingreturns.Formostpeoplepaymentofdirecttaxisatasktoconvinceoneself
topayapartoftheirincomeastaxtothestate.Thisisaboosttoevadetax
further.

4.Thecostofcollectionisattimeshigh.Thisisbecausethegovernmenthasto
employmanyofficialsandpayalottodothecollectionandadministerdirect
taxesthistheytendtobelessproductive.

5.Theytendtodiscriminateamongtaxpayersespeciallywheretaxassessmentis
notbasedonimpartialityi.e.theydonothaveawidercoverage.

6.Highratesofdirecttaxesmakethepeopleresentthegovernmentinpowerhence
makingitpopular.

7.Theydiscourageentrepreneurshipespeciallywheretheratesofcorporatetaxes
arehigh.

8.Duetolow taxablecapacityindevelopingcountries,littlerevenueiscollected
from directtaxessincemajorityofthepeoplearepoorwhereveryfew people
earnabovethethresholdofincometax.
INDIRECTTAXES:

Thesearetaxesleviedongoodsandservicespaidbyanindividualorbusinessentity
andshiftedtothefinalconsumer.Thesetaxesarevoluntaryinthesensethatone
paysthem onlywhenbuygoodsorconsumeservicesonwhichtheyarelevied.

Forms/typesofindirecttaxes
CustomsDuty,thisisatariffortaximposedongoodswhentransportedacross
internationalborders.Thepurposeofitistoprotectthecountry’seconomy,jobsby
controllingtheflowofgoods,especiallytherestrictiveandprohibitedgoods,inandout
ofthecountry.Hence,simplyput,itisthetaximposedonimportsandexportsofgoods.
NB:taxonimportsisreferredtoasimportdutywhiletaxonexportsisexportduty.

Excise duty:Is a duty levied on commodities thatare locally produced and
consumedandPayablebythemanufacturerwhoshiftsthetaxburdentoretailers
andwholesalers.
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Salestax:Istaxleviedasapercentageofgoodsorservicessoldandpaidbya
shopkeeperorretailer,whothenshiftsthetaxburdentocustomersbycharging
salestaxongoodsandservices.
EntertainmentTax:Liabilityisonthecinemaowners,whotransfertheburdento
cinemagoers
Servicetax:aChargedonservicesrenderedtoconsumers,suchasfoodbillina
restaurant,hotels.
Valueaddedtax(VAT)
Isanindirecttaxthatispaidbyapersonwhoconsumesorimportsgoodsand/or
servicesinUganda.TheTaxischargedonthevalueaddedatdifferentstagesof
productionorsupplyofgoodsandservices.
MainimportanceofVAT:

1.VATcompletelyavoidstaxcascadingasonlychargestaxontheValueAdded.

2. VAT providetemporaryfinancingforproducersandserviceproviders-bylaw,all

VATablepersonsarerequiredtodeducttheinputVATfrom theoutputVATand

remitthedifferencetothetaxauthoritiesmonthlyoreverytwomonths,sosuch

organizationscanutilizesuchfundstomeettheirworkingcapitalneeds.

3.FortheGovernment,VATisaveritablesourceofrevenue,itsbroadbase,generates

morerevenueforthegovernment;andsecondly,itseaseofcollection(littleorno

cost)makesitmoreeconomical.

4.VATservesasafiscalpolicyinstrumentavailabletothegovernmentandusedto

increaseorreduceVATratetoredistributeincomeandchecktheconsumptionof

harmfulcommoditiessuchascigarettesandalcohol.

5.VATdoesnotdiscourageproduction,orworksinceitisnotataxonincomeor

profit,taxesonprofitsmightactuallydiscourageinvestments.

6. VATisapowerfultoolinharnessingfundsindomesticmarketsenablingUganda

tobettermeetthechallengesfacingthem suchaseducation,povertyeradication,

andprovisionofinfrastructureetc

7. VAT helps developing economies to be fully integrated in the international

economyas being championed byIMF,World Bank ofreducing government

expenditureandincreasingrevenueetc.

DemeritsofVAT
1.It’scomplicatedtounderstandbythetraders
2.It’sdifficulttoassess
3.Itbasedonevidenceinform ofrecords,thisisverydifficulttomaintain
4.Itdiscouragesinvestment,asitreducesconsumptionandhencereducedmarket
5.Itincreasescostsofproductione.g.Vatoninputs
6.AhighVatratemakesgovernmentinpowerunpopular
7.It’seasilyevadedastraderstendtodifferentrecords
VATCALCULATIONS
ComputationofVAToccursattwolevels:
(a)VATonatransactioni.e.asaleorapurchase
(b)VATpayableorclaimablebythetaxpayerotherwayputisVATcollectableor
refundablebyURA.
KeytermsinVATComputations
OutputTax,ThisistheVATataxablepersonchargesuponmakingtaxablesuppliesi.e.



