
STANDARDHIGHSCHOOLZZANA
S.6ENT1NOTES
Instructions.
-Readandwritethesenotesinyourbooks.

NOTES.
- Incasethereisanincreaseinskillsacquiredbyworkers
- Incaseofhighminimumwagelegislationbythegovernment
- Whenthereisanincreaseinexperienceofworkers
- Incaseofhighcostofliving
- Incaseofincreaseddemandforpayrisebytradeunions
- Whentherehighrisksinvolvedinthejob
- Whenthereisanincreaseinthenumberofhoursofferedforwork
- Incasethereisadecrease/lowsupplyofparticularemployeesinanenterprise

Explaintheconditionsnecessaryforemployeestoreceivehighpaymentsinan
enterprise
Thefollowingareconditionsnecessaryforemployeestoreceivehigherwages

- Thereshouldanincreaseinthenumbersofhoursofferedforwork
- Thereshouldadecrease/lowsupplyofparticularemployeesinanenterprise
- Thereshouldbeanincreaseinprofitsearnedbytheenterprise
- Thereshouldanincreaseinproductivityofworkers
- Thereshouldanincreaseinskillsacquiredbyworkers
- Thereshouldahighminimumwagelegislationbythegovernment
- Thereshouldanincreaseinexperienceofworkers
- Thereshouldahighcostofliving
- Thereshouldincreaseddemandforpayrisebytradeunions
- Thereshouldhighrisksinvolvedinthejob

Underwhatsituationsmayemployeesdemandforbetterpayments?
Thefollowingarecircumstancesunderwhichanentrepreneurmaypayhigherwages
forhis/heremployees

- Whenthereanincreaseinprofitsearnedbytheenterprise
- Incasethereisanincreaseinproductivityofworkers
- Incasethereisanincreaseinskillsacquiredbyworkers
- Incaseofhighminimumwagelegislationbythegovernment
- Whenthereisanincreaseinexperienceofworkers
- Incaseofhighcostofliving
- Incaseofincreaseddemandforpayrisebytradeunions
- Whentherehighrisksinvolvedinthejob
- Whenthereisanincreaseinthenumberofhoursofferedforwork
- Incasethereisadecrease/lowsupplyofparticularemployeesinanenterprise

BUSINESSTAXES/TAXATION
TAXATION

Thisreferstoalegalcompulsorytransferofmoneyfromthepublictothegovernment

asasourceofrevenuewithoutcorrespondinggoodsorservicesrendered.



Ataxisacompulsorycontributionchargedonpeoplebythepublicauthoritywithno

reciprocalbenefits(correspondinggoodsorservicesrendered).Or

Ataxisacompulsorychargeorlevyimposedbythegovernmentoranyother

competentauthorityonpersons(individuals,corporateorotherlegalentities)oron

businessesinordertofinancegovernmentactivities.

COMMONTERSMUSEDINTAXATION

a. Taxrate.Thisisthegeneralamountoftaxthatthegovernmentintendstocharge

oneachunitorvalueofthetaxbase.

b. Taxavoidance.Thisreferstoasituationwherethetaxpayerdodgestopaytax

imposedonhimorherbyexploitingloopholes(weaknesses)inthetaxsystem.

OR

Isasituationwhereataxpayerusesillegalmeansnottopaythetaximposedon

himlikeapersonavoidingbuyingacommodityonwhichataxhasbeenimposed

c. Taxevasion.Isthedeliberaterefusalofataxpayertopaythetaxassessedor

imposedonhim.Likeapersonhidingatthetimeofcollectingthetax.

Causesoftaxevasion
- Toretainalltheearnings
- Unfairassessments
- Lowincomelevels
- Politicalsubstance
- Discontentmentabouttheservicesprovidedbythegovernment
- Inadequateinformationaboutadvantagesofpayingtaxes.
- Relaxityinthetaxsystem

d. Taxbase.Thisreferstotherangeofeconomicactivities,oritemsonwhichtaxes

arelevied.

e. Taxcapacity.Thisistheabilityofataxpayertopaythetaxleftwithout

negativelyaffectingthetaxpayer’sstandardsofliving.

f. Taxburden.Itreferstohowataxpayerfeelswhenthetaxisimposedonhimor

herinformofmoneyloss,orgoodsandservicesforegone.

g. Incidenceofthetax.Itreferstothefinalrestingplaceofatax.Thatis,who

actuallybearsthemoneyvalueofthetax.

h. Impactofatax.Thisistheimmediatepersonorafirmonwhichataxisimposed.

i. Taxliability.Thisreferstotheamountofmoneyataxpayerisrequiredtopay

withinagivenperiodoftime.

PRINCIPLES/CANONSOFGOODTAXATION/RULES
AccordingtoAdamSmith,thecanonsoftaxationarethecriteriabywhichatax



systemshouldbejudged.Thesearerulesthatprovideguidelinestobefollowed
whendesigningthesystemoftaxation.Theseincludethefollowing;
REVISIONQUESTIONS
Explaintheprinciplesorcanonsoftaxationinaneconomy
Whatarethequalitiesofgoodtaxationinaneconomy?

1.Principleofconvenience.Thisrulestatesthat,theassessedtaxshouldbe
collectedatidealtimesconvenientforthetaxpayertopaythetaxinrespect
totime,seasonoravailabilityofincomeforexampleatharvestingperiodsor
endofthemonthforcivilservants.Andthemethodofhowtopaythetax
shouldbewellknownbythetaxpayer.

2.Theprincipleofsimplicity.Thenatureoftax,methodofassessmentandtax
collectionshouldbesimpleandeasytobeunderstoodbytaxpayersandtax
collectors.Becauseacomplicatedtaxleadstomisunderstandings,disputes
anddelaysinpayments

3.Principleofcertainty.Thisruleemphasizesthatthenatureofthetax,base
andtheamountshouldbeclearlyunderstoodtothetaxpayerandtax
collectorwithoutanydoubt

4.Principleofeconomyorcheapness.Thecostofcollectionand
administrationofthetaxshouldbelowcomparedtothetaxrevenue
collected(yieldofatax).I.e.thecostofcollectionoughtnotoexceed5%of
thetaxyield

5.Principleofproductivity.Thegovernmentshouldbeabletocalculatein
advancewhatitwillyieldandatwhatratetherevenuewouldflowinformof
taxes.Agoodtaxshouldbeabletoencourageeffortandinitiateandnotto
discourageinvestmentsinthecountry

6.Principleequity.Thiscanonisbasedonhumanitarianconsiderationthe
burdenofthetaxshouldfallequitablyonthetaxpayerandamounttobe
paidshouldbeinrelationwiththeincomelevel.Thereshouldbevertical
equity(differentpaymentsaccordingtoincomes).Peoplewithhigher
incomesshouldpayhighertaxesthanthosewithlowincomesorthere
shouldbehorizontalequitywherepeopleofthesameincomesand
situationsareplacedunderequaltreatmentintaxation.Equityalso
considersminimumsocialsacrificeandmaximumsocialbenefiti.e.thetax
payershouldsacrificelesswhenpayingataxbutbenefitmorefromthetax
paid

7.Principleofelasticity/flexibility.Thetaxshouldchangeaccordingtothe
prevailingconditionsintheeconomyorshouldbeabletorespondeasilyto
changingeconomiccircumstances

8.Principleofdiversity(comprehensiveness).Agoodtaxsystemshouldhave
awidebaseorsourcei.e.haveavarietyofsourcesandshouldcover
differentincomesorprosperityofindividualsintheeconomy

9.Principleofconsistence.Agoodtaxshouldbeinlinewiththenational
policiesandeconomicobjectivesofacountryespeciallyinallocationof
resources

10.Principleoflownetrestrainingeffect.Itshouldleaveataxpayerina



desirableeconomicstatuswithoutgreatlyaffectinghisconsumptionand
investmentdecisions

11.Automaticstabilizationoftheeconomy.Agoodtaxshouldstabilisethe
economyintermsofinvestment,employmentandothers

CHARACTERISTICSOFAGOODTAXATIONSYSTEM
1.Itshouldbecomprehensivei.e.taxesshouldbeleviedonasmanytaxbases

aspossibleandshouldbeofmanytypes.Itshouldthereforecoverdifferent
peopleearningincomesindifferentways

2.Itshouldimposeaminimumtaxburdenonthetaxpayeri.e.ataxpayer
shouldbeabletopaytheassessedtaxwiththeleastburden

3.Agoodtaxationsystemshouldbeefficienti.e.cheapinitsassessment,
administrationandcollection.Therefore,thetaximposedshouldbeeasily
administeredwithoutinvolvinghighadministrativecostsintermsoftime,
effortsandfinancialresources

4.Agoodtaxationsystemshouldbeoptimali.e.amaximumbalanceshould
bemaintainedbetweentaxrevenueservicesrenderedthroughpublic
expenditureandtheworkeffortforthcomingfromtaxpayersinorderto
increaseoutput

5.Agoodtaxationsystemshouldconsidertheprincipleofdoubletaxationi.e.
shouldnotimposedonthetaxpayeronthesamebasemorethanonce

6.Itshouldpromoteequity,socialandeconomicjustice.Itshouldbe
progressiveinordertodistributethetaxburdenequitably(thehigherthe
incomethehigherthetaxchargedandthelowertheincomethelowerthe
taxcharged)

7.Agoodtaxationsystemshouldchannelanddirectresourcestopriority
areas

8.Itshouldhelptoachievenationalobjectives.Itshouldpromoteeconomic
stability,economicgrowth(injectrevenueinareaswhichareproductiveand
shouldexpandincomesandemployment)

9.Itshouldbeconvenienti.e.collectedatsuchatimewhenthetaxpayeris
abletopay(whenhe/shehasthemoneytopay)

10.Isshouldbebuoyant/flexiblei.e.therevenueshouldchangewithchangesin
nationalincomeoftheeconomyortheratesshouldadjustaccordingtothe
economicchanges

11.Neutrality.thetaxsystemshouldhaveminimumdistortionforexampleon
consumption,relativeprices,productionandinvestment

TYPESOFTAXES

Taxescanbeclassifiedaccordingto;

(i) Taxincomerationoraveragerateofatax
(ii) Finaltestingplaceortaxincidence.
ACCORDINGTOTAXINCOMERATIO.

Thisisthevolumeofthetaxamountpaiddividedbytheincome(howmuchofthe



incomewillbepaidintermsoftax.Inthisclass.

Proportionaltax.

Thisisataxwhereaveragerateisconstantirrespectiveoftheleveloftheincomeof

individualsonwhichitislevied.Thatis,itcanbe50%onindividual’sincome.

Progressivetax

Thisisthetaxwhoseaveragerateincreaseswithanincreaseintheincomelevelof
thetaxpayer.Peopleofdifferentincomeshavetopaydifferentratesoftaxesand
thisimpliesthathighincomeearnerswillpayhightaxesthosewithlowincomes
willpaylowertaxesforexamplePayasYouEarn(PAYE)

Mentionanytwoeffectsofaprogressivetax.
- Increasesgovernmentrevenue
- Itleadstoequitabledistributionofincomeandwealth
- Trendstodiscouragesomesectors
- Savingsarediscouragedsinceitleavespeoplewithlessincome
- Itisdisincentivetoworksinceitincreaseswithincreaseinincomelevels

Regressivetax.

Thisisataxwhoseratesfallasincomeorspendingpowerofanindividual
increases.Thisiswhentheburdenofthetaxfollowsmoreheavilyonlowincome
earners.Suchataxisusuallyanindirecttaxlikeexpendituretax.Forexampleifit
ischargedonacertaincommodity,alowerincomeearnerwillpayahigherratioin
relationtohisincomecomparedtoahighincomeearner

Example:

Example,supposethepriceofabicycleis10,000/=andthetaximposedis6000/=.
Onbuyingthelowerincomeearnerof5000/=paysthesametaxasthatone
earning70000/=.Calculatethetaxratiooflowincomeearnerandthatofahigh
incomeearner
Priceofbicycle=10000+6000=16000/=
TaxratiooflowYEarner=16000/5000x100=320%
TaxratioofhighYEarner=16000/7000x100=228.6%

Outlinetheeffectsofaregressivetax.

i. Lowtaxrevenueisrealizedduetotaxavoidance
ii. Itencouragestaxevasioninthatpeoplewithlowincomemaydeliberately

dodgetaxesassessedonthem
iii. Socialunrestsmayresulti.e.peoplecanresorttostrikes,riotsetc
iv. Incomegapiswidenedbetweenthelow-incomeearnersandhigh-income

group
v. Itreducestheconsumptionofgoods
vi. Itwidenstheincomegapbetweenpoorandtherich

Digressivetax.Thishappenswhenthetaxisonlymildlyregressiveuptoaparticular
ratebeyondwhichthesametaxrateischarged



CLASIFICATIONOFTAXESACCODINGTOFINALRESITINGPLACE

DIRECTTAXES.

DIRECTTAXES
Thesearetaxesimposedonincomeorpropertyofindividualsorfirmswhodirectly
paythem.Theburdenandtheincidenceoftaxcannotbeshiftedtoanotherperson
EXAMPLES/TYPESOFDIRECTTAXES

1.Incometax.Thisisataxleviedonindividuals’incomelikePayAsYouEarn
(PAYE).Itsadvantageousinthatfitcanbeprogressiveaswellas
proportionalifwellassessed

2.Corporation/companytax.Thisisataximposedoncompany’sprofits.In
Ugandathistaxisat30%

3.Estateduty/Deathduty.Thisisataximposedonthepropertyofthe
deceased

4.Capitalgainstax.Thisisataximposedonthegainsmadebyasellerof
capitalassetswhosevaluehaveappreciatedovertime

5.Gifttax.Thisisataximposedonthevalueofwealthbeingtransferredfrom
onepersontoanother.However,therehavebeenacademicargumentsas
regardswhoshouldpay,thetaxthedowerorthedonee

6.Propertytax.Thisisataxassessedbythetaxauthorityontheassetsowned
bytheindividualsforexamplehouses,land,machineryetc

7.Surtax.Thisisataximposedonindividualswithaveryhighlevelofincome
exceedingacertainspecifiedlimit

8.Graduatedtax.Itisataxleviedonthecitizensorresidentsofthecountry
basingonone’sincomeandproperty

9.Polltax.Itisthetaximposedatafixedrateoneveryheadofthefamily
10.Wealthtax.Thisisataximposedonwealthoraccumulatedsavings.