91

taxchargeduponsellingtaxablegoodsandservices.
InputTax,ThisistheVATataxablepersonischargedontaxablepurchasesand
expensesincurredforbusinesspurposes.Thepurchasescouldbefrom localsources
orimported.
TaxableSupply
Thisisasupplyofgoodsand/orservicesotherthananexemptsupply,byataxable
personforaconsideration.ATaxablesupplyischargedtoVATateitherzerorateor
standardrate.

TAXRATEANDFRACTION

Taxrate
Thisisthepercentagethatisappliedtotheconsiderationforatransactionortaxable
value,soastodeterminetheVATamount.Forexample:iftheconsiderationortaxable
valueisShs20,000andtheVATrateis18%(18/100),thenVAT=20,000x18/100
=Shs3,600

Taxfraction
ThisreferstoreferstotheratiousedtodeterminetheamountofVAT wherethe
considerationisinclusiveofVAT.Thefractionisgivenbytheformula:ofVAT.The
fractionisgivenbytheformula:
R/r+100

WhereristheVATrate
ComputationofVATonaTransaction
VAT=Taxablevalue×VATRate(wheretaxablevalueexcludesVAT)or
VAT=taxablevalue×VATratio(wheretheamountisVATinclusive).

Illustration
Iftherateoftax(r)=18%thenthetaxfraction=18/(18+100)=18/118.
Forexampleiftheconsideration(VATinclusive)isShs20,000,thenVAT=20,000×
18/118=Shs3051.

ComputationofVATPayableorRefundable
VAT=outputtax–inputtax

Whereoutputtaxisgreaterthaninputtax,thetaxpayerpaysthedifference.Whereinput
taxisgreaterthantheoutputtax,thetaxpayerclaimsthedifference.
Illustration
(a)Ifoutputtax=100,000andinputtax=77,000thenVATpayable=100,000–77,000
=23,000
(b)Ifoutputtax=100,000andinputtax=140,000thenVATclaimable=140,000–
100,000=40,000
Examples
MegaenterpriseshadthefollowingVATexclusivetransactionswithVATregistered
enterprisesforonemonth
Purchasesshs236,000,000
Sales 259,600,000
CalculatetheamountofVATpaidbymegaenterprisestoURAforthatperiod(use18%
asvatrate)
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Determinemegaenterprises̀totalsalesvaluevatinclusive
Solution
VAT=outputtax–inputtax

18/100x259,600,000-(18/100x236,000,000)
Shs46,728,000-42,480,000
Shs4,248,000
Or

VAT=VATRATEXVALUEADDED

18/100(259,600,000-236,000,000)

18/100X23,600,000

SHS4,248,000

Totalsalesvalue(VATINCLUSIVE)

=SALESVALUE+VATonsales

259,600,000+(18/100x259,600,000

259,600,000+46,728,000

Shs306,328,000

Example2
ThefollowingVATexclusivetransactionswereavailedbyVATregisteredbusinessfor
themonthofJanuary2018
Markboughtgoodsworthshs60,000,000
MarksoldthesamegoodstoFredforshs79,000,000
Fredsoldthesamegoodstomaxaretailerforshs90,000,000
Maxsoldthesamegoodstofinalconsumerforshs120,000,000
DeterminetheVATchargeableforthevalueaddedateachstage
SOLUTION
VATchargeable= VATratexvalueadded
Stage1 VATchargeable= 18/100x60,000,000

Shs10,800,000
Stage2 VATchargeable=VATratexvalueadded

18/100(790,000-60,000,000)
18/100x19,000,000

Shs3,420,000
Stage3 VATchargeable=VATratexvalueadded
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18/100(90,000,000-790,000,000
18/100x11,000,000

Shs1,980,000
Stage4VATchargeable= vatratexvalueadded

18/100(120,000,00-90,000,000
18/100x30,000,000

Shs5,400.000
The following VAT exclusive transactions were carried outbyVAT registered
businessinFebruary2016atdifferentchainsofdistributions.

(i) Jeroboughtgoodsworth shs9,000,000
(ii) JerosoldallthegoodstoDerrickforshs11,000,000
(iii) DerricksoldthesamegoodstoJeftheretailerforshs14,000,000
(iv) Jefsoldthegoodstothefinalconsumerforshs19,000,000

CalculatetheVATchargeableateachstageusingVATrateof18%.
(b)Adviceentrepreneursontheimportanceofpayingtaxes.

Advantagesofindirecttaxes
1.Indirecttaxesareconvenienttothegovernmentandtaxpayers.Thisisbecause

theyarecollectedwhenpeoplehavethemoneytospendonaproductthatatax
havebeencharged

2.Theytendto contributemoreto governmentrevenue,thisisbecausetheyare
comprehensivei.e.theyhaveawidercoverageandtypes.

3.Theyareeconomicaltocollectbythegovernmentsincethegovernmentdoesnot
paythetraderswhocollectthetaxes.

4.Theyareimpartialinthattheydonotdiscriminateamongtaxpayersthusthe
governmentisabletoraisemorerevenue.

5.Theyareusedtoachieveeconomicstabilityespeciallybyimposinghightaxeson
importedgoodssoastominimizeimportinflation.

6.Therevenueyieldishigh.
7.Theyareusedtoprotectinfantindustriesagainstunfaircompetitionfrom efficient

producersoutsidethecountry.Thisisdonebyimposinghightariffsonimports
whichmaketheirpricesrelativelyhigherthandomesticpriceshencemakingthem
lesscompetitive.

8.Theyareusedtosafeguardthehealthandmoralityofcitizens.Thiscanbedoneby
imposinghightaxesongoodslikelytoaffectthehealthandmoralityofthecitizens
e.g.drugs,cosmetics,spiritsetc.thehightariffsonsuchcommoditiesmaketheir
pricesprohibitivelyhighhenceresultingintofewpeoplewhocanaffordthem.

9.Theyare difficultto evade/dodge because theyare embedded in prices of
commoditiesandthesecommoditiesmustbebroughtatallcostsieduringthe
buyingofgoodsandservices,taxesarepaid.

10.Theyhaveavarietyoftaxes.Thisincreasesgovernmentrevenue
11.Theypromotehardworkamongthetaxpayers.Thisisbecauseinanattemptto

meettheincreasingpricesofcommoditiesandmaintainsthestandardofliving.
Peopleareforcedtoworkhardsoastosustaintheireconomicwelfare.

12.Areflexiblei.e.thetaxratecaneasilybeadjusteddependingonthedesired
objectivesofthegovernment.

Disadvantagesofindirecttaxes
1.Theyencouragetrademal-practicesespeciallyinforeigntradersinanattemptto

evadetaxesthroughsmuggling,underdeclaringthevalueofimportsallofwhich
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haveadverseeffectsontheeconomy.
2.Reduceeconomicwelfareofcitizens.Thisisbecauseeveryproduct,thereisatax

involvedinform ofincreasedprices.
3.Theyleadtoincreasedcostsofproduction,andthisadverselyaffectthelevelof

investment,productionandemploymentlevelswithintheeconomyi.e.theyactas
disincentivesforinvestment.

4.Indirecttaxeslikeimportdutiesinterferewiththefreedom oftradehencereducing
thevolumeofinternationaltrade.

5.Revenuefrom indirecttaxesfluctuatesalot.Thisisbecausetheamountofrevenue
collecteddependsonthevolumeofpurchasesorsaleswhichnormallyfluctuates
dependingonprevailingseason,economicsituationetc.however;suchfluctuations
adverselyaffectplanningbasedonprojectedrevenuefrom taxes.

6.Theysparkoffinflation.Thisisbecausetheyleadtoincreasedcostsofproduction
whichresultsintoincreasedconsumerprices.

7.When imposed on necessitygoods,theybecome regressive.This is because
necessitiesareconsumedbyboththerichandthepoorinalmostsimilarquantities
e.g.sugarandiftheyaretaxedindiscriminatelythepoorwillbeadverselybe
exploited

8.Highindirecttaxescauseconsumerstochangetheirconsumptionandexpenditure
patternswhichmayreducetheirstandardsoflivinge.g.ifthegovernmentimposes
hightaxesonbeer,peoplemayresorttothelocalbrew.

DIFFERENCEBETWEENDIRECTTAXANDINDIRECTTAX:
Therearedifferentimplicationsofdirectandindirecttaxesonthecountry.However,
bothtypesoftaxesareimportantforthegovernmentastaxesincludethemajorpartof
revenueforthegovernment.
KeydifferencesbetweenDirectandIndirectTaxare:
1.Directtax is levied and paid forby individuals,Hindu undivided,firms and

companiesetc.whereasindirecttaxisultimatelypaidforbytheend-consumerof
goodsandservices.

2.Theburdenoftaxcannotbeshiftedincaseofdirecttaxeswhileburdencanbe
shiftedforindirecttaxes.

3.Lackofadministrationincollectionofdirecttaxescanmaketaxevasionpossible,
whileindirecttaxescannotbeevadedasthetaxesarechargedongoodsand
servicesinform ofincreasesprices.

4.Directtaxhelpsinreducinginflation,whereasindirecttaxenhancesinflationas
pricesofrawmaterialsincrease.

5.Directtaxeshavebetteralocativeeffectsthanindirecttaxesasdirecttaxesput
lesserburdenoverthecollectionofamountthanindirecttaxes,wherecollectionis
scatteredacrosspartiesandconsumers’preferencesofgoodsisdistortedfrom
thepricevariationsduetoindirecttaxes.