ADVANTAGESOFDIRECTTAXES
1.Directtaxesaremorecertainasthetaxpayersaremoreinformedwiththe

amountoftaxtheyaregoingtopay,thetimeandmodeofpayment.Eventhe
governmentiscertainofhowmuchrevenueitislikelytocollect.Hence
satisfyingtheprincipleofcertainty

2.Theyareequitablei.e.theysatisfythequalityofequityasoneofthe
principlesofagoodtax.Thisisbecausetheyareprogressiveinnatureand
theyincreasewithincreaseinones’incomeanddofalldirectlytothe
personsaccordingtohowmuchincome/wealththeyhave

3.Theyareelastic(flexible)sincetheycanbechangeddependingonthe
needsoftheeconomyi.e.itcanbeincreasedordecreasedtoachievethe
desiredgoalsofacountry

4.Theysatisfythecanonofsimplicityi.e.theydonothaveanycomplicationin
theirassessment,administrationandcollectionascomparedtotheindirect
taxes.Taxcollectorsandtaxpayerscaneasilyunderstandthecalculations
andthemodeofpayment

5.Theyareeconomicali.e.easytocollectandatrelativelylowcostslikepay
asyouearnwhichisdeductedatthesourcebytheemployer



6.Certaindirecttaxesareconvenientsincetheycanbepaidininstallmentsor
afterincomehasbeenrealizedlikesalaryearnerspayattheendofthe
month

7.Theyfacilitateautomaticstabilizationoftheeconomyforexampledirect
taxescanbeusedtostabilizepricelevelsandemploymentintheeconomy.
Hencereducinginflationandeconomicinstabilities

8.Theycultivateasenseofcivicresponsibilityamongthetaxpayers.Theyare
concernedabouttheaffairsofthestateandhowtheirtaxesarebeingused
inthecollectionandthiscanhelptocheckongovernmentexpenditure

9.Theyreduceincomeinequalityamongthepeople.Ittendstoredistribute
incomewithinaneconomysincetheyareprogressiveinnature

10.Likeanyothertax,theycontributetogovernmentrevenuewhichisusedto
providesocialservicestoitspeoplelikemedicalfacilities,roadconstruction,
powersupplyetc

DISADVANTAGESOFDIRECTTAXES
1.Theyencouragetaxevasionandavoidancesincetheyareabigburdento

thetaxpayer.Taxpayersmayunderstatetheirincomessoastododge
payingthetaxes

2.Theydiscourageproductionmostespeciallythecorporatetaxandwealth
taxsincetheyactasadisincentivetoeffortandinitiative.Ifsuchtaxesare
high,peoplemayprefertotaxtheirincomesinformofleisurewhichisnot
taxed

3.Theycausecapitalflightinthecountryasforeigncapitalholderstransfer
theircapitaltootherlesstaxedcountries.Henceloweringgovernment
revenue,employmentopportunitiesetc

4.Sometimesdirecttaxesinconveniencethetaxpayersparticularlywhenthey
arepaidinlumpsumandinadvance.Thereforesincetheyareverydifficult
topayandtheformalitiesassociatedwiththemfurtherinconveniencethe
taxpayer

5.Directtaxesarediscriminativeinnatureespeciallyincometaxwhichmay
notbepaidbylowincomeearnershenceleadingtolossofrevenuetothe
government.Thisalsodiscouragessavingbytherichpeople

6.Attimes,directtaxesareuneconomicalsincethecostofcollection
especiallyinthedevelopingcountriesandparticularlyintheruralareasis
veryhigh

7.Directtaxescreateresentmentsincetheburdenofthetaxisheavilyheldby
thetaxpayer

8.Directtaxesreducethelevelofinvestmentsandsavingsinthecountrysince
individualsandbusinessfirmsareleftwithsmallamountofmoneyforre-
investment

9.Directtaxesaregenerallyunpopularamongthepopulationespeciallyin
developingcountrieswithhighratesofpoverty

INDIRECTTAXES
Thesearetaxesleviedongoodsandservices.Theyarealsoknownas
outlays/expendituretaxes/consumptiontaxesorhiddentaxes.Itcanbeeither
specificoradvaloremtax



Aspecifictaxisataximposedoneachunitofoutputprovidedwhileadvalorem
taxisthetaxcalculatedaccordingtothevalueofthecommodity.Forexampleif
thevalueofagoodis3000/=,andtheAdvaloremtaxis20%ofthevalue,thenthe
taxis20/100x3000=600/=
Examplesofindirecttaxesinclude:
i. Exciseduty
ii. Customsduty
iii. Sumptuarytax
iv. Octroitax
v. Salestax/
vi. Turnovertaxetc
vii. ValueAddedTax(VAT)
EXCISETAX/DUTY.Thisisataximposedonhomemadegoodsandserviceslike
taxonsugarbeeretc
ObjectivesoflevyingexcisedutyinUganda
i. Toraiserevenueforthegovernment
ii. Todiscouragetheconsumptionofcertaingoodslikecigarettes

Effectsofexciseduties
i. Increasedcostsofproductionthatresultininflationduetohighprices
ii. Producer’sandconsumer’schoicesaredistortedresultingininflationdueto

highprices
iii. Itisregressiveandhenceresultinwidenedincomeinequalitysinceitaffects

thepoormore
iv. Ifproperlyleviedcanprovidefairlyhighrevenuewithminimalpublicprotest
CUSTOMSDUTY/TAX.Thisisataximposedongoodseitherenteringorleaving
thecountryi.e.ataxeitheronimportsorexports.
Importduty:Thisisataximposedongoodsenteringacountry
ObjectivesoflevyingimportdutiesinUganda
i. Toraisegovernmentrevenue
ii. Toprotectdomesticandinfantindustriesagainstcompletionanddumping
iii. Toimprovethecountry’sBOPpositionthroughreducingimports
iv. ToretaliateagainstimportdutiesimposedbyothercountriesonUganda’s

exports
v. Todiscourageimportsespeciallyluxuriesandsociallyundesirablegoods

forexampletaxesonsecondhandsvehicles
Exportduties.Thesearetaxesimposedongoodsleavingacountryi.e.taxeson
exports
Objectivesofexportduties
i. Toraisegovernmentrevenue
ii. Tocontrolthevolumeofexportssoastoavoidshortagesathome

Effects
i. Increasedgovernmentrevenue
ii. Reduceddemandpullinflationduetoavailabilityofgoodsinthedomestic

market
SUMPTUARYTAX.Thisisataximposedoncommoditiesconsideredharmfulto
thehealthtodiscouragetheirconsumptionandproductionforexampleataxon



alcoholdrinks.Itisalsoknownasprohibitivetax
Effectsofsumptuarytax
i. Theyhelptogeneraterelativelyhighgovernmentrevenuewithminimal

publicprotestsincetheyareleviedoncommoditieswithinelasticdemand
ii. Improvedstandardoflivingofthepeople
iii. Increasedproblemsofincomeinequalitysincetheyareregressive
OCTROITAX.Thisisataximposedbyacountryongoodspassingthroughits
territoryintransittoanothercountryforexampleKenyaimposesoctroitaxon
importedgoodspassingthroughitsterritorytoUganda
TURNOVERTAX.Thisisataximposedonthetotalsalesofabusinessregardless
ofthestageofproductionanddistribution.InUgandathistaxhasbeenreplacedby
ValueAddedTax(VAT)
VALUEADDEDTAX.Thisisataximposedonthevalueofacommodityateach
stageofproduction.InUgandaVATischargedat18%oftheincreaseinthevalue
ofacommodity
AdvantagesofVATinUganda
i. Itisdifficulttoevadesinceitishiddeninthepriceofthecommodity
ii. Itbringsefficiencyinbusinessmanagementsinceitencouragesproper

maintenanceofbooksofaccounts
iii. Itisnotadisincentivetoresourceallocationsinceitdoesnotleadtoshifting

ofresourcestoothersectors
iv. Itencouragesexportsandtaxesonexportsarerefundable
v. Itleadstoincreasedgovernmentrevenuebecauseitiscomprehensive
vi. Itiseconomicalintermsofadministrationandcollection
vii. Itreducescorruptionsinceitispaidthroughbanks
Disadvantages
i. Itrequiresproperrecordkeepingbyindividuals/firmsbutUgandastillhas

poorrecordkeeping
ii. Itisquitecomplicatedandnottooeasytounderstandespeciallyin

developingcountrieslikeUganda
iii. VATtendstoberegressivesincealltaxablegoodsaretreatedequally
iv. Itisquiteexpensiveespeciallytosmallfirmsintermsofrecordkeeping

expensesandpayments
v. Itincreasescostofproductionwhichfinallyleadstocostpushinflation
vi. Itmayencouragetaxevasionsinceit’shighlydependantoncooperation,

honestyandgoodwillofthetaxpayers
vii. ItrequiresmassiveeducationtotaxpayersinUganda
OutlinethelimitationsofVATinUganda
i. MostbusinesspeopleinUgandadonotkeepproperaccountingrecords
ii. Itisdifficulttounderstandandcomplicatedtocalculate
iii. Inefficiencyanddishonestybythetaxcollectorsandthegovernmenttax

organizationswhichleadtoincreasedlossoftaxrevenuetothegovernment
iv. Limitedcooperationamongthetaxpayershenceresultingintoincreasedtax

evasion
TYPESOFGOODSUNDERVAT
Zeroratedgoods:thesearegoodswherethereisnopaymentofVATonoutput



butproducerscanclaimanyVAToninputsorthesearegoodsthatdonotbearany
tax(VAT)butthesupplierofsuchgoodscanclaimataxrefundifhepaidtaxeson
outputsforexampledrugs,foodstuffsetc
Exemptgoods:thesearegoodswhicharenotliabletoVATandnocreditsisgiven
foranytaxpaidoninputsforexamplehouses(immovable)
Standardratedgoods:thesearegoodswhichmusthaveValueAddedTaxpaidon
themlikemotorvehicles,beer,sugaretc
SALESTAX.Thisisataxleviedontheleveloftransactionswhichtakeplace
betweenthebuyersandthesellers.Salestaxincludesinglestagesalestax:thisis
leviedonceatthefirstsalesandpurchase
Multi-stagesalestax:thisisleviedeverytimeasaleofthesameunitsofthe
commoditytakesplace.Itisdifficulttoadminister
ADVANTAGESOFLEVYINGINDIRECTTAXES

1.Theyareusedbythegovernmentinitseconomicpolicieslikeprotectionof
homeindustriesagainstdumpingandimprovingontermsoftrade

2.Indirecttaxesaremorecomprehensiveandthereforetheyarereliable
sourcesofgovernmentsincetheycovermanygoodsandservices

3.Indirecttaxesaredifficulttoavoidandevadesincetheyarepartoftheprice
ofthecommodityboughtandconsumed

4.Indirecttaxesaremoreconvenienttothetaxpayersbecausetheyarepaid
whentheconsumersspendongoodsandservices

5.Theyareasourceofrevenuetothegovernmenthenceenablingittofinance
itsexpenditures

6.Theyhelptocheckonconsumptionofharmfulgoodslikecigaretteswhich
resultinimprovedhealthofthepeople

7.Indirecttaxesaremoreeconomicalincollectionsincetheyarecollectedby
thesellersandproducersandpassedintothegovernmentthusreducing
governmentexpenditureonmanpower

8.GenerallyIndirecttaxesarelessfelti.e.theburdenofislessfeltand
resentedsincetheyarepartofthepricesofthecommoditiesbought

9.IndirecttaxeshelptocorrecttheBOPpositionthroughincreasingimport
dutiesresultinginreducedvolumeofimports

10.Indirecttaxesareflexible(elastic)sincetheirratescaneasilybeadjusted
upwardsordownwordstomeettheeconomy’srequirements

11.Whenindirecttaxesareselectivelyimposedtheycanhelpinincomere-
distributionbylevyingincreasingtaxesoncommoditiesconsumedbyrich
peopleandusingrevenuetosubsidizeforthepoor

12.Theyareimpartial(neutral)ordonotdiscriminateconsumers.Theyarepaid
byallgroupsofconsumersandthishelpstoincreasetaxrevenue

13.Theyguideinresourceallocationi.e.priorityareasarelesstaxedandnon
priorityareasareheavilytaxed.Savingsandinvestmentactivitiesinpriority
areasareguidedbyindirecttaxes

Revisionquestions:
Presenttheadvantagesofindirecttaxesoverdirecttaxesinaneconomyoryour
country
Whatareadvantagesofdirecttaxesoverindirecttaxesinaneconomy?



DISADVANTAGESOFINDIRECTTAXES
1.Theyareregressiveinnature(therateofataxincreaseswithadecreasein

thetaxbase0.Thisismainlywithlowincomeearnersandtheyarevery
muchaffectedplusthepoor.Mostespeciallyiftheyareimposedon
essentialconsumergoodslikefuel,soap,saltsugaretctherichwillnotfeel
theeffectofindirecttaxesandthereforecreateincomeinequality

2.Theyareinflationaryinnaturei.e.theyrisepriceofcommodities,costsof
production,wagesetcbecauseoftaxshifting

3.Unlikedirecttaxes,thesedonotcultivateasenseofcivicresponsibilityand
consciousnesstothetaxpayer.Thisisbecausethetaxpayerthatdoesnot
knowthatheispayingataxbecauseitiscontainedinthepricesofgoodshe
buys

4.Itinvolvesthegovernmentininspectingandcheckingtherecords,thestock
oftheproducer,wholesalersandretailerstoascertainwhethertheyare
payingtaxes

5.Revenuecollectedinthefinancialyearcannotbepredictedwithcertainty.
Thisisduetothedifficultyofestimatingtheeffectsofindirecttaxesandthe
demandforproducts

6.TheyaresometimesdifficulttounderstandforexampleVATandthisviolate
theprincipleofsimplicity

7.Theyhaveadverseeffectsonproductionandemploymentinacountry.Their
impositionraisesthepricesofcommoditiesandifthesehaveelastic
demand,thenthequantitydemandeddecreasesaswellasproductionand
employment

8.Theireffectsonresourcemaybenegativeforresourceswillmoveawayfrom
taxedtonontaxedareasorlowtaxedareas

9.Themorepeopleconsume,themoreindirecttaxestheypay

WHYUGANDARELYMOREONINDIRECTTAXESTHANDIRECTTAXES
Inspiteoftheabovedisadvantages,Ugandarelymoreonindirecttaxesasa
sourceofgovernmentrevenue,thiscandeexplainedbythefollowingreasons:

1.Indirecttaxesarecomprehensiveandthereforetheyaremoreliablesource
ofgovernmentrevenueunlikedirecttaxeswhichonlycoversomeincomes
andpropertyofindividuals

2.Unlikedirecttaxeswhichareeasytoevadeandavoidleadingtolimited
scopeofrevenuemobilizationmakesUgandatodependonindirecttaxes
whicharedifficulttoevadeandavoidsincetheyformpartofthepriceofthe
commoditybought

3.Indirecttaxesareconvenienttothetaxpayerssincetheyareonlypaidwhen
theconsumersspendmoneyunlikedirecttaxeswhichinconveniencethetax
payerssincetheyareattimespaidinadvanceandlumpsum

4.Unlikethedirecttaxeswhichareexpensivetocollect,indirecttaxesare
economicaltocollectsincetheydonotrequirelargemanpowerandothers
expenses

5.Indirecttaxeshelptoimprovethepeoples’healthstandardssincethey



checkonconsumptionofdemeritgoodslikecigarettesunlikedirecttaxes
whichcannotreduceconsumptionofharmfulgoods

6.Indirecttaxesarelessfeltandresentedsincetheyarepartofthepriceofthe
commoditiesboughtunlikedirecttaxeswhichdirectlyaffecttheincomes
andproperty

7.Unlikedirecttaxes.Indirecttaxesparticularlyhighimportdutieshelpto
correctthecountry’s’BOPpositionbyreducingvolumeofimports

8.Unlikedirecttaxeswhicharelessflexible,indirecttaxesinUgandaaremore
flexiblesincetheirratecanbeadjustedtomeetthechangingrequirements
ofthecountry

9.Unlikedirecttaxeswhichdiscouragehardwork,indirecttaxesinUgandaare
notadisincentivetoeffortandinitiativesincetheyencouragehardworkso
astoaffordcommodities

10.IndirecttaxesinUgandaincreasetaxrevenuesincetheyareimpartialthey
arepaidbyallgroupsofconsumersunlikedirecttaxeswhichdiscriminate
somepeoplefrompayingthetaxes

11.Indirecttaxeshelptore-distributeincomeinUgandawhenselectively
imposedunlikedirecttaxeswhichcannoteasilybeusedtore-distribute
incomesincetheareusuallyrejected

12.Unlikedirecttaxes,indirecttaxescanbeusedtoprotectthedomesticand
infantindustriesfromwellestablishedforeignfirms

13.ThenarrowtaxbaseinUgandapartlyduetotheabsenceoflargescale
businessunitsandthebigsizeofthesubsistencesector.Theselimitsthe
opportunitiesforraisingadequaterevenuethroughthedirecttaxeshence
therelianceonindirecttaxes

OBJECTIVESORRATIONALEORREASONSORJUSTIFICATIONSORPURPOSESOR

NEEDSFORTAXES

1.Togenerategovernmentrevenue.Taxesarechargedinordertoget
governmentrevenueneededtoprovidebettersocialseriestothepublicinform
ofbetterroads,hospitals,schools,powersupplyetc.