6.Directtaxeshelpinreducinginequalitiesandareconsideredtobeprogressivewhile
indirecttaxesenhanceinequalitiesandareconsideredtoberegressive.

7.Indirecttaxesinvolvelesseradministrativecostsduetoconvenientandstable
collections,while direct taxes have many exemptions and involve higher
administrativecosts.

8.Indirecttaxesareorientedmoretowardsgrowthastheydiscourageconsumption
andhelpenhancesavings.Directtaxes,ontheotherhand,reducesavingsand
discourageinvestments.
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9.Indirecttaxeshaveawidercoverageasallmembersofthesocietyaretaxed
throughthesaleofgoodsandservices,whiledirecttaxesarecollectedonlyfrom
peopleinrespectivetaxbrackets.

10.Additionalindirecttaxesleviedonharmfulcommoditiessuchascigarettes,alcohol
etc.dissuadesover-consumption,therebyhelpingthecountryinasocialcontext.

11.Indirecttaxesaredefinedaccordingtotheabilityoftheendtaxpayertoshiftthe
burdenoftaxestosomeoneelse.Whiledirecttaxesallowthegovernmenttocollect
taxesdirectlyfrom consumers.

EMPLOYEE’SRELIEFORTAXEXEMPT
1.Thisreferstogainsorincomethatisnotincludedinthechargeableincomeofthe

employeeandthereforenottaxableontheemployee:
2.Theemployee’sincomethatisbelow thetaxablethreshold,currentlyatShs

235,000permonth
3.Pension.
4.Discharge orreimbursementofmedicalexpenses actually incurred by the

employee.
5.Lifeinsurancepremiumspaidbyataxableemployer(company/individual)forthe

benefitoftheemployee.
6.Anynon-cashbenefitwhosevalueislessthanShs10,000amonth.
7.Reliefof25%onterminalbenefitsforemployeeswhohaveservedtheemployerfor

atleast10years.
8.Passagecosts.
9.EmploymentincomeofanexpatriateemployeeinalistedInstitution,undera

technicalassistanceagreementsubjecttotheMinister’sapproval.
10.Officialemploymentincomeofpersonsemployedinthearmedforces,Uganda

PoliceForceandUgandaPrisons.Itexcludespersonsservingthereincivilian
capacity.

11.EmploymentincomeofUgandanspostedtoworkinUgandandiplomaticmissions
abroad.

12.EmploymentincomeofpersonsemployedbyEADB.
13.AllowancesformembersofParliament
14.TheDividendreceivedbyresidentcompanyfrom anotherresidentcompanywhere

itcontrolsmorethan25%ofthetotalshare.
15.Furnituremanufacturedusinglocalmaterials
16.SpecializedfurnitureforuseinHospitals
17.Thesupplyofunimprovedland
18.Interestpaidbyanaturalpersonorbyacompanytoassociatedcompanyorwhich

isexemptedfrom tax.
19.Beerproducedfrom barleygrownandmaltedinUganda
20.Thesupplyofunprocessedfoodstuffs,includingagriculturallivestock,
21.Depositsinthebank

Employer’sObligation
1.Towithholdtaxfrom employmentincome,todeductthecorrecttaxfrom the

employee’stotalemploymentincomeatthetimeofeffectingpaymenttoevery
liableemployee.

2.TomakePayment,topaytoURAthetotaltaxbythe15th dayofthemonth
immediatelyfollowingthemonthinwhichemploymentIncomewaspaid.
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3.Toensureaccountability:toaccountforthetaxdeductedfrom everyemployee
onamonthlybasistoUgandaRevenueAuthority.

4.ToMaintainEmployees’Records,andkeepthoserecordsforinspectionbyURA
ondemandforatleastfiveyears.

Employeèsobligation/rights
1.Employeesshould declareto theirsecond employersthathavetheprimary

employerincomesfrom suchemployment

2.Declaretotaltaxpaidatsourceaspayee

3.Taxpayable

Employeèsrights

1.Anemployeeisnotrequiredtofurnishareturnofincomeiftheirsourceof

incomeisonlyfrom asingleemployer.

2.Ataxpayerisentitledtoclaim refundofoverpaidtaxwhereapplicable.

3.Ataxpayerisentitledtoaccountabilityforalltaxesdeductedandpaidatsource

bytheemployer.

4.AtaxpayerisentitledtoprierinformationbeforeanyactionistakenbyURA.

5.Ataxpayerisentitledtoequaltreatmentlikeanyothertaxpayer.

6.Ataxpayerisentitledtoconfidentialityfrom URAofpersonaltaxinformationto

besharedinpublic.

7.AtaxpayerisentitledtobeattendedtobyURAofficialsregardingtaxmatters

8.Ataxpayerhasarighttoappealovertaxpaymentincaseofneed.

PROBLEMSOFTAXATIONINUGANDA
(Factorsforthelowtaxbase/taxablecapacityinUganda)
Muchasthereisneedforthegovernmenttolevytaxes,thetaxsystem inUgandafaces
alotofchallengesthatlimitgovernmenttaxrevenuecollectioninthecountry.Such
problemsamongothersincludethefollowing:
1.Lowlevelsofincomeindividuals.ThemajorityofthepeopleinUgandaarepoordue

tolowlevelsofeconomicactivitiesinthecountry.Therefore,thegovernmentcannot
raisemorerevenueduetolowinvestmentlevels.

2.Presenceofasmallindustrialsector.MostindustriesinUgandaaresmallscale
leadingtolow profitmargins.Consequently,taxrevenuefrom corporatetaxesis
limited.

3.Presenceofweaktaxadministrativemachinery.Thetaxadministrativesystem in
Ugandaisweakandthisisreflectedindishonestyandincompetenceoftaxofficials,
lowlevelsofintegrityamongtaxcollectorsandassessorsallofwhichaccountfor
thelowtaxyield.

4.Existenceofalargeinformalsector.Withlimitedbookkeeping,thisresultsinto
underassessmentwhichreducesthetaxescollectedandoverassessmentwhich
reducesthetaxresentmenthencetaxevasionandthisreducestaxrevenue.
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5.Highcostsofcollectionandadministrationoftaxes.Thistendstoreducethetax
revenuecollectedasmoreexpensesareincurredintaxcollection.

6.Existenceofhighratesoftaxevasionandtaxavoidance.Thisresultsintorevenue
shortages

7.Increasedtrademal-practices.Thistakesinform ofsmuggling,underdeclarationof
thevalueofimportsandexports,overinvoicingandunderinvoicingofgoodsand
servicesallofwhichleadtolowtaxes.

8. ExistenceofhighdependencyratioUganda,wherethemajorityofthepeopleare
notworkingandfew peopleareengagedinproduction.Thisreducesthetaxable
incomehencelowrevenuecollecting.

9.ThehighoflevelsofunemploymentandunderemploymentinUganda,thisreduces
thetaxbaseandtaxrevenue.

10.Existenceofalargesubsistencesector.Ugandaischaracterizedbylow output
comingoutofpredominantagriculturalsectorislargelyforhomeconsumptionand
notcommercialusehencelowtaxrevenue.

SOLUTIONSTOPROBLEMSOFTAXATIONINUganda
1.Massiveindustrialization,towidentaxbase,increaseemploymentandincometax
2.Developing and encouraging use of labour intensive technology to reduce

unemploymentinmostindustrialfirms,hencecreatingtaxableincome.
3. CarryingoutsensitizationtoMinimizechancesoftaxevasionandtaxavoidance.
4.Strengthening the functions ofURA to reduce e trade mal-practices such as

smuggling.
5.Training oftax collectors to improve on tax administration and penalizing or

dismissingincompetentanddishonestytaxpersonnel.
6.Sensitizationoftaxpayersabouttheimportanceofpayingtaxes.Throughcarrying

outseminars,radiotalksshowsandcommunityworks.
7.Reducinghumaninteractiontominimizecorruptionandincreaseefficiencyintax

assessment.e.g.useofonlinereporting.
8.Providing accountability of tax revenue by government.this increases the

willingnessofthetaxtaxpayertopaythetax
9.Improvingoninfrastructure,tofacilitateeasyassessmentandcollectionexpenses.
10.Encouragingbusinessmentokeeprecordstoavoidunderassessment.

THECONCEPTOFTAXEVASIONANDAVOIDANCE

Taxavoidance

itinvolvestheexploitationofloopholesandgapsintaxandotherlegislationinthetax

system intoavoidpayingtaxes.Thoseloopholesmaybeindomestictaxlawalone,or

betweendomestictaxlawandcompanylaworbetweendomestictaxlawand

accountingregulations,forexample.Theprocesscanalsoseektoexploitgapsthat

existbetweendomestictaxlawandthelawofothercountrieswhenundertaking

internationaltransactions.

Taxevasion
Taxevasionistheillegalnonpaymentorunder-paymentoftaxes,usuallyresultingfrom
themakingofafalsedeclarationornodeclarationatalloftaxesduetotherelevanttax
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authorities,resultinginlegalpenalties(whichmaybecivilorcriminal)iftheperpetrator
oftaxevasioniscaught.

Formsoftaxevasionandavoidance
1.Failuretoreportincomeanddeclaringsourcesofincome. 
2.Under-reportingincome(claiming lessincomethanyouactuallyreceivedfrom a

specificsource.
3.Providingfalseinformationtothetaxauthorityabout businessincomeorexpenses.
4.Deliberately underpayingtaxes owed.
5.Understatingtaxestobepaid bytaxpayers.
6.FailuretowithholdtaxandremitittoURAaccount.
7.Payingemployeesincashandfailingtoreportsomeorallofthesecashpayments.
8.Filingfalsepayrolltaxreports.
9.Doublerecordingoftransactionswiththeintentionofevadingtaxes.
10.Bribingtaxcollectorstomakeunderassessmentoftaxestobepaid.
11.Smugglingofgoodsfortheintentionofevadingtaxes

TAXCOMPLIANCE

Theextenttowhicheconomicagentspaythetaxesthattheirgovernmenthasleviedas

statedbylaw.