2.Toprotectdomesticfirmsandproducersfromaggressiveforeigncompetition.
Thegovernmentimposestaxesinformofimportdutiessoastoincreasethe
priceofimportsandreducetheirimportationtoprotectdomesticinfant
industries.

3.Toensureequitabledistributionofincome.(Incomeequality).Thegovernment
imposesprogressivetaxesinordertoreducethehighincomesofrichpeopleso
astosubsidizethepoorandimproveontheirstandardsofliving.

4.Todiscourageproductionorconsumptionofharmfulproducts.Thegovernment
chargeshightaxesonharmfulproductssoastoreduceordiscouragetheir
levelofconsumptioninordertoprotectpeoples’healthinthecountry.

5.Todiscouragedumping.Thegovernmentchargeshightaxesoncertain
productsthataresoldatthehomemarketatalowerpricecomparedtothe
priceintheirhomecountrysoastodiscouragetheirimportation.



6.Tocontrolmonopolypowerinthecountry.Specificandlampsumtaxesare
chargedinordertoreduceprofitlevelsofmonopolistsandtheiradverseeffects
ofoverexploitationofconsumerproductsofpoorqualitygoods.

7.Toimproveonthecountry’sbalanceofpaymentposition.Thegovernment
chargesheavyimportdutiestodiscourageimportsandchargeslowtaxeson
exportstoencourageexportationofgoodsandservicessoastohaveearnings
onexportsexceedingexpenditureonimports

8.Tocontroldemandpullinflation.Highdirecttaxesarechargedonincomesof
individualstoreducetheirdisposableincomeandpurchasingpower(demand)
whichisnotmatchedwiththelevelofoutputproduced.

9.Toinfluenceresourceallocationinaneconomy.Thegovernmentimposeslow
taxesonsomesectorslikeeducation,healthsoastoattractpeopletoinvestin
suchsectorsandchargeshightaxesonsomesectorstodiscourage
investmentsinsuchsectors.

10.Toretaliateagainsttaxesimposedbyothercountries.Taxesareimposedasa
wayofrevengeagainstothercountriesthatwouldhaveearlieronimposed
heavydutiesongoodscomingfromothercountriesorhomecountries.

11.Topromoteregionaleconomicintegration.Thegovernmentchargeslowtaxes
onproductsofmembercountriessoastoencouragetradeamongthemember
states.

12.Toprovideamechanismthroughwhichthegovernmentchargesthosewhouse
itsfacilitieslikeroads,publictoilets,policyetc.

13.Torecovercommunitywealthwhichindividualshaveobtainednotasaresultof
theireffortsbutasaresultoftheeffortsofotherpeoplee.g.deathdutyis
chargedforthispurpose.

RevisionQuestions

- Whyisitnecessarytolevytaxesinyourcountry?
- Whyisthereneedtoimposetaxesinyourcountry?
- Explainthereasonsofimposingtaxesinyourcountry.

Explainthemeritsorbenefitsoradvantagesorpositiveeffectsorimpactsor
importanceofpayingtaxesinyourcountry.
Approach:Use‘es’tensesonmerits

ADVANTAGESOFPAYINGORLEVYINGTAXES.

1.Payingtaxeshelpstogenerategovernmentrevenuewhichisusedin
constructinginfrastructureslikeroads,hospitals,schoolsandsomanyothers.

2.Payingtaxeshelpstoprotectdomesticfundsandproceduresfromaggressive
foreigncompetitionthroughthegovernmentimposingtaxesinformofimport
dutiessoastoincreasethepriceofimports.

3.Buyingtaxeshelpstoensurerepeatabledistributionofincomeorincome
inequalitythroughthegovernmentimposingprogresstaxestoreduceonthe
highincomesofrichpeople.

4.Payingtaxeshelpstodiscourageproductionofharmfulproductsthroughthe
governmentimposinghightaxesonharmfulproducts.



5.Payingtaxeshelpstoimproveonthecountry’sbalanceofpaymentposition
throughthegovernmentchargingheavyimportduties.

6.Payingtaxeshelpstocontrolthedemandfullinflationthroughdirecttaxes
beingchargedonincomesofindividuals.

7.Payingtaxeshelpstodiscouragedumpingsincethegovernmentchargeshigh
taxesoncertainproductsthatarebeingsoldatthehomemarket.

8.Payingtaxeshelpstoinfluenceresourceallocationinagiveneconomysince
thegovernmentimposeslowtaxesonsomesectorslikeeducationhealthand
somanyothers.

9.Payingtaxeshelpstoprovideamethodthroughwhichthegovernmentcharges
thosewhouseitsfacilitieslikeroads,publictoiletsandsomanyothers.

10.Payingtaxeshelpstorecovercommunitywealthinwhichindividuals.....

DEMERITSORDISADVANTAGESORNEGATIVEEFFECTSOFPAYINGTAXESOF
TAXATION

1.Itreducesthewelfareofpeople.Directtaxeschargedreducethedisposable
incomeoftaxepayersandtheirpurchasingpowerhencesubjectingthemto
poorqualitygoodsandservices.

2.Sometaxesworsentheproblemofincomeinequality.Heavytaxesimposedon
commoditieswhichareconsumedbythepoorwidenthegapbetweentherich
andthepoor.

3.Theyencouragesmugglingoftrademalpractices.Uniformtaxeschargedforce
thedisadvantagedgroupstopracticesmugglingwhichretardsdevelopmentof
thecountry.

4.Theydiscourageinvestments.Thiscausesthecountrytoreducepersonal
savingsduetoreduceddisposableincome.

5.Hightaxesmaketherulinggovernmentunpopularandthisleadstopolitical
insecurityinthecountryinformofstrikesetc.

6.Sometaxesdiscouragehardworkorkilltheincentivetoworkhightaxesreduce
theattitudeofhardworkinpeople.

7.Importdutiesshieldorprotectdomesticindustrieswhichleadtoproductionof
poorqualitygoodsincetheyreducedirectcompetitionfromdirectfirms.

TheUgandaRevenueAuthority(URA)

TheURAandlocalgovernmentAdministrationaretwotaxauthoritiesinUganda.The

URAisresponsibleforthecentralgovernmentrevenueandthelocalgovernment

administrationisresponsibleforthecollectionoflocalgovernmentrevenue.TheURA

wasformedbythegovernmenton5thSeptember1991tomodernizetheprocessoftax

administration and reduce the revenue leakage and corruption in the tax

administration.

ROLESOFURA
- Toassessandcollecttaxes.
- Toaccountrevenuecollectedbytheministryoffinance.
- Tofacilitatetradeandinvestmentandadvicegovernmentonmattersofpolicy



relatedtotaxandrevenueadministration.
TAXESCOLLECTEDBYURA
a)Internationaltradetaxes.Thesearecollectedongoodsenteringorleavingthe
country.InUganda,thisroleisperformedbythecustomsandexcisedepartment.The
taxescollectedincludeimportduty,exportduty,VAT,withholdingtax,excisedutyand
environmentallevy.
b)Domestictaxes.ThesearecollectedbyURAunderthedomesticTaxesDepartment.
Theyincludeincometax,VATandexciseduty.

Taxescollectedbylocalauthorities
Alllocalgovernmentadministrationauthoritiesareresponsibleforcollectinglocal
governmentrevenue.Theyincludethedistricts,towncouncils,citycouncilsand
municipalities.Theselocalauthoritiescollecttaxeslikepropertytaxincitiesand
towns;signpostfeesandtradinglicensesamongothers
TAXCLEARANCEPROCESS
Taxclearancereferstotheprocessofcertifyingthatonehascompletedhis/hertax
obligationi.e.hasclearedthetax.Taxclearanceprocessinvolvesthefollowing:
Taxidentificationnumber(TIN).Itreferstothecomputernumberassignedtothetax
payerforidentificationpurposes.Itisimportantforpurposesofreference,issuingtax
clearancesetc
Taxauthorities.Thesearebodiesresponsibleforlevying/imposingtaxesonthetax
payers.InUgandawehavethecentralgovernmentrepresentedbyURAandthedistrict
administrationauthorities

TAXCOMPLIANCE
Taxcompliancereferstothedegreetowhichthetaxpayingcommunity/taxpayers
meetthetaxobligationsassetbytheappropriatelegalandregulatoryauthorities.
Or
Thisisthedegreetowhichtaxpayingcommunitymeetsthetaxobligationsassetout
intheappropriatelegalandregulatoryprovision
Taxpayerswhoarecomplaintmaketimely,accurateandproperdeliberationstothe
taxauthorityandvoluntarilysettlealltheduetaxliability.Taxpayerswhoarenot
compliantavoidtaxes
Levelsoftaxcompliance
Theleveloftaxcompliancedependsonthetaxpayers’attitudeandknowledgeand
thereareprincipallyfourlevels;

1.Taxpayerswhoarefullycompliantandarewillingtofulfilltheirobligations
voluntarily.

2.Taxpayerswhoreluctantlycomply.Theseknowthatnon-compliancewouldbe
expensiveandaccordinglycomply

3.Taxpayerswhoshowslightresistancetocompliance.Thismostlyarisesfrom
lackofknowledge.Whensuchareadvisedandpressureisputonthem,they
pay.



4.Thosewhoarenon-compliantandexhibitoutrightresistancetomeetingtheir
obligations.Thisincludessomewhotakeprideinfailingthetaxauthority.

FACTORSINFLUENCING/DETERMINING/AFFECTINGTAXCOMPLIANCE

1.Theextenttowhichataxsystemisequitable.Equitabletaxsystemencourages
taxcompliancesincepeoplewhoearnthesamelevelofincomearesubjected
tothesametaxratebutinequitabletaxsystemdiscouragestaxcompliance
sinceitfavourssomeandaffectothers

2.Theextenttowhichtaxlawsandthetaxregulatoryframeworkiseasyto
understand.Ataxsystemwhichiseasytounderstandbyboththetaxpayers
andcollectorspromotetaxcompliancebutcomplicatedtaxlawsandlong
administrationprocessesdiscouragetaxcompliancesincetaxpayersand
collectorsdonotunderstandwhyitshouldbepaid,howtopayetc.

3.Theextenttowhichthelawsandrulesareappliedconsistentlyandfairly.
Consistenceinapplicationoftaxlawsandrulespromotestaxcompliancesince
taxpayersknowtheeffectsofnotpayingthetaxesintimebutinconsistent
applicationoftherulesleadstonon-taxcompliancebecausetaxpayersuse
loopholesinthetaxsystemtoevadepayingtaxesimposedonthem

4.Thequalityoftaxadministration/theextenttowhichtaxadministrationis
qualitativeisalsoveryimportantfactor.Taxadministrationwhichreflectst
professionalism,integrityandgoodcustomercareexhibitedbythetax
collectorsencouragestaxcompliancebecauseitbuildstrustandconfidenceof
thetaxpayerinthetaxauthority.Butpoorqualityoftaxadministrationwith
highlevelsofcorruptionandpoormethodsofcollectionleadstolowtax
compliance

5.Thelevelofpopularityofthegovernmentandqualityofgovernance/theextent
towhichthegovernmentispopular.Apopulargovernmentencouragestax
compliancesincepeopledeveloptrustandconfidenceinitduetoitsgood
governance,honestyandaccountabilityforpublicrevenue.Butagovernment
whichisunpopularorcorruptdiscouragestaxcompliance.

6.Thequalityofbusinessmanagementbythetaxpayers/theextenttowhichthe
businessismanagedwell.Abusinesswhichpracticesproperrecordkeeping,
businessorganizationandbusinessethicspromotestaxcompliancebuta
businessmismanagedbythetaxpayerwithpoorrecordkeepingleadstolow
taxcompliancebecauseitisdifficulttofulfillthetaxcomplianceintime

7.Theextenttowhichthebusinessiswellfunded/Availabilityoffunds.Firmswith
financialproblemstendtohavelowtaxcompliancebutabusinesswhichis
adequatelyfundedpromotestaxcompliance.