Levelsoftaxcompliance
Theleveloftaxcompliancedependsonthetaxpayer̀sattitudeandknowledge.There
arefourlevelsoftaxcompliancewhichareasfollows;

i. Thetaxpayersfullycomplytopaytheirtaxesandwillingtofulfilltheirobligations
withoutbeingforced/voluntarily/molested.

ii. Taxpayersknowthatnon-complianceisexpensiveandtheyaccordinglycomply.
iii. Taxpayerswhoshow slightresistancetocomplysayitcomesduetolackof

knowledge.When taxpayersarea littlebitadvised and somepressureis
exerted/putonthem,theysimplycomply.

iv. Taxpayerswhoarenon-compliantshow outrightresistancewhenitcomesto
payingtheirtaxes.Thisgroupincludessometaxpayerswhobecomeproudafter
failingtopaytheirtaxes.

Factorsinfluencingtaxcomplianceinacountry
1.Theextenttowhichthetaxsystem isequitable.Thetaxsystem whichisfair

encourageshighlevelofcompliance.Ontheotherhandwhenthetaxsystem isnot
fair,itdiscouragestaxpayersfrom paying especiallywhen theyfeelthatthe
distributionoftaxburdenisnotfair.

2.Thetaxrates.Hightaxratesmaketaxationcostlyandthismakestaxpayersto
avoidpayingthetaxes.Lowtaxratesencouragetaxcompliance.

3.Theextenttowhichthetaxlawsaresimpleandeasytounderstand.Complicated
taxlaws and long administrative procedures make taxcompliance to be low
becauselongadministrativeprocessesencouragedelaysanddisputes.Ontheother
handifthemethodoftaxassessmentandcollectionissimple,thenpeopleare
encouragedtopaythetaxes.

4.Theextenttowhichtaxburdenisspreadtoallpotentialtaxpayers,wherethe
burdenofthetaxisfairly distributed,anindividual’sfinditeasytopaytaxesand
wheretaxholidaysaregiventosomebusinesses,thenthosewhonotbeengranted
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taxholidaydoǹtcomply.
5.ThePopularityofgovernmentmakespeoplenottopay.Agovernmentwhichisnot

popularand corruptdiscouragespeoplefrom complying.On theotherhand a
populargovernmentwithoutcorruptionencouragestaxpayerstocomply.

6.Qualityofbusinessmanagement,wherebusinessmanagersareunethicalsuchthat
theydon’tkeeprecordsofaccountsthentaxcompliancedoesnotexist.Butwhere
thebusinessmanagerspracticebusinessethicsbykeepingrecordsofaccounts
thentaxcomplianceispossible.

7.Qualityoftaxadministration;thisdependsonthelevelofintegrityandcustomer
careshownbythetaxcollectorwheretheintegrityofthetaxcollectorsisgood,then
thepayerscomplyandpaythetaxes.Butontheotherhandwheretaxadministration
ispoorinthatthetaxcompliancedoesnotexist.

8.Theextenttowhichtaxlawsareconsistentandfair,wherethetaxlawsappliedare
inconsistentandunfairthenthetaxpayersbecomenon-compliant.Ontheother
handwheretheapplicationoftaxrulesisfairencouragescompliance.

9.The extentto which the system is convenient.This is from the principle of
conveniencewhichsaysthattheplacewheretopaythetaxhastobeknownbythe
taxpayer,howmuchtobepaidandwhentopayhaveallbeknownbythetaxpayer
wheretheplace,theamountoftaxandthetimeofpayingtaxareunknownthenthe
taxpayersbecomenon-compliant.

Manifestationoftaxcompliance

1.Timelyfillingoftherequiredtaxreturns
2.Accuratereportingofincomeandtaxliability
3.Timelypaymentofalltaxobligations
4.Filingtaxreturnsregularly
5.Settlingtaxliabilitiespromptly
6.Carryingoutauditandprovidingauditreportfortaxassessment
7.Voluntarilyregisteringforthetax
8.Keepingup-to-datebooksofaccountsfortax
9.Complyingwitheverytaxlawsofthecountry

Proceduresfortaxcompliance
1.RegistrationofthetaxpayerwithUgandarevenueauthority
2.Obtainingthetaxidentificationnumber
3.Preparationoftaxrecords
4.Gettingassessedfortax
5.Submittingtimelytaxreturns
6.Paymentoftaxes
7.Receivingfeedbackfrom thetaxauthority

Causesofnontaxcompliance
1.Lowlevelsofemployment,
2.Inadequateknowledgeabouttaxes
3.Loopholeswithinthetaxsystem
4.Inadequateskilledstafftoassessandcollecttaxes
5.Politicalsabotage
6.Desirebytheemployeestoretainalltheirearnings
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7.Inconvenienttimefortaxcollection
8.Corruptionanddishonestbytheemployeeandemployers
9.Poormethodsofhandlingtaxpayers
10.Highcostofliving
11.Failurebygovernmenttoremittaxesdeductedfrom theemployees

Measurestoencouragetaxcompliance
1.Educatingtheemployeeontheneedtopaytaxes
2.TimelysubmissionoftaxreturnstoURA
3.Beinghonestinissuesrelatedtotax
4.Regularlyissuingpayslips
5.Providingwaysofhowtaxpayersareabletounderstandlawsrelatedtotax
6.Reducingtaxratestoencouragetaxpayerstopay
7.Ensuringthattaxreturnsareproperlyposted
8.Informingthetaxpayersoftheconsequencesoffailingtocomplybypayingtaxes

intime

Consequencesofnontaxcompliance/penaltiesofnontaxcompliance
1.Payingsurchargeonalloutstandingtaxdues
2.Takingovermanagementofthebusinessbythetaxauthority
3.Closureofbusiness
4.Takingcourtactionleadingtoimprisonment
5.Auctioningbusinesspropertytorecovertaxarrears
6.Publishingthebusinessnameinnewspapers
7.Denyingbusinesstoaccesscontracts
8.Backlistingthebusiness

STRUCTUREOFUGANDÀSTAXSYSTEM

ThestructureofUgandàstaxsystem isdescribedbylookingatthemainaspectsof
countrỳstaxes.Themajoraspectsinclude;
1.The bodyresponsible forcollecting taxes in Uganda is the Uganda Revenue

Authority
2.The tax structure is madeup oftwo majordepartments.Thatis the inland

departmentinternaltaxesandthecustom departmentresponsibleforcollecting
taxesonimportsandexports

3.Thetypestaxescollectedarebasicallydirectandindirecttaxes
4.Themainsourcesofdirecttaxesarebasicallyincometax,estateduty,capitalgain

tax,etc
5.ThecommonindirecttaxesareVAT,custom dutyandexciseduty
6.Thenaturetaxes,mostdirecttaxesareprogressiveinnature,thatistotheyincrease

asthetaxpayer̀sincomeincreases.
7.Thepurposeoftaxation,it’sbasicallytoraiserevenueforthegovernment,other

reasonsincludeprotectinginfantindustriesandcontrollingconsumptioninthe
country.

8.New taxesaredraftedbyministryoffinanceanddiscussedbyparliamentand
implementedbyURA

THEROLEOFURAINTAXADMINISTRATIONANDCOLLECTION
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TheUgandaRevenueAuthorityisUganda’s'onlytaxbodythatwasestablishedbyactof
Parliament.
ItisresponsibleforcollectingtaxesfornationaldevelopmentinUganda.
Thetaxescollectedarebothinternationalanddomestictaxes
TheUgandaRevenueAuthorityisanindependentinstitutionthatgetsitsmandatefrom
theconstitutionofUgandaArticle153oftheconstitutionofUganda1995asAmended
whichistotheeffectthatThereshallbeaConsolidatedFundintowhichshallbepaid
allrevenuesorothermoniesraisedorreceivedforthepurposeof,oronbehalfof,orin
trustfortheGovernmentthusonthatnoteitissalienttostatethattheRevenue
AuthorityissolelyresponsiblefortheCollectionoftaxesinUganda.It’sresponsiblefor
collectingbothdomesticandinternationaltaxes
TAXESCOLLECTEDBYURA
1.ExciseDuty
2.ExciseDutycharged
3.licensing
4.Remissionofexciseduty
5.Returnsandpayments

Nontaxrevenue
6.Stampduty
7.Registrationofmotorvehicles
8.Transferofownershipofmotorvehicle

RoleorresponsibilitiesofURA
1.Toadvisegovernmentonmattersrelatedtotaxesandtaxpolicies

2.Assessandcollecttaxese.g.domesticandforeigntaxes

3.Accountfortaxescollectedtoparliamentandministryoffinance

4.Providepolicyframetogovernmentrelatingtotaxratesandadministration

5.Toprotectthepublicagainstforeignanddomesticfraud

6.Providinginvestmentopportunitiestobothlocalandforeignentrepreneurs

7.Verifygoodsbothimportandexport,thishelpstoavoidevadingtaxes

8.Recruitpersonnelfortaxevaluationandimplementationoftaxpolicies

9.Providing avenuefortaxpaymentse.g.encouragetaxpayersto havetaxtin

numberandtaxaccounts.Thispromotesaccountability

10.Providinginformationrelatedtotaxestothepublic,thisisdonethroughorganizing

seminarsandworkshops

11.Developing strategies ofincreasing tax base forthe government,forexample

findingnewtaxbase

CAUSESOFLOW TAXREVENUE

1.Lowincomes,whichcannotbesubjectedtotaxes

2.Highlevelsofcorruptionsandembezzlementoftaxbythetaxofficialsandother
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employeesofgovernment