8.Theextenttowhichthetaxratesarefavourable/leveloftaxrates.Lowtaxrates
imposedontaxpayersencouragetaxcompliancesincetaxpayersareless
burdenedbuthightaxratesdiscouragetaxcompliancesincetheyheavilyfall
ontaxpayers

9.Theextenttowhichthetaxsystemisproductive.Aproducttaxyieldi.e.usedto
providesocialservicestopeopleencouragestaxcompliancesincetaxpayers
benefitfromitbutunproductivetaxyield/systemdiscouragestaxcompliance



sincetaxpayersdonotseethebenefitsofpayingthetax
10.Theextenttowhichthetaxsystemisconvenient.Theleveloftaxcomplianceis

highforataxsystemthatisconvenienti.e.collectedatatimewhenthetax
payerhasthemeanstopayforduringharvestingperiodsforfarmersoratthe
endofthemonthforsalaryearnersbutinconvenienttaxsystemdiscourages
taxcompliancesinceitcollectedatinappropriatetime

11.Theextenttowhichthetaxsystemiscertain.Ataxsystemwhichiscertainto
thetaxpayersi.e.whentheyareawareoftheamounttopay,reasonsforpaying
it,whentopayitandthemethodtousewhilepayingitencouragestax
compliancebutuncertaintyofthetaxsystemdiscouragestaxcompliance

12.Theextenttowhichthetaxsystemiscomprehensive.Acomprehensivetax
systemi.e.thatonechargedonvaroiusentities/activitiesencouragestax
compliancesinceitpossesslesseffectonthepayingcommunitybutanarrow
taxsystemdiscourages/leadstolowtaxcompliancesinceitheavilyfallsonthe
taxpayers

13.Theextenttowhichthetaxsystemisflexible.Aflexibletaxsystemi.e.thatone
whichchangeswiththeprevailingeconomicconditionsofthetaxpayer
encouragestaxcompliancebutataxsystemwhichdoesnotchangewiththe
changingeconomicconditionsofthetaxpayerleadstolowtaxcompliance

14.Theextenttowhichtheburdenoftaxisdistributedtoallpotentialtaxpayers.
Equaldistributionofthetaxburdentoallpotentialtaxpayerspromotestax
compliancebutunevendistributionofthetaxburdendiscouragestax
compliance

15.Theextenttowhichthetaxsystemiseconomical.Aneconomicaltaxsystemi.e.
thatonewhichinvolveslesscostsincollectingitcomparedtothetaxyield
encouragestaxpayerstopaythetaxesimposedonthemhenceleadingtohigh
taxcompliancebutuneconomicaltaxsystemwhichinvolvepayingalotof
moneytotaxcollectorsthanwhatiscollectedcreatesresentmentintaxpayers
henceleadingtolowtaxcompliance

REVISIONQUESTIONS
- Examinethefactorsinfluencingtheleveloftaxcomplianceinyourcountry
- Accountforlowtaxcompliance/nontaxcomplianceinyourcountry
- Suggestwaysofencouragingtaxcomplianceinyourcountry

Thefollowingarereasonsforlowtaxcomplianceinmycountry
1.Unpopularityofthegovernment
2.Poorqualityofmanagementofthebusiness
3.Poorqualityoftaxadministration
4.Hightaxrates
5.Uncertaintyofthetaxsystem
6.Inconvenienttaxsystem
7.Thetaxbaseisnarrow
8.Inequalityinthedistributionofthetaxburden
9.Inconsistenceinimplementingtaxlawsandrules
10.Noneconomicaltaxsystem
11.Ignoranceofpeopleaboutthebenefitsofpayingtaxes
12.Lowlevelofincomeofthetaxpayingcommunity



13.Rigidityofthetaxsystem
Thefollowingarewaysofencouragingtaxcomplianceinmycountry

1.Ensuringtransparencyinthetaxsystem/reducingcorruptionand
embezzlementoftaxrevenue

2.Simplifyingthetaxsystem
3.Sensitizingthemassesontheroleoftaxation
4.Bymakingthetaxsystemequitable
5.Developingataxpayerfriendlysystemoftaxcollection
6.Ensuringahighdegreeofpoliticalstabilitysoastoboosteconomicactivities
7.Makingthetaxsystemmoreproductive
8.Charginglowertaxrates
9.Wideningthetaxbase
10.Shorteningthetaxpaymentprocedure
11.Beingconsistentinimplementingtaxlaws/imposingtaxpenalties
12.Praisingandrewardingcomplianttaxpayers
13.Publishingashamelistofnoncomplianttaxpayers
14.Employingtrainedpersonneltoassessandcollectthetax

Explaintheproblems/challengesfacingtaxadministrationinyourcountry
Thefollowingarechallengesfacingtaxadministratorsinmycountry

1.Inadequatefundingbythegovernment.Thismakestransportationoftax
collectorsdifficult,payingtaxcollectorsandadministratorsetc

2.Highlevelsofunemployment/lowlevelofincomeoftaxpayers.Thisleadsto
lowtaxyieldandahighleveloftaxevasionsincepotentialtaxpayersluckthe
meanstopaythetaxesimposedonthem

3.Highlevelsofcorruptionandembezzlementofpublicrevenueamongtax
collectors.Thishasledtolossofconfidencebythetaxpayersintax
administrators

4.Inadequateskilledlabourtoassessandcollectthetax.Thishasaffectedthe
implementationoftaxlaws,collectionandassessment

5.Ignoranceofthepublicaboutbenefitsoftaxation.Thishascreatedresistance
inthetaxpayingcommunity

6.Highlevelsoftaxevasion.Thishasincreasedthecostsoftaxcollectioninthe
countrybecauseofhighexpenditureontracingtaxevaders

7.Trademalpracticeslikesmugglingofgoodswhichleadstolowtaxyield
8.Politicalinstabilitiesinsomepartsofthecountry.Theincreasedriots,

demonstrationsandstrikesinthecountryhavemadethetaxcollectionprocess
verydifficult

9.Poormanagementofbusinessesbytaxpayers.Thisismanifestedinthepoor
bookrecordkeepingandunethicalbehaviorswhichleadtohighnontax
compliance

10.Languagebarrier.Thisisduetomanytribesinthecountryandyettaxesare
assessedinallpartsofthecountry

11.Unfavourableclimaticconditionsforexampleheavyrains,floods,landslides
etcwhichmaketaxcollectiondifficult

12.Conflictofinterestbetweenpoliticiansandtaxauthorities.Thisleadsto
sabotageoftaxationbillsintheparliamentandmobilizingpeoplebypoliticians



nottopaythetaxesimposedonthem
13.Existenceofalargesubsistencesector.Thislimitseconomicactivitieswhich

canbetaxedleadingtoanarrowtaxbase
14.Highrateofinflation.Thisreducesthetaxableincomeoftaxpayersduetohigh

expenditureongoodsandservices
15.Complicatedtaxlawsandsystems.Sometaxsystemsaredifficultto

understandbythetaxpayershencefacingchallengesinimplementingthem
Suggestpossiblewaysofovercomingtheabovechallenges

BUSINESSCOMPETITION

Competitionisthebattlebetweenbusinessestowinconsumeracceptanceandloyalty.

Itisanart,ascienceandapractice.Itisallaboutcreatingvalue,capturingand

retainingit.

TYPESOFCOMPETITIONINBUSINESS
Therearemanythingsonecandotowinthecompetition.Theseincludethefollowing.
i)Pricingcompetition.Thistypeofcompetitioninvolveschargingdifferentpricesfor

thesamecommoditysoastowincustomersforexamplecharginglowprices
comparedtocompetitors

ii)Productpresentationandappearancecompetition.Thistypeofcompetition
includesthewayonedecorateshisbusinesspremises,thewaythesalesperson
dresses,coloroftheproduct,wrappersorcontainersandneatnessinpackaging.
Therearemanyuselessproductsonthemarketthatselllikehotcakesduetothe
waytheyarepackaged.Itisthereforeimportanttopaygreatattentiontotheway
youpackageyourgoods.

iii)Qualitycompetition.Histypeofcompetitioninvolvesproducingaproductthat
satisfiestheneedsofcustomers.Thequalityoftheproductisthemostsignificant
competitiveadvantageoverotherpeopleinone’sbusiness.Thequalityofthe
productdeterminestheprecisionoftheworkdone.Thebettertheproduct,the
moresuitableforuse.Also,goodqualityproductslivelongerthanpoorquality
onesandattractmorecustomersandthusalargershareofthemarketisattracted
bytheenterprise.

iv) Addedconveniencecompetition.Thiscompetitionincludesstayingopenlateor
duringlunchwhenotherbusinessesareclosed.E.g.somecommercialbankswork
forlonghoursonweekends.Onecouldalsooffersomethingfornothingtothe
customer.

v)Customercarecompetition.Thistypeofcompetitioninvolveswinningcustomers

intermsoftreatingthem wellOneshouldalwaystreatcustomerswithrespect

becausepeoplealwayschoosetogowheretheyaretreatedwithdignity.

FACTORSTOCONSIDERINANALYSINGCOMPETITION



Thefollowingaresomeofthethingsthatshouldbeconsideredwhenanalyzing
competition:-

 Sizeofcompetition/numberofcompetitors.Alargenumberofcompetitors
impliesahighlevelofcompetitionbutasmallnumberofcompetitorsimpliesa
lowlevelofcompetition

 Profitabilityofcompetitors.Highprofitsearnedbycompetitorsmeansthat
thereisstiffcompetitionwiththeentrepreneurs’businessbutlowprofitsearned
bycompetitorsmeanslowcompetitionwiththecompetitors,business

 Qualityofsubstituteproductsorservices.Highqualityproductsproducedby
competitorsindicatesastiffcompetitionwiththeentrepreneurs’businessbut
lowqualityproductsproducedbycompetitorsimplieslowcompetitionwiththe
entrepreneurs’business

 Hoursofoperation.Addedhoursofoperationforexampleearlymorningand
lateeveningindicatesahighlevelofcompetitionamongbusinessesbutnormal
hours ofserving customers implies low competition existing between
businesses

 Skills/qualityofpersonnelemployed.Useofhighlyskilledpersonnelfor
examplesalespersonnelindicatesahighlevelofcompetitionamongbusiness
butuseofunskilled/semi-skilledpersonnelimplieslowcompetition

 Servicing,warrantingandpackaging
 Methodsofsellinganddistributionchannels.Useofpersonalsellinganda

longdistributionchannelshowsstiffcompetitioninbusinessesbutselling
directlytocustomersimplieslowlevelofcompetition

 Locationofbusinesses.Strategiclocationofbusinessesinaparticularplace
impliesstiffcompetitionbutlocatingbusinessesininaccessibleplaces/less
strategicplacesimplieslowcompetitionamongbusinesses

 Level/natureofadvertising.Persuasiveadvertisinginbusinessesimpliesstiff
competition/highlevelofcompetitionbutinformativeornoadvertisingin
businessesimplieslowcompetitioninsuchbusinesses

 Promotionalmethods/levelofproductpromotion.Ahighlevelofproduct
promotionamongbusinessesimpliesahighlevelofcompetitionbutlow
promotionalactivitiesinthebusinessimplieslesscompetition

 Levelofreputationofthecompany.Ahighlevelofreputationofthebusiness
impliesalowcompetitionwithotherbusinessesbutalowlevelofreputationof
thebusinessimplieshighcompetitionwithcompetingbusinesses

 Inventorylevels.Highinventorylevelsimplieshighcompetitionduetotheneed
forcontinuoussupplyofproductsbutlow inventorylevelsimplieslow
competitionamongemployees

 Qualityofcustomercare.Goodcustomercareinbusinessesimplieshigh
competition butpoorcustomercare among businesses indicates low
competitionamongbusinesses

 Pricechargedonsimilarproducts.Lowpriceschargedonsimilarproducts
indicateshighcompetitionamongbusinessesbuthighpriceschargedon
similarproductsbytheentrepreneur’sbusinessindicatelowcompletionofthe
businesswithotherbusinesses



 Productaddedadvantages/warranteesoffered.Excessivebenefitsattachedon
acommodityimplyhighlevelofcompetitionamongthebusinessesbutless
benefitsattachedoncommoditiesimplylowcompetition

INDICATORSOFANINCREASEINTHELEVELOFCOMPETITION

 Decreaseinthedemandforthebusinessproducts
 Decreaseinsales
 Increasedadvertising/salespromotionbycompetitors
 Increasedcomplaintsbycustomers
 Increasedlabourturnoverintheenterprise
 Improvedcustomercare
 Increasedproductaddedadvantaged
 Increasedcustomerconvenience
 Improvedmethodsofselling
 Improvedaftersalesservices
 Increasednumberofrivalfirms
 Increasedin-servicetrainingforworkers
 Demandforwageincrementbyemployees

8a)Thefollowingaretheaspectsanentrepreneurcanaddresstowincompetition
- Pricing.Asimilarservice/productshouldbeofferedatacheaperprice,one

standsabetterchanceofwinningthecustomer’sloyalty.
- Presentationandappearance.Thisincludesthewayonedecorateshis

businesspremises,thewaythesalespersondresses,coloroftheproduct,
wrappersorcontainersandneatnessinpackaging.

- Productionofgoodqualityproducts.Goodqualityproductslivelongerthan
poorqualityonesandattractmorecustomersandthusalargershareofthe
marketisattractedbytheenterprise.

- Addedconvenience.Thisincludesstayingopenlateorduringlunchwhenother
businessesareclosed.E.g.somecommercialbanksworkforlonghourson
weekends.Onecouldalsooffersomethingfornothingtothecustomer.

- Positiveattitudetowardsthecustomers.Oneshouldalwaystreatcustomers
withrespect.Peoplealwayschoosetogowheretheyaretreatedwithdignity.

- Rewardingloyalandregularcustomerslikebygivingthemgifts,prizes,inviting
themtogettogetherpartiesetc

- Offeringcredittoloyalandcreditworthycustomers
- Communicatingregularlywiththecustomerslikebycommunicatingtothem

majorchangesinthebusiness,availabilityofnewproductsetc
- Maintaininguptodaterecordsofregular,loyalandbigcustomersand

recognizingthemwhentheycallorcometothebusiness
- Providingappropriateaftersalesserviceslikeofferingdeliveryservices,proper

packingofgoodsboughtforeasycarrying,helpingtoinstalltheproductbought
atthecustomer’spremises



b)Thefollowingarefactorsaffectingcompetition
Giveneutralpointsandexplainthemonbothsides

i)Mobilityandaccessibilityoverlap.Travellingopensupawidergeographical
areaforcompetitionhencehighlevelofcompletionbutimmobility/shorter
distancesreducecompetition.

ii)Productoverlap.Thisreferstothesellingofproductsbydifferentkindsof
establishmentsthataresimilaroridenticaltoeachother.Bigdiscountstores,
sometimescombinedwithgrocerystoresprovideone-stopshoppingforall
customers’needs.Thisreducescompletion butdealing in oneproduct
increasescompetition

iii)Substitution.Availabilityofmanysubstitutesincreasescompetitionbutfew
substitutesinthemarketreducecompetition

iv)Publicawareness.Increasedawarenessoftheproduct,itsqualityandother
featurescreatesbrandloyaltyhencereducingthelevelofcompetitionbut
ignoranceofcustomersabouttheproductfeaturesincreasesthelevelof
competition

v)Productpriority.Apreferredproductreducescompetitionbutunpreferred
productleadstohighcompetition

Howcanentrepreneursimproveontheircompetitiveadvantageinbusiness?
 Throughintensiveadvertising
 Improvingcustomercareservices
 Improvingcustomerconvenience
 Throughcompetitivepricing
 Througheverydaylowpricing
 Throughproductoverlap
 Usingattractivepackagingmaterials
 Improvingthequalityofproducts
 Offeringcreditfacilities
 Givingdiscounts
 Carryingoutpromotionalsales
 Motivatingbusinessemployees
 Trainingemployees
 Mergingwithweakcompetitivefirms
 Facelifting/paintingbusinesspremises
 Maintaingoodcorporateimage

Effectsofcompetition
- Itleadstobettercustomersatisfaction/productionofbetterqualityproducts.

Theproducersandsellersensurethattheyproducehighqualitygoodsand
servicesandanyotheractivitythatensuresmaximumcustomersatisfactionin
ordertoattractmorecustomers

- Itpromotesmoreefficientproduction;itmakesproducersmorepro-activein
discoveringmoreefficientproductionmethodslikeuseoffewerrawmaterials
andtimetoproducebettergoods.



- Itresultsinbetteremployeeremuneration/payments.Itforcesemployerstopay
theirhighlyskilledemployeesbettersalariesespeciallywhentheyarelikelyto
betakenawaybycompetitors.

- Itresultsinmoreproductvariation.Itmakesproducersvarytheirproductsin
ordertomakethem differentfrom thoseofcompetitorshenceincreased
customersatisfaction.

- Itresultsinlowerorcheaperpricesofcommodities.competitionmakes
producersandsellerstotrytolowerthepricesoftheirgoodsorservices,thus
makingconsumersenjoylowerprices

- Itenablesbusinessestoearnmoreprofits.Competitionmakesbusinessesthat
enjoybettercompetitiveadvantageoverrivalonestosellmorewhichinturn
makesthemtoearnmoreprofitsthatcanbere-invested

- Itleadstoexpansionofmarketforsomebusinesses.Competitionallowssome
businessestoexpandthemarketfortheirgoodsorservicesthroughpersuasive
advertising,hencegeneratingmoreincomes

Negativeseffects

- Itresultsintowastageofresources.Competitionmakesbusinessesto
duplicateactivitiesorservicesasawayofattractingmorecustomers,which
resultsinwastagesofthelimitedresources

- Itleadstopoorrelationshipbetweenbusinesscompetitors
- Itleadstocollapseofsmallorinefficientbusinesses/Itresultsin

unemploymentwhentheinefficientfirmsareoutcompeted
- Itmakesresourcestobecomemoreexpensive.Competitionmakesbusinesses

tocompeteorstruggletoacquirethelimitedresourceslikeskilledworkers,high
qualityrawmaterialsetc

- Itlowersprofitsofbusinesses.Competitiveadvertisingincreasestheoperation
costsofbusinessesandthuslowerstheirprofits

- Itreducesthemarketshareperbusiness.Competitionfrommanybusinesses
dividethelimitednumberofcustomerstodifferentbusinessesandthisreduces
themarketshareperbusiness,resultinginlowsalesincome

- Sometimesitmisleadscustomers.Persuasiveadvertisingduetocompetition
sometimesforcescustomerstobuyproductstheydonotreallyneedorwhich
maybeoflowbenefittothem

MONITORINGANDMAINTAININGACOMPETITIVEPOSITION.

1.SustainablecompetitiveAdvantage.Thisallowsthemaintenanceand
improvementoftheenterprisescompetitivepositioninthemarket.Itisan
advantagethatenablesbusinesstosurviveagainstitscompetitionoveralong
periodoftime.Itincludesthefollowing.

2.Advertising.Thisisextremelyimportantincompetingeffectively.Itisthekeyto
attractingpublicattentionandbuildingprioritytoyourproducts.Advertisingis
thefirststepincompetingafteryoubuildthebasicconditionofthebusiness.

3.Image.Oncethecustomerisattractedbysometypeofadvertising,he/sheis
influencedbythebusinessimage.Imagecanbecriticalincompetingeffectively.



Thecustomerisattractedbytheimagereflectedinthebusinesssurroundings,
personnel,productdisplays,etc.Goodcustomerrelationtechniques,dress
requirements,canbetaughttosalespersonnel.Locationisalsopart ofimage
thatcanmakeadifferenceincustomers’reactionsandbuyingpatterns.

4.Customerconvenienceandservices.Locationisrelatedtoconvenienceand
goodcustomerrelationsarepartofgoodservice.Italsoincludesattractions
likeservicedelivery,repairservices,acceptanceofreturnsandexchangesand
extensionofpersonalcredit.Thesefactorsalsohelpsellaproductandcreate
loyalcustomersaswellascompetingeffectively.

5.Competitivepricing.Businessesthatoperateefficientlycanusuallyaffordto
pricecompetitivelybecausetheircostsarelower.Nevertheless,onemistake
thatsmallbusinessesmakeistotrytoundercutthecompetitionbeforetheyget
theircostsdown.Thatkindofpricingcanleadtolossesorverylowprofitsand
resultinadecreaseinabusiness’competitiveposition.

6.Salesprices.Thetheorybehindseasonalornewsalesisthatnewcustomers
willbeattractedtotheshopsbythesale.Theywillbuyotherproductsatregular
priceswhiletheyareintheshop,andthequantitysoldatthesalepricewill
makeupforthelowerunitprofit.Theseprinciplescanbeeffectiveifthesaleis
handledproperly.However,thesalecanattractwrongcustomerswhomayonly
buysaleitemsandnothingelseratherthanyourloyalcustomers.Andifsale
pricesarelow,youmaynotgainfromthesale.

7.Everydaylowprices.Someshopshaveastandardpolicyofcompetitivepricing
atalltimeswithoutadvertisingspecificsales.Whiletheymaylosesome
businesswhileotherstoresfeature‘’leaditems’’atcost,ingeneral,they
maintainasteadycustomer.Clearancesalesmayalsobeusedtounload
seasonalorout-of-dateitemsorotheroddsandendsatcostorless.

EVALUATINGBUSINESSCOMPETITION
Inforecastingandmonitoringchangesandcompetitioninyourbusiness,makesure
thatthefollowingareasarecarefullymonitoredandthatclearup-to-daterecordsare
available

i)Salesdeclineorincrease(maybeduetomanyreasonsincludingcompetition.
ii)Productionordermaybereducingduetocompetition.
iii)Flowofcustomers.Thenumberofcustomersflowingintotheenterpriseina

day(thisisalwaysaffectedbycompetition.
iv)Cashflow(movementofcashinandoutoftheenterprise)maybeinfluencedby

competition.
v)Movementofpersonnel.Employeesinnon-competitivefirmsoftenleavetojoin

otherfirmswhichlookmorecompetitive,forhigherpaymentandother
employmentbenefits.

vi)Technology.Enterpriseswhichpossessmodernmachineryandknowledgeare
morecompetitivethanthosewitholdtechnology.

Clearrecordsoftheaboveitemswillenableanentrepreneurtodevisemeansfor

dealingwithhiscompetitors.



METHODSUSEDTOEVALUATECHANGESANDCOMPETITIONINBUSINESS.
Therearetwomethodsusedbyentrepreneurstoevaluatechangesincompetition.
First,anentrepreneurisrequiredtotakeanoverviewofhowwellhisbusinessventure
isgoingtomatchwithhispotentialcustomers’needs.Thiswillforcehimtoidentify
hisbusiness’strengthandweaknessesinrelationtohismarket.
Thefeatureswhichareimportanttocustomersincludecolour,taste,easeofuse,
presentationandappearance,delivery,openingtimes,paymenttermsandprice.
Whentheentrepreneurhasgradedeachattribute,heshouldjoinuptherespective
ratingswithapencillinetoobtaintwoclearprofiles,oneofthecustomer’sreference
andanotherofthestrengthandweaknessesofthebusiness.
Thisprofilingmethodcanbeputinatableasfollows.
Listoffeatures/attributes
thatpotentialcustomers
willbelookingforinthe
business product or
service.

Scorehowimportanteach

attributeistocustomers.

Scorebusinessproductor

serviceoneachattribute.

1.Colour 12345 12345

2.Taste 12345 12345

3.Smell 12345 12345

4.Quality 12345 12345

Secondly,anentrepreneurmusttryandbeasobjectiveandconsistentaspossible.
Avoidthetemptationtopretendyourbusinessideaissomethingotherthanwhatitis.
Anentrepreneurcancompileamoredetailedanalysisbyextendingandmodifyingthe
profiletosuithisparticularbusiness.Furthermore,itisagoodideatocompilea
numberofprofiles,oneforeachofyourmajormarketsegments.Thiswillenablethe
entrepreneurclearlyidentify;

 Whichmarketsegmenthe/shesatisfiesbest?
 Whichmarketsegmenthe/shesatisfiesbetterthanhis/hercompetitors?

Byusingthesameformat,astheprevioustable,theentrepreneurshouldanalyzethe

strengthandweaknessesthatthecompetitorspresent.

Features The

business

Competitor

1

Competitor

2

Competitor

3,etc

Average

score of

competition

1Colour 12345 12345 12345 12345 12345



2Price

3Easyuse

12345

12345

12345

12345

12345

12345

12345

12345

12345

12345

Total

Anotherprofilingmethodwhichhasanadvantageoverthefirstisthatittakesinto

accounttherelativeimportanceofeachfeaturetothemarket.

Procedureforsecondmethod.

 Giveeachfeatureaweighingfrom1to5,tosignifyitsimportancetothemarket
segment.

 Awardpoints,onascaleof1to5,toeachbusinessincludingyourown,onhow
strongtheyareineacharea.

 Multiplytheimportanceweighingbythepointsawardedforeachbusinessto
obtainitsscore.

 Totaleachbusiness’scoreandanalyzetheresults.

Featur

es

Importan

ce

Your

busine

ss

Competitor

1

1

Competit

or

2,etc

Points score Point

s

Scor

e

Points Scor

e

Total

Inanentrepreneurcanidentifyamarketsegmentwherehe/sheisstronginbothareas,

he/sheislikelytotakealargermarketshareawarefromthecompetitionthanwould

otherwisebethecase.Thiswillimprovetheentrepreneur’spositionconcerning

finance,personnel,technologyandprofitability



CAPITALMARKETS

Capitalmarketsaremarketsthattradeinlongtermfinancialproductsknownas
securities(e.g.shares,bonds).Theyareafacilityforraisinglongtermcapital,whichis
donethroughthesellingofdebt(bonds,commercialpaper)andequityinstruments
(shares).Theyprovideavenuesforthosewhorequireadditionalcapitalandotherswho
wishtoinvesttheirmoney.
KEYPLAYERSINCAPITALMARKETS.
Differentpeople,groupsofpeopleorcompaniesplaydifferentrolesonthestock
exchange.Therolesofeachareveryvitalinthesmoothrunningofthemarket.Some
oftheseplayersincludethefollowing.
Differentpeople/groups/companiesplaydifferentrolesinthestockexchangemarkets
asexplainedbelow
1.Brokers/dealers.Thesearelicensedfinancialprofessionalsauthorizedtobuyand
sellsharesonbehalfoftheirclients.Brokersexecutetradedealsonbehalfoftheir
clientsandreceiveacommissionformatchingbuyersandsellers
Dealersbuysharesandlatersellthemforaprofit.Theyalsoprovideadvicetotheir
clientsonmanagementofinvestment.Dealerscanbebulls,bearsorstags.Abullisa
dealerwhobuysshareswhentheyarecheaphopingtosellthemwhenthepricerises.
Abearisonewhosellsshareswhenpricesarehighhopingtobuythembackata
muchlowerpricetomakeprofits.Astagisonewhodealsinnewissues(shares)
issuedbythecompany
2.Registrar.Thisisapersoninchargeofkeepingrecordsinrespectofstocksand
sharesofafloatedcompany,afloatedcompanyisonewhichgoespublicbyissuing
itssharesforsale
3.Investmentadvisors.Thesearelicensedpersonswhoadvisetheirclientsaboutthe
profitabilityofsellingandbuyingsecurities.Theyalsomanagearangeofinvestments
underacontactoronagreementwithinvestors
4.Shareholders.Theseareindividualsorcompaniesthatpurchasesharesina
companyorbusinessandownapartofthatcompany.Theyearndividendsforthe
sharesbought
5.CapitalMarketsAuthority(CMA).Thisisagovernmentestablishedbodywhich
ensurestheregulationanddevelopmentofcapitalmarketindustry.Thecapital
marketsindustryinUgandaisregulatedbythecapitalmarketsauthority(CMA).CMA
wasestablishedin1996followingtheenactmentoftheCapitalMarketsAuthorityAct
Cap84.Itisanautonomousbodyresponsibleforpromoting,developingand
regulatingthecapitalmarketsindustryinUganda,withtheoverallobjectivesof
investorprotectionandmarketefficiency
Objectivesofcapitalmarketsauthority
FunctionsofthecapitalmarketAuthorityinUganda

 ToregulateandpromotethedevelopmentofcapitalmarketinUganda
 Toapprovestockexchangeandsecuritiescentraldepositorysystem
 Tolicensebrokersordealers,investmentadvisors,fund’smanagersand

trustees



 Toapprovecollectiveinvestmentschemes
 Toadvicegovernmentonrulesandregulationsgoverningoperationsofcapital

market
 Toprovideprotectiontobothlocalandforeigninvestor
 Tocreatemarketinwhichsecuritiesareissuedandtrade
 Toprovidefacilitiesforraisinglongtermcapital(funds)
 Toactasabarometer/yardstick/guidancetocompany’sperformances
 Toprovideavenuesforthosewhorequireadditionalcapitalandotherswho

wishtoinvesttheirmoney
 Toregulatetheoperationofacompensationfund

Toapprovealloffersofsecuritiestothepublic
6.Fundmanagers’.Arecompanieswhounderacontractofmanagementwithaclient
undertakingthemanagementofaportfolioofinvestments(portfoliorefrestothe
fundsmanagedonbehalfofclientsatthediscretionofafundmanager).
7.Custodians.Theseperformtheactualroleofholdingorsafekeepingtheassetsor
securities(includingcash)onbehalfoftheowners(investors)

PRODUCTS/INSTRUMENTSINUGANDA’SCAPITALMARKETS.
Capitalmarketsusedifferentinstrumentstoraisecapitalwhichincludethefollowing:
1.Bonds.Abondisalongtermdebtinstrumentthatisusedtoborrowastatedamount
ofmoneyforafixedperiodoftimeandgivesastatedrateofinterestoritisadebtor
loaninstrumentissuedbythegovernmentorcorporatebodythatcarriesafixedrateof
interestandwithamaturityoflongerthanoneyearandgivestheholderclaimonthe
interestandprinciplepromisedbytheissuer.Oritisaborrowingarrangementin
whichtheissuermakesanobligationtopaybackinterestandprincipleatspecified
timesandintervals(maturitydate)
Therearetwotypesofabondnamely:
Governmentbonds.Areissuedbythegovernmenttoborrowastatedamountof
moneyfromthepublic,forafixedperiodoftimeatastatedrateofinterest
Corporatebondsarebondsissuedbyprivateorpubliccompaniesthatwishtoborrow
astatedamountofmoneyfromthepublicforafixedperiodoftimeatastatedrateof
interest
Featuresofabond

- Ithasamaturitydate.Itisaperiodoftimeoverwhichthebondcontractis
extendedattheendofwhichthebondcontractexpires

- Ithasabondcoupon.Itistheperiodicinterestpaidonabondtheissuertothe
bondholder

Majorplayersincapital

markets
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- Ithasaprinciple.Thisisthefixedperiodvalueofthebondinitiallypaidbythe
creditorwhenbuyingthebondandpaidatthematuritydate

- Ithasnameofthelender
- Itincludesnameoftheborrower

NB.Treasurybills.Theseareshorttermfinancialinstrumentsissuedbythe
governmenttoraisemoneyfromthepublicwithamaturitydateoflessthanoneyear
2.Shares.Ashareisaunitofownershipinalimitedliabilitycompanyandgivesthe
holderclaimoveranydividendsthatthecompanymaypay.Oritisaunitofcapitalof
ajointstockcompany.Shareholdersbecomepartofthecompanywheretheyhave
boughtshares
3.Debentures.Adebentureisaunitofajointstockcompany.Oritisadocumentor
certificateissuedbyacompanyevidencingthatithasborrowedaspecifiedamountof
moneyfromanamedpersonandpromisestopaybacktheprinciplewithinterestrate
atthematuritydate
Typesofdebentures

- NakeddebenturesThesearedebentureswhichhavenosecurityorproperty
declaredagainstthem.Thismeansthatifthecompanyfailstopay,the
debentureholderhasnopowerstotakeoverthecompany’spropertyortosuitit.