3.Taxevasion,manytaxpayersdeliberatelyrefusetopaythetaxesimposed

,therebylimitingthetaxrevenuecollected

4.Limiteddevelopmentoftheleadingsectorsoftheeconomicsectors

5.Hightaxconcessionsgrantedbythegovernmenttodifferentinvestors,this

reducesthetaxrevenuecollected.suchconcessionsincludetaxholidays,tax

exemptedetc

6.Highcostofadministrateringandcollectingthetaxes,thisreducesthetax

revenue

7.Lowtaxrates,especiallyonthelocallyproducedgoods.Thisaffectstherevenue

realizede.g.vatof18%

8.Limitedviablecommercialactivities,Ugandahasabigsubsistencesector

comparedtothecommercialsector.henceproducersproducemainlyfortheir

ownconsumptionandlessisputonthemarketforsale

Solutions

1.Developingandimplementingstricttaxlaws

2.Trainingtaxadministratorsonthewaysofmanagingtax

3.Developingfriendlylaws

4.Massiveinvestment

5.Reducingonthetaxconcession

6.Carryingseminarstoeducatetaxpayersontheimportanceofpayingtax

7.Makingaccountabilityoftaxpayer̀smoney

8.Diversificationofeconomicactivitiestoincludemoretaxbases

9.Improvingofeconomicinfrastructures,toimproveontaxcollectionandtax

collection

10.Providingsocialservicestothecommunity

TERMSUSEDINTAXATION
Taxbase:Isanyitem oranyeconomicactivitythatistobetaxede.g.property,
income,profitoranyeconomicactivityonwhichtaxispaid.
Taxliability:Thisreferstothetotalamountofmoneyataxpayerisexpectedtopay
withinagivenperiodoftime.
Taxableincome:Thisreferstotheincomewhichissupposedtobetaxed.
Taxablecapacity:Referstotheextenttowhichanindividualcanpaytaxesimposed
onthem withoutaffectinghisorherstandardofliving.
Thresholdofthetax:Referstotheamountofmoneyorlevelofincomefrom which
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taxliabilitybegins.
Impactoftax,thisreferstofinalrestingpositionofataxthattosayanentityor
individualonwhichorwhom thetaxisimposed.
Incidenceoftax:Referstotheperson/businessthatfinallypaythetaximposed.
Taxyield:Referstothetotalamountoftaxrevenuecollectedfrom agivennumber
oftaxes.
Averagerateoftax:Referstotheproportionofincomethatispaidoutastax.
Averagerateoftax(VAT)=taxamountx100

Totalincome
Marginalrateoftax:Thisreferstotheproportionofadditionalincomepaidoutas
tax.
Taxevasion:Referstothedeliberaterefusalbyataxpayingunittopaytaxeslevied
onit.
Taxavoidance:Thisreferstoasituationwhereataxpayertakesadvantageofthe
loopholes/weaknessesinthetaxsystem soastopaylittletaxaspossibleorpayno
taxatall.
Taxholiday:Referstotheperiodofnontaxpaymentgivenbythegovernmentto
reduceconsumersspendingandencourageinvestmentspending.
Forwardshiftingofatax:Thisiswhenthemoneyburdenofthetaxisshiftedbya
taxpayertoanotherpartywhobuystheoutputbeingtaxede.g.amanufacturermay
shifttheburdenoftaxtothewholesalerwhothenshiftsittotheretailerandthe
retailerthenshiftstothefinalconsumer.
Backwardshiftingofatax:Thisiswhentheofficialtaxpayershiftsthemoney(tax)
burdenofataxtothepersonfrom whom hebuys.Forinstanceaproducerusinga
givenrawmaterialmayshiftthemoneyburdentothesupplierofsucharawmaterial.
E.g.P.A.Y.E
Taxrebate:Referstotherefundmadeunderspecificcircumstances
Capitalizationoftax:Asituationwhereataxpayingunitusuallyafirm artificially
increasethevalueofitscapitalemployedsoastoreduceitstaxliability.
Hiddentax:Referstoataxpaidonpurchaseofgoodsandservicesandusually
includedinthepricesofthecommoditiesbeingboughtortaxed.
Taxhaven:Thisreferstoasituationwhereacountrydeliberatelyofferslowtaxrates
orrelaxed/liberatedtaxlawssoastoattractasmuchforeigninvestmentandtrade
aspossible.