- Secured/mortgageddebentures.Thesearedebentureswhichhavesecurity
tiedtothemi.e.ifthecompanyfailstopay,thedebentureholdercanselloffthe
company’spropertytorecovertheloan.

- Redeemabledebentures.Thesearedebenturesthatcanbepaidbackbythe
companyafteraspecificperiodoftimei.e.themoneyborrowedisreturnedby
thecompanywithinagivenperiodoftime.

- Irredeemabledebentures.Thesearedebentureswhichareneverpaidbackby
thecompanyuntilitisliquidatedorendedi.e.themoneyborrowedremains
outstandingorunpaiduntilthecompanywindsup.

4.Commercialpaper.Thisisashort-termunsecuredpromissorynoteissuedbya
companyorevenabankwithashorter-termmaturitydate(usuallyonetoninemonths)
indicatingapromisebytheissuertorepaytheamongborrowedaagainstitona
specifieddatewithaspecifiedrateofinterest.Commercialpapersareusuallyissued
bylargecompaniesorbankstogetmoneytomeettheirshorttermdebtobligations
andarenotbackedbycollateralsecurity
Roleofcapitalmarkets

1.Providingmarkettosharesbeingsold.Capitalmarketforsharesbeingsold
henceenablingcompaniesandindividualstobuysuchshares

2.Improvingonpeople’sstandardsofliving.Peoplewhobuysharesgetdividends
whichincreasetheirincomelevelsandhenceimprovedstandardsofliving

3.Providingemploymentopportunities.Capitalmarketsprovidejobsto
dealers/blockers,registrarofcompaniesandinvestmentadvisors.Thisenables
themtoearnaliving

4.Encouraginginflowofinternationalcapital.Capitalmarketsenableinvestors
fromabroadtoinvesttheircapitalinthecountrybybuyingsharesbeingfloated
orsold

5.Providingrevenuetothegovernment.Capitalmarketsproviderevenuetothe
governmentinformoftaxesimposedonthem



6.Promotinginvestments.Capitalprovidetechnicaladvicetoinvestors,identify
investmentopportunitiesandencouragepeopletosavethroughbuyingshares
henceincreasinginvestmentlevels

Advantagesofcapitalmarkets
1.Theyprovidemarkettosharesbeingsold.Capitalmarketsprovidemarketfor

sharesbeingsoldhenceenablingcompaniesandindividualstobuysuch
shares

2.Theyimproveonpeople’sstandardsofliving.Peoplewhobuysharesget
dividendswhichincreasetheirincomelevelsandhenceimprovedstandardsof
living

3.Theyprovideemploymentopportunities.Capitalmarketsprovidejobsto
dealers/blockers,registrarofcompaniesandinvestmentadvisors.Thisenables
themtoearnaliving

4.Theyencourageinflowofinternationalcapital.Capitalmarketsenableinvestors
fromabroadtoinvesttheircapitalinthecountrybybuyingsharesbeingfloated
orsold

5.Theyproviderevenuetothegovernment.Capitalmarketsproviderevenuetothe
governmentinformoftaxesimposedonthem

6.Theypromoteinvestments.Capitalprovidetechnicaladvicetoinvestors,
identifyinvestmentopportunitiesandencouragepeopletosavethroughbuying
shareshenceincreasinginvestmentlevels

Objectivesofpromotingcapitalmarkets
1.Toprovidemarkettosharesbeingsold.Capitalmarketsprovidemarketfor

sharesbeingsoldhenceenablingcompaniesandindividualstobuysuch
shares

2.Toimproveonpeople’sstandardsofliving.Peoplewhobuysharesget
dividendswhichincreasetheirincomelevelsandhenceimprovedstandardsof
living

3.Toprovideemploymentopportunities.Capitalmarketsprovidejobsto
dealers/blockers,registrarofcompaniesandinvestmentadvisors.Thisenables
themtoearnaliving

4.Toencourageinflowofinternationalcapital.Capitalmarketsenableinvestors
fromabroadtoinvesttheircapitalinthecountrybybuyingsharesbeingfloated
orsold

5.Toproviderevenuetothegovernment.Capitalmarketsproviderevenuetothe
governmentinformoftaxesimposedonthem

6.Topromoteinvestments.Capitalprovidetechnicaladvicetoinvestors,identify
investmentopportunitiesandencouragepeopletosavethroughbuyingshares
henceincreasinginvestmentlevels

Thestockexchange.Iswherealreadyissuedoutshareorsecuritiesareformally
tradedandsoldoritisanarrangementthroughwhichthealreadyissuedoutshares
aretraded.InUgandatheyaretradedunderUgandasecuritiesexchange
THEUGANDASECURITIESEXCHANGE.ThisisthemarketplaceinUgandawhere
securitiesaretraded.TheUgandaSecuritiesExchange(USE)waslicensedtooperate
asanapprovedstockexchangeinJune1997bytheCMA.TheUSEbeganformal
tradingoperationsinJanuary1998followingthelistingsofthefirstinstrument,the



EastAfricanDevelopmentBank(EADB)Bond.
ThebasicfunctionofUSEistoprovideafacilityforraisingfundsforinvestmentin
long-termassetsandisregulatedbytheCMA
FUNCTIONSOFSTOCKEXCHANGE

i)Itprovidesreadymarketforsharesalreadyissuedoutintheprimarymarketto
betransferred

ii)Stockexchangemarketfacilitateslowincomeearnerstosaveinordertoinvest
incompanieslistedonstochexchange

iii)Stockexchangemarkethelpscompaniesinneedoflong-termfinancetoraise
therequiredfinancesthroughsellingtheirsharestothepublic

iv)Itcreatesameansthroughwhichnativesofacountrycanattainownershipin
thevariouscompaniesespeciallytheprivatizedcompanies

IDENTIFYINGINVESTMENTOPPORTUNITIESTHROUGHCAPITALMARKETS.
INVESTMENTreferstopurchaseofassetsthatareusedtogeneratemoreincomeor
financialgains.Thecapitalmarketsindustryoffersvariousavenuesforsavingand
investmentscoveredbelow.

Typesofinvestors
Privateinvestors.Thesearepeoplewhoholdsecuritiesfortheirownbenefitinterms
ofeitherinterestonlentfundsordividendsonshares.Theytendtoholdasmall
percentageofsharesinalistcompany
Corporateinvestors.Arecompaniesthatholdsharesinothercompaniesfortheirown
benefit
Institutionalinvestors.Theseareprivateorinstitutionsthatinvestmoneyinsecurities
inthecapitalmarketonbehalfofotherse.g.insurancecompanies,pensionfundsetc
a)Investinginshares.Ashareorstockisaunitofownershipinacompany.Whenyou
buyashare,youbecomeapartownerorshareholderofthecompany.Sharescanbe
boughteitherduringtheofferperiodorfromexistingshareholders.Newissuesof
sharestaketheformofinitialpublicofferings(IPOs),wheresharesaresoldina
primarymarket.
TheIPOreferstothefirsttimeacompanyoffersitssharestothepublic.Tobuy
shares,thereprocesses/stepstakenasdiscussedbelow
STEPSTAKENINBUYINGSHARES
1.Findingandcontactingthebroker.Thebuyingprocessbeginswithfindingand
contactingastockbrokerandtheserviceshe/sheoffers.Thishelpsthebuyertofind
outwhetherthebrokerhasthetypeofshareshe/shewants
2.Decidingonthetypeofsharestobuy.Thebuyerdecidesonthetypeofsharesand
thecompanyfromwhichtobuysharesdependingonitsfinancialperformanceand
futureprospectsasadvisedbythebroker
3.Decidingonthepriceandnumberofsharestobuy.Thisinvolvesdecidingonthe
pricetopayforeachshareandnumberofsharestobuyaftergettingtheprevailing
marketpricesofshares
4.Placinganorder.Afterguidancebythebrokerandmakingadecisiononthetypeof
sharestobuy.Thebuyerissuesamarketorderoralimitordertothebroker.Market
ordersaresimplebuyorsellordersthataretobeexecutedimmediatelyatcurrentand
bestmarketprices.Thelimitordersontheotherhandarethoseinwhichinvestorsor



buyersspecifythepriceatwhichtheyarewillingtobuyshares.Theinvestororbuyer
issupposedtofill

1.Thesecuritycentraldepositoryaccountopeningforms
2.Aclientinformationform,
3.Anorderformandalsosignsapurchasetransferform

5.Receivingacopyoftheprospectus.Aprospectusisalegaldocumentthatgives
generalandmaterialinformationonthecompany’shistoryandoperationsor
performance.Theintendingbuyerreceivesthisdocumentandtakestimetoreadit
carefully
6.Payingforthesharestothebroker.Thebuyermakesforpaymentofthesharesto
thebrokerandinturngetsareceiptfromthebrokerwhothendeliversthepaymentto
theclearinghouseonthesettlementday
7.Receivingacontractnote.Thisisadocumentthatspellsoutthenumberofshares
bought,thepriceatwhichtheyarebought,amountofcommissiontopaytothebroker,
detailsofgovernmenttaxeswhichincludethecontractstamp,transferdutyand
capitalgainstaxandthetotalamountwhichtheinvestorsorclientowestothebroker
whichhastobepaidonthesettlementdayindicatedonthecontactnote.
Itisalegaldocumentthatactsasproofownershipofthesharesuntilashare
certificateisissued
Paymentofthetotalamount.Thisinvolvespayingthetotalshownonthecontractnote
onthesettlementday
8.Receivingthesharecertificatefromtheregistrar.Thisisadocumentissuedtoa
personasevidencethathe/shehasboughtsharesoftheissuingcompanyandthere
forehasclaimtothedividendsonthesharesindicatedonit
THEPROCESSOFSELLINGSHARES
Belowarethestepsinvolvedinsellingshares

1.Findingouthowmuchsharesaresellinginthemarketthroughbrokers/dealers
2.Contactingabroker/dealertosellthesharesatasatisfactoryprice
3.Pressinganordertoselltheshares
4.Sendingasalescontactnoteaftersellingthesharesbythebrokertotheseller.

Itshowsthenetsalespayabletotheseller
5.Receivingthechequebythesellerasadvisedbyhis/herbroker

ADVANTAGESOFINVESTINGINSHARES.

i)Itisasourceofincometoshareholdersinform ofdividends. Whena
companythatissuedsharesmakesaprofit,theboardofdirectorsgivesa
percentageoftheprofittoitsshareholders(dividends)

ii)Itincreasesthevalueofcapital.Whensharesaresoldatapricethatishigher
thanthepriceatwhichtheywerepurchased,thisrepresentsaprofitcalled
capitalgain.

iii)Investing in shares gives share holders voting rights.Shares give a
shareholdertherighttoattendandvoteonimportantcompanydecisionsatthe
companies’annualGeneralmeetings.

iv)Sharesactascollateralsecurities.Sharescertificatesareusedas collateral
securitiestoobtaincreditfacilitieslikeloans,creditsuppliesetc.



v)Sharearetransferrable.Sharescanbepassedonfromonepersontoanother
andcanalsobeinherited.

DISADVANTAGESOFINVESTINGINSHARES.
i)Itresultsindepreciationinthevalueofinvestment.Sharepricessometimesfall

duetochangesindemandandsupplyconditionsorwhenthecompany’s
performancedeclines

ii)Sharearenotfreelytransferrableinprivatelimitedcompanieshencelimiting
transferoftheholder’sfundstoothernewpriorityareasduetofailureofselling
thesharestoanotherinterestedperson

iii)Decisionsaremadeonthebasisofruleofthemajorityintheannualgeneral
meetingshencetheminorityshareholderswithcontrastingandopposingviews
arenottreatedfairly

iv)Shareholdersespeciallyinpubliclimitedcompanieslackdirectcontrolover
theirinvestmentsorday-to-dayactivitiesofthebusiness

v)Itleadstofluctuationinthevalueofsharecapital.Thisisduetofallandrisein
pricesofshares

vi)Ifthecompanygoesintoliquidation,shareholdersarethelasttobepaidafter
allothercreditorsanddebtors.

b).Investinginbonds
Abondisessentiallyaloananinvestormakestotheissuerofabond.Theinvestor

receivesregularinterestpaymentsontheloanuntilthebondmaturesoriscalled,

atwhichpointtheissuerrepaysyoutheprincipal.Certainbondshavespecial

provisions.Bondfundspoolmoneyfrommanyinvestorstobuyindividualbonds

thatmeetthefund’sinvestmentobjective.Mostbondspayregularinterestuntilthe

bondmatures.

HOWBONDSWORK.
Bondshavethreemajorcomponents.

 Thefirstisthefacevalue(parvalue).Thisisthevalueofthebondasgivenon
thecertificateorinstrument.Itisthevaluethebondholderwillatmaturity
unlesstheissuerdefaults.Investorspayfacevaluewhentheybuythebondat
itsoriginalfacevalueandthepricemaybemoreorlessthanthepar.

 Secondisacouponrate.Thisistheannualrateofinterestpayableonthebond.
Thehigherthecouponrate,thehighertheinterestpaymentstheownerreceives.
Therateissetatthetimethebondisissuedanddoesnotchange.

 Thethirdisthematurity.Thisisthedateuponwhichtheissuerpaysbackthe
facevalueofthebond.Thebondterminatesatmaturity.

Example;



Atypicalbond-acompanyissuesashs300,00010-yearbondwitha6%coupon

rate.Eachyear,theownerreceivesshs18,000(6%ofshs300,,000)paidintwo

semi-annualinstallmentsofshs9000.

Advantagesofinvestinginbonds.

i)Bondsarepredictable.Youknowhowmuchinterestyoucanexpecttoreceive,
howoftentoreceiveit,andwhenthebond’sfacevaluewillmature.

ii)Bondsaresteadierthanstocks(whichcanfluctuateinshort-term).Some
investorspreferbondstoequityinvestmentssincetheyarelessvolatile.

iii)Peopleonafixedincomeandretirementwillreceiveapredictableamountof
regularincomefrom bonds.Mostbondspayinteresttobondholdersona
regularbasis,withtheexceptionofzerocouponbonds.

iv)Theinterestratespaidbybondstypicallyexceedthosepaidbybankson
savingsaccounts,especiallyshort-termbonds.

Disadvantagesofinvestinginbonds.

i)Bondlosevaluemostespeciallywhencompaniesandmunicipalitiesgo
bankrupt

ii)Long-termbondstiedupmoneyinlowyieldingbonds.
iii)Unlikestocks,bondsdon’tofferthepossibilityofhighlong-term returns.

Youngerinvestorsandthosewithseveralyearstogountilretirementwouldbe
betterservedbylimingtheirbondpurchasesandoptingforequitybuysinstead.

iv)Althoughbondsarelessvolatilethanstocks,theyarenotimmunefromprice
fluctuation.Bondsfrom riskiercompaniescanbeveryvolatile.Itisalso
possibleforacompanytodefaultonbondsissuedhencealossofprincipalfor
thebondholder.

c.CollectiveInvestmentSchemes.
Thisisatypeofinvestmentschemethatinvolvescollectingmoneyfrom different
investorsandthencombiningallthemoneyandinvestinginvariousproducts.Orare
privatefinancialarrangementsthatpooltogetherresourcesofmanysmallsavers,
generatingalargepoolofresourceswhichismanagedprofessionallyandinvestedin
variousassetssuchassharesandbondswithapurposeofmakingprofits.Itmayalso
becalledamutualfund.Therearetwotypesofcollectiveinvestmentschemes.
i. Unittrustschemes.Thesearetypesofschemeswhereinvestorsbuyunits,

whichrepresentthevariousholdingsofthescheme.One’sinvestmentis
representedbytheunitstheyholdinthescheme.

ii. InvestmentCompanieswithVariableCapital(ICVC).Whereone’sinvestments
arerepresentedbythesharestheyhold.Theschemetakestheform ofan
ordinarycompany.However,unlikeothercompanies,itisallowedtobuyback
shareswhenaninvestorwishestopullout.

Advantagesofinvestingincollectiveinvestmentschemes.



i)Itleadsto diversification ofrisk.Investorscan securea much wider
diversification ofrisk,because these funds usually investin different
investments.Thegreaterthediversification,thelowertheriskinrelationto
return.

ii)Itenablesprivateindividualstoaccesssecuritiesinvestments.Collective
investmentschemes help the individualinvestors access investmentin
securitieswhichwouldbedifficultforindividualinvestors

iii)Itlowerstransactionscosts-.ByinvestinginCIS,investorsincurlowercosts
thaniftheyweretobuyandsellbondsdirectly.Thisisbecausetransaction
costsaregenerallyrelatedtothesizeofthetransactionandinvestorsbenefit
from thefundmanagers’abilitytodealinlargequantitiesofsharesatlower
averagedealingcosts.

iv)Theypromoteprofessionalmanagement-.CISsprovidefulltimeprofessional
managementinadirectandsimpleformandthisisespeciallyimportantwhere
marketinformationisnotwidelyavailable.

v)Itprotectsinvestors.Peopleneedtohaveconfidencethattheirmoneyis
protectedfrom fraud,thievesandotherabuses.TheCISActandregulations
madeunderitprovidethedesiredregulatoryframeworkthatwillprotect
investorsinUganda.

vi)ItmakesLiquidityeasy.Itgivesanopportunitytoeasilyliquidateinvestments
bysellingyourunitsbacktothemanager.

DISADVANTAGESOFCOLLECTIVEINVESTMENTSCHEMES(CISs)

i)Lossofcontrol/ownershiprights.WhenyouinvestinCISs,youarenotinvolved
directlyindecidinghowyourmoneyisinvested.Aslongastheunittrustee
managerinvestsyourmoneyinthescheme,thereislittlethatyoutheunit
holdercandoifyoudisagreewiththeirinvestmentdecisions.Theunittrust
fundmanagersaremorelikelytomakerightinvestmentdecisionthansmall
investors.

ii)Itleadstohighoperationalcostsduetofeesandcharges.Theservices
providedbythefundmanagersarenotfree.Therearefeesandchargespaidby
theunitholderstothecollectiveinvestmentschemes.

COLLECTIVEINVESTMENTSCHEMES–PURCHASEPROCESS.

i)GoingtoUnitTrustManager–AfricanAlliance(WorkersHouseFloor1).
ii)Fillinginanaccountopeningform.
iii)Selectingthetypeofunittrustaccount;shorttermorlongterm.
iv)Depositingmoneyonaccountgiven.
v)SendingcopyofdepositsliptoAfricanAlliance.
vi)Youbecomeaunittrustaccountholder.

RAISINGLONGTERMFINANCETHROUGHCAPITALMARKETS.



Manybusinessesstrugglewithfinancingespeciallylongterm financing.Questions

ariseastohowtoexpandabusiness.

Advantagesofraisinglongtermfinancethroughcapitalmarkets.

i)Raisingfunds.Throughthesaleofsharesonthecapitalmarkets,businesses
areenabledtoraisefunds.Unlikeincommercialbanks,interestratesmaybe
veryhigh,securityrequired,andothers.butincapitalmarketstheraisingof
fundsischeaper,easierandfaster

ii)Provisionofmarkettosellandbuyshares.Theyprovidemembersofthepublic
orcompanyachancetobuyshares.Thisprovidesthemanalternativemethod
ofinvestingtheirsavings.Theycanalsoselltheirsharesincasetheywouldlike
tooptoutofthecompany.

iii)Inflowofinternationalcapital.Foreigninvestorswhomaywishtoinvestinthe
countrywillfinditeasiertodosothroughthecapitalmarketwheretheywill
easilybuyshares.Thisleadstoinflowofinternationalcapitalforacountry’s
economicgrowth.

iv)Betterstandardsofliving.Awellorganizedincreasedinvestmentbycompanies
due to the existence ofcapitalmarketwilllead to more employment
opportunitiesbeingcreated,moreincomegeneratedandmoredisposable
incomethatpeoplemayuseforconsumptionandsaving.Bythis,people’s
standardsoflivingareexpectedtoincrease.

AVENUESOFRISINGLONGTERMFINANCINGTHROUGHCAPITALMARKETS.

Therearetwoavenuesforraisingfinancethroughcapitalmarkets.

i) Equityfinancing;Here,thebusinessraisesfinancebyissuingsharestothe

generalpublic.Thosewhobuysharesofthecompanythenbecomepart

ownersofthecompanyandhenceshareholders.However,acompany

shouldfirstapplyandthenseekapprovalfromtheCMAbeforeitoffersthem

tothepublic.

DEBTFINANCING.

Abusinesscanalsoraisefinancebyborrowingfrom thepublicandinstitutions
throughcapitalmarkets.Theexamplesofdebtinstrumentsinclude;

i)Corporatebonds;whichisanarrangementthatenablesacompanytoborrow
moneyfromthepublicforalongperiodoftime.

ii)Governmentbonds/municipalbondswhichisanarrangementthatenables
bothgovernmentandlocalcouncilstoborrowfundsfromthepublicforalong
periodoftime.

iii)Commercialpaper(anarrangementthatenablesacompanytoborrowmoney



forashortperiodoftime.)
ADVANTAGESOFDEBTFINANCING;

i)Thecompanydoesnothavetogiveupanyownershipofthecompany.
ii)Thelenderhasnocontroloverhowtorunthecompanywhosebondhehas

purchased.Allthatthelenderrequiresofthecompanyisthattheloanand
interestshouldbepaidback.

iii)Thecompanyisnotrequiredtopaythelenderdividendswhenitmakesaprofit,
asisthecasewithshareholders.

DISADVANTAGES.

i)Thecompanyisrequiredtopaybacktheprincipalandinterestregardlessofits
financialposition

ii)Thecompanymusthavesufficientcashflowtorepaytheloanandinterest.
Othersourcesoflong-termfinanceforBusinessinUganda.
Raisingcapitalisoneofthemajorquestionsthatanentrepreneurneedstodealwith.
Othersourcesinclude;

i)Jointventure;Findanindividualororganizationtobothinvestinandworkwith
acompanyinitsbusinessproject.

ii)Banksforworkingcapital;Short-termfinancenecessarytofundtheday-to-day
runningofthebusiness.Thiscantaketheformofanagreedoverdraft,where
theinterestwillbecalculatedonyourdailyoutstandingbalanceandchargedon
amonthlyorquarterlybasis.

iii)Banksformediumtermloans.Aloanpaidbackoveranagreedterm(typically
threetotenyears)’whereprincipalandinterestarepaidoffmonthly.Thistype
ofloanisusedmainlytoinvestinequipment,expansion,anddevelopment.

iv)Banksforlongterm loans;Thistypeofloanisnormallyusedtopurchase
assetssuchasabusiness,land,buildings,plant,etcthatcanbeshownto
directlyorindirectlyaddtoprofitoveranumberofyears.

v)Leasing.Providesfinancefortheacquisitionofspecificassets,suchascars
andmachinery.Leasinginvolvesadepositandrepaymentsovertypically3to
10years.Thefinancierpurchasestheequipmentyourequireandthenleasens
ittoyouinreturnforregularpaymentsforthedurationoftheleaseperiod.

vi)Personalloans.Ifitisimpossibletoobtainaloaninyourbusiness’name,you
couldconsiderobtainingapersonalloan.However,theconditionsshouldnot
jeopardizecontrolofthebusinessandthatyouareveryconfidentofbeingable
torepayoryoumayloseassetsputupascollateral.

vii)Familyandfriends.Youcanborrowmoneyfromfriendsandfamily,however,to
avoidmisunderstandingsorresolveanydisputeifthingsgowrong,itisbetterto
makeanagreementincludingtheloantimeperiodandinterestpayments.

Theadvantageofraisingfinanceisthatithelpstoavoidthedissolutionof

businesscontrolorsharecapital.

Disadvantages



i)Jointventurescanoftenresultinthelossofcontroloveraspectssuchaspolicy
anddevelopment.

ii)Bankshavethepowertoplaceabusinessintoadministrationorbankruptcyifit
defaultsondebtinterestorrepayment.

iii)Borrowingfrom familyorfriendscanleadtodisputesorinterferenceinthe
managementoftheventure.

iv)Whenseekingfinancing,considerwhatsourceandtypeoffinancesuitsyour
needs.Thenmatchthemethodoffundingandthetermoftheloanthereason
forthefinance.Youmayhaveanimpactonbusinesscashflowandother
obligationssuchastaxation.

AdvantagesofEquityShares
Equitysharesarethemostcommonanduniversallyusedsharestomobilizefinance
for
thecompany.Itconsistsofthefollowingadvantages.
1.Permanentsourcesoffinance:Equitysharecapitalisbelongingtolong-term
permanentnatureofsourcesoffinance,hence,itcanbeusedforlong-termor
fixedcapitalrequirementofthebusinessconcern.
2.Votingrights:Equityshareholdersaretherealownersofthecompanywhohave
votingrights.Thistypeofadvantageisavailableonlytotheequityshareholders.
3.Nofixeddividend:Equitysharesdonotcreateanyobligationtopayafixed
rateofdividend.Ifthecompanyearnsprofit,equityshareholdersareeligiblefor
30FinancialManagement
profit,theyareeligibletogetdividendotherwise,andtheycannotclaimany
dividendfromthecompany.
4.Lesscostofcapital:Costofcapitalisthemajorfactor,whichaffectsthevalue
ofthecompany.Ifthecompanywantstoincreasethevalueofthecompany,
theyhavetousemoresharecapitalbecause,itconsistsoflesscostofcapital(Ke)
whilecomparedtoothersourcesoffinance.
5.Retainedearnings:Whenthecompanyhavemoresharecapital,itwillbe
suitableforretainedearningswhichisthelesscostsourcesoffinancewhile
comparedtoothersourcesoffinance.
DisadvantagesofEquityShares
1.Irredeemable:Equitysharescannotberedeemedduringthelifetimeofthe
businessconcern.Itisthemostdangerousthingofovercapitalization.
2.Obstaclesinmanagement:Equityshareholdercanputobstaclesinmanagement
bymanipulationandorganizingthemselves.Because,theyhavepowertocontrast
anydecisionwhichareagainstthewealthoftheshareholders.
3.Leadstospeculation:Equitysharesdealingsinsharemarketleadtosecularism
duringprosperousperiods.
4.Limitedincometoinvestor:TheInvestorswhodesiretoinvestinsafesecurities
withafixedincomehavenoattractionforequityshares.
5.Notradingonequity:Whenthecompanyraisescapitalonlywiththehelpof
equity,thecompanycannottaketheadvantageoftradingonequity.

AdvantagesofRetainedEarnings
Retainedearningsconsistofthefollowingimportantadvantages:



1.Usefulforexpansionanddiversification:Retainedearningsaremostuseful
toexpansionanddiversificationofthebusinessactivities.
2.Economicalsourcesoffinance:Retainedearningsareoneoftheleastcostly
sourcesoffinancesinceitdoesnotinvolveanyfloatationcostasinthecaseof
raisingoffundsbyissuingdifferenttypesofsecurities.
3.Nofixedobligation:Ifthecompaniesuseequityfinancetheyhavetopay
dividendandifthecompaniesusedebtfinance,theyhavetopayinterest.But
ifthecompanyusesretainedearningsassourcesoffinance,theyneednotpay
anyfixedobligationregardingthepaymentofdividendorinterest.
4.Flexiblesources:Retainedearningsallowthefinancialstructuretoremain
completelyflexible.Thecompanyneednotraiseloansforfurtherrequirements,
ifithasretainedearnings.
5.Increasethesharevalue:Whenthecompanyusestheretainedearningsasthe
sourcesoffinancefortheirfinancialrequirements,thecostofcapitalisverycheaper
thantheothersourcesoffinance;Hencethevalueofthesharewillincrease.
6.Avoidexcessivetax:Retainedearningsprovideopportunitiesforevasionof
excessivetaxinacompanywhenithassmallnumberofshareholders.
7.Increaseearningcapacity:Retainedearningsconsistofleastcostofcapitaland
alsoitismostsuitabletothosecompanieswhichgofordiversificationandexpansion.
DisadvantagesofRetainedEarnings
Retainedearningsalsohavecertaindisadvantages:
1.Misuses:Themanagementbymanipulatingthevalueofthesharesinthestock
marketcanmisusetheretainedearnings.
2.Leadstomonopolies:Excessiveuseofretainedearningsleadstomonopolistic
attitudeofthecompany.
3.Overcapitalization:Retainedearningsleadtoovercapitalization,becauseifthe
companyusesmoreandmoreretainedearnings,itleadstoinsufficientsource
offinance.
4.Taxevasion:Retainedearningsleadtotaxevasion.Since,thecompanyreduces
taxburdenthroughtheretainedearnings.
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5.Dissatisfaction:Ifthecompanyusesretainedearningsassourcesoffinance,the
shareholdercan’tgetmoredividends.So,theshareholderdoesnotliketouse
theretainedearningsassourceoffinanceinallsituations.

AdvantagesofDebenture
Debentureisoneofthemajorpartsofthelong-termsourcesoffinancewhichof
consists
thefollowingimportantadvantages:
1.Long-termsources:Debentureisoneofthelong-termsourcesoffinancetothe
company.Normallythematurityperiodislongerthantheothersourcesoffinance.
2.Fixedrateofinterest:Fixedrateofinterestispayabletodebentureholders,
henceitismostsuitableofthecompaniesearnhigherprofit.Generally,therate
ofinterestislowerthantheothersourcesoflong-termfinance.
3.Tradeonequity:Acompanycantradeonequitybymixingdebenturesinits
capitalstructureandtherebyincreaseitsearningpershare.Whenthecompany



applythetradeonequityconcept,costofcapitalwillreduceandvalueofthe
companywillincrease.
4.Incometaxdeduction:Interestpayabletodebenturescanbedeductedfromthe
totalprofitofthecompany.Soithelpstoreducethetaxburdenofthecompany.
5.Protection:Variousprovisionsofthedebenturetrustdeedandtheguidelines
issuedbytheSEB1protecttheinterestofdebentureholders.
DisadvantagesofDebenture
Debenturefinanceconsistsofthefollowingmajordisadvantages:
1.Fixedrateofinterest:Debentureconsistsoffixedrateofinterestpayableto
securities.Eventhoughthecompanyisunabletoearnprofit,theyhavetopay
thefixedrateofinteresttodebentureholders,hence,itisnotsuitabletothose
companyearningswhichfluctuateconsiderably.
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2.Novotingrights:Debentureholdersdonothaveanyvotingrights.Hence,they
cannothavethecontroloverthemanagementofthecompany.
3.Creditorsofthecompany:Debentureholdersaremerelycreditorsandnotthe
ownersofthecompany.Theydonothaveanyclaiminthesurplusprofitsof
thecompany.
4.Highrisk:Everyadditionalissueofdebenturesbecomesmoreriskyandcostly
onaccountofhigherexpectationofdebentureholders.Thisenhancedfinancial
riskincreasesthecostofequitycapitalandthecostofraisingfinancethrough
debentureswhichisalsohighbecauseofhighstampduty.
5.Restrictionsoffurtherissues:Thecompanycannotraisefurtherfinance
throughdebenturesasthedebenturesareunderthepartofsecurityoftheassets
alreadymortgagedtodebentureholders.
INTERNAL

BUSINESSTRANSACTIONS

Theserefertodealingsbetweentwopartiesthatinvolveexchangeofvalue(goodsand

servicesorgoodsforgoods).

TYPESOFBUSINESSTRANSACTIONS

Therearemajorlytwotypesofbusinesstransactionsnamely:-

(a)Cashtransaction.Thisisthedealingbetweentwopartiesthatinvolves

exchangeofgoodsorservicesandpaymentforthemisatthatparticulartime.

(b)Credittransaction.Thisreferstothedealingbetweentwopartiesthatinvolves

exchangeofgoodsandservicesandpaymentismadeatalaterdate.

CASHSALESANDCREDITSALES.

Cashsalesiswhengoodsandservicesaresoldandpaymentforthemismadethere

anthen.

OR



Cashsalesaresalethatinvolveexchangeofgoodsandserviceswhoseismadethere

andthen.

Creditsales.Thisiswhengoodsandservicesaresoldandpaymentforhem is

expectedatafuturetimei.e.thesellerandthebuyeragreeonwhenpaymentshould

bemade.

OR

Creditsalesaresalesthatinvolveexchangeofgoodsandserviceswhosepaymentis

expectedatafuturetime.

ADVANTAGESORMERITSOFSELLINGONCASHBASIS.

1.Ithelpsorenablesanentrepreneurtogetcashneededtomeetimmediatecash
requirementshencefacilitatingthesmoothrunningofthebusiness.

2.Itprovidesconstantsupplyofworkingcapitalandthishelpsthebusinessin
shortofcashandsavesitfromunnecessarydelays.

3.Itenablespropermanagementofstockandconstantsupplysincecashis
alwaysavailablethusavoidingshortagesinsuppliesofgoodsandservices.

4.Itsavesthebusinessfrombaddebtshencereducinglosseswhichcouldhave
beencausedbybaddebtors.

5.Ithelpsthebusinesstoavoidadministrativeexpensesanddebtsassociated
withcreditsalese.g.transportcosts.

6.Sellingoncashbasishelpsthebusinesstoreduceproceduralformalitiese.g.
documentation(involvingrecordingdebts),timeetcassociatedwithcreditsales.

7.Itenablesthebusinesstosellgoodstobuyersfromunknownorunfixedplaces
e.g.travelers.

8.Enablesanentrepreneurtosellgoodswhosevalueisloworsmall
9.Enablesanentrepreneurtosellgoodsorserviceseffectivelytonewcustomers.

Thisreduceslossesfrombaddebts.
10.Sellingoncashbasishelpsthebusinesstoeasilyexpandandgrowdueto

constantflowofcashinthebusiness.
11.Itenablesthebusinesstoachievethesetgoalsandobjectivese.g.quality

improvement,brandawareness.
DISADVANTAGES

1.Itdiscouragescustomerswhomaynothavereadycash.
2.Itreducessalesandcompetitiveadvantageofthebusinesssincesalary

earnersmaynotbeaccommodated.
3.Itweakens/limitsrelationshipsbetweenthebusinessanditscustomerswho

maywanttobuygoodsoncredit
Samplequestions

(a)Explaintheobjectivesofsellingoncashbasisinanenterprise.
(b)Whyisitnecessarytoselloncashbasisinabusiness
(c)Ofwhatnecessityiscashsellinginanenterprise
(d)Whyisthereaneedtoselloncashbasis.



Answers

1.Toenableanentrepreneurtomeettheimmediaterequirementsinthebusiness
thatrequirescashe.g.purchasingrawmaterials.

2.Toprovideconstantsupplyofworkingcapitaltoenableenterprisenottorunout
ofcash.

3.Toreduceonthechancesofbaddebtsinanenterprise
4.Toensurepropermanagementandconstantsupplyofgoodstothebusiness.
5.Toensurepropergrowthanddevelopmentofanenterprise
6.Toenablethebusinesstoachievethesetgoalsandobjectivessinceto

implementsuchgoals,moneytocashformishighlyneeded.
7.Toenablethebusinesstoavoidadministrativeexpensesassociatedwith

sellingoncredit.
8.Toreduceonproceduralformalitieswhichmayarisefromsellingoncredit?

Thatistosay,reducingontheprocedurestakenuporgonethroughwhile
recoveringthemoneye.g.writinginvoices,writingmessages,callingon
telephonesetcorpreparingsomedocumentswhicharebeingwritten

9.Toenablethebusinesstosellgoodstonewcustomers.
Qn:Underwhatcircumstancesmayanentrepreneursellgoodsoncashbasis?(Use

when,if,incase.E.g.)

1.Whenthereisneedtomeetimmediatecashrequirements
2.Whentheentrepreneurwantstosellgoodsoflowvalue
3.Whenanentrepreneurisdealingwithnewcustomers
4.Incaseanentrepreneurwantstoreducebaddebtsinthebusiness
5.Incaseanentrepreneurwantstoreduceonproceduralformalities
6.Whentheentrepreneurisinneedofworkingcapital
7.Incaseanentrepreneurwantstoachievethesetgoals.

WAYSOFENSURINGPROPERCASHMANAGEMENT

Thefollowingarethewaysthroughwhichanentrepreneurcanmanagecostsalesin

hisorherenterprise.

1.Bydocumenting(receipting)allthecashreceivedinthebusiness.Allcash
receivedinthebusinessshouldbedocumentedandaccountedforbybalancing
physicalcashandcashrecordsbytheendofeachday.

2.Bybankingallthebusinesscash.Businessesshouldruncurrentaccountswith
creditablebankinginstitutionssoastoavoidfraud(embezzlement)

3.Bystoringallcashreceiptsandotherdocumentsrelatedtoaccountability.
Properstorageofallreceiptsinthebusinessshouldbedonesincetheyare
usedforreferencepurposes.

4.Bymakingproperaccountabilitywheneverexpenditureismadetoenable
properplanning.

5.Bykeepingcashatthebusinesspremisesunderlockersandtheentrepreneurs
shouldavoidorkeepingalotofcashforthedailyexpenditure

6.Byavoidingspendingbusinesscashonpersonalmatterssincethisreducesthe
businessworkingcapital.



7.Byauthorizinganddocumentingalldocumentstodowithcashandcash
disbursementsbytheentrepreneurpersonality.

8.Throughreceivingbankstatementsonaregularbasisisproperaccountability
inthebusiness.

ADVANTANGESOFSELLINGONCREDIT

Anentrepreneurenjoysthefollowingadvantagesforsellinghisorhergoodsoncredit.

1.Itenablesanentrepreneurtosellgoodsathighpriceswhichincreasesprofitsin
thebusiness.Thisisbecausegoodssoldoncreditarehighlypricedthangoods
soldoncashbasis.

2.Itenablesanentrepreneur(seller)tomeetthebuyers’requirementsespecially
thosewithoutreadycash.Thiscratescustomerloyaltyinthebusiness.

3.Actsasamarketingtoolandthisincreasessalesinthebusiness.Itenablesan
entrepreneurtomarkethisorherproductssinceitattractsmanycustomers.

4.Enablesanentrepreneurtogetridofgoodswhichareabouttoexpireorwhose
fashionisabouttochange.Thisreduceshugelosesthatwouldhavebeen
incurredifsuchgoodsexpire.

5.Itbuildsagoodandlongtermrelationshipbetweentheentrepreneurandthe
debtor.Thisimprovesontheimageofthebusinessinthecommunity.

6.Itenablesanentrepreneurtocompetefavourablywithrivalssincesellinggoods
oncreditcreatescustomers’loyaltywhichenablestheenterprisetoretainits
customers.

7.Itincreasesthebargainingpowerofthebuyingpartysincethesystemis
convenienttohimorher.Thisisduetotheenoughtimegiventothebuyerto
settlethedebt.

8.Itreducesthestoragecostsoftheenterprisesincesomegoodsaretakenon
credit.

9.Itenablesanentrepreneurtoselloffslowmovinggoodsinanenterprisesinceit
accommodatesallcustomers’i.e.lowincomeearners,middleandhighincome
earners.

10.Itenablesanentrepreneurtodisposeofthehighlyvaluedgoodsthatcannotbe
soldeasilytocashbasis.

11.Itattractsnewcustomersintothebusinessthusexpandingthemarketshare.
12.Itcreatesspacefornewstockastheoldstockiscleared.

DISADVANTAGESOFCREDITSALES

1.Ittiesupworkingcapitalofthebusinessindebts.Thislimitstheeffective
operationofthebusinessactivities.

2.Itmayspoiltherelationshipbetweenthebusinessandthecustomerincaseof
thedebtorsfailuretopay.Thismayreducethenumberofcustomers.

3.Itinvolvesalotofpaperworkandrecordkeepingwhichincreases
administrativecostintheenterprise.Thisisbecausesellersarerequiredto
prepareinvoices,producer’snoteswhichallrequireprintingandstationery
costs.



4.Creditsalesleadtolossofvalueofmoneyincaseofinflationsituations.Since
customersspendtimewiththemoneyandbythetimetheypaybackitsvalueis
lessthanthevalueofthetiemoftakinggoods.

5.Incaseofdeathofacustomerwhohasboughtgoodsorservicesoncredit,the
businessmayfinditverydifficulttorecoverthemoneyused

6.Sometimesthegoodssoldoncreditbysellers,buyersareofpoorqualityhence
reducingonthestandardsoflivingofthecustomers.

CIRCUMSTANCES UNDER WHICH AN ENTREPRENUER MAY SELLGOODS ON

CREDIT

Qn: Underwhatcircumstancesmayanentrepreneursellgoodsoncredit

Explaintheconditionsunderwhichanentrepreneurmaysellgoodsoncredit.

E.g.approachusewhen/incase/whereetc

1.Whenthegoodsareabouttoexpire.Anentrepreneurmaysellgoodsoncredit
soastoclearoldstockthatisyettoexpireinordertoavoidloses.

2.Whentheentrepreneurcanalsobuygoodsoncredit.Buyinggoodsoncreditby
theentrepreneurfromhisorhersupplierenableshisorhertoalsoselloncredit.

3.Incasetheentrepreneurexpectspricestofallinthenearbyfuture.Thismay
forcehimorhertoselloldstocksoastoavoidlosses.

4.Whentherearestronglawstoenforcerecoveryofthedebts.Thismayenable
anentrepreneurtosellgoodsoncreditsinceheorsheisaccusedofthepay
back.

5.Incasetheentrepreneurwithpressureformcompetitorswhosellgoodson
credit.Thismayforceanentrepreneurtosellgoodsoncreditsoastocompete
favourablywithotherentrepreneurs.

6.Incaseanentrepreneurhascarefullyassessedthecreditworthinessofthe
customer.Anentrepreneurmaysellgoodstotrustworthycustomersbecause
heisexpectingthemtopayback.

7.Incasetheentrepreneurwantstomarkethisorherproducts.Thishelpsto
attractmorecustomersinbusiness.

8.Incasetheentrepreneurwantstoreducestoragecostsortocreatenewspace
inthestorefornewstock.Theentrepreneurmaysellgoodsoncreditinorderto
reducecostsincurredonkeepingoldstockandcreatespaceforthenewstock
inthebusiness.

9.Whentheentrepreneurwantstomeetthebuyersrequirementsespeciallysalary
earners(thosewithoutreadycash).

10.Whentheentrepreneurhassufficientworkingcapitaltocarryoutbusiness
operations.Thisallowsanentrepreneurtoconstantlysupplygoodsorservices
tocustomerswithreadycash.

11.Incasetheentrepreneurwantstomaintainandimprovetheexistingrelationship
betweenthebusinessandcustomerssincesellingoncreditincreases
customer’strustinthebusiness.

(a)Whyisitnecessarytosellgoodsoncreditinanenterprise



(b)Explaintheobjectivesofsellinggoodsoncredit

(c)Explainthereasonsofsellinggoodsoncredit

(d)Whymayanentrepreneursellgoodsoncredit.

Approach

Useto,inorderto,atthebeginningofeverypoint

1.Toincreaseprofitsinthebusiness.Thisisbecausegoodssoldoncredit
2.Tomeetthebuyer’srequirements
3.Tomarktheentrepreneursproducts
4.Togetridofgoodswhichareabouttoexpire
5.Tobuildagoodandlongtermrelationshipbetweenanentrepreneurandthe

customer
6.Tocompetefavourablywithrivals.

MANAGEMENTOFCREDITSALES

Thefollowingarewaysofmanagingcreditsales.

1.Byidentifyingandeducatingpeoplewhoshouldapprovecreditsalesandthe
amountswouldbeapproved.Anentrepreneurshouldeducatepeopleandmake
themknowntopeopleandcustomersinchargeofcreditsales.

2.Bydocumentingallthecreditsalesproperlye.g.invoicesshouldbepreparedto
showthegoodsthathavebeensoldoncreditanddeliverynotestosowthat
goodshavedeliveredandreceivedbythecustomers.

3.Bydepositingallcreditsalestothedebtor’sledgerforeasyfollowup.
4.Throughrecordingallthecashreceivedfromthedebtorsinthecashbook

immediatelywhenthedebtiscleared.
5.Bygivingashortpaybackperiodsoastoenablethebusinesstoreceivethe

moneyintime.
CREDITPURCHASES

Referstosituationwhereanentrepreneurobtainsgoodsfrom agivensupplierand

paysforthematafuturedate

ADVANTAGESOFCREDITPURCHASES

1.Buyingoncreditisasourceoffunding(workingcapital)forthebusinesssince
thebusinessaccessandusegoodsithasnotpaidfor.

2.Itenablesanentrepreneurtosolveorpayforgoodsorservicesbought.
3.Itencourageshardworkinthebusinesssincetheentrepreneurworkhardin

ordertogetthemoneyoutofthegoodspurchasedoncredittopaycreditors
4.Itenhancesagoodrelationshipbetweentheentrepreneur(purchaser)andthe

supplier
DISADVANTAGES

1.Thegoodsandservicespurchasedoncreditarenormallychargedahighprice
thangoodsorservicesboughtoncashbasis.



2.Itmayleadtobuyingofpoorqualitygoodsorlowqualitygoodssincethe
entrepreneurhasnochoice.

3.Thedesiretotakeadvantageofcreditfacilityofferedreducestheentrepreneur’s
choices


