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THESCOPEOFCOMMERCE

Definition

Commerceisthestudyofthewaymanorganizestheexchangeanddistributionof
goodsandservicestosatisfyhisneeds.
Or
Commerceistradeandaidstotrade.

Commerceinvolvesallthoseactivitieswhichaid thepassageofgoodsfrom the
producertothefinalconsumer.

Illustrationofthepositionofcommerceintheproductionprocess

TRADE
Tradeisthebuyingandsellingofgoods.Itisdividedintotwowherewehave

i. Internaltrade/hometrade
ii. International/foreigntrade

INTERNAL/HOMETRADE
Thisistradecarriedoutbetweentradersofthesamecountry.

Internaltradeinvolveswholesalersandretailers.
(i) Wholesaletrade
Thisisatypeoftradewheretradersbuygoodsinlargequantitiesandsellthem alsoin
largequantities.

(ii) Retailers
Thesearetraderswhobuygoodsfrom wholesalersandsellthem insmallquantitiesto
thefinalconsumers.

Productionofgoodsand
services

Commerce

Consumers
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INTERNATIONAL/FOREIGNTRADE
Thisistradecarriedoutbytradersofdifferentcountries.

International/foreigntradeinvolvesimporttradeandexporttrade:

(i) Importtrade
Thisisthebuyingofgoodsandservicesfrom othercountriesintoahomecountrye.g.
Ugandansbuycarsfrom Japan.

(ii) Exporttrade
Thisisthesellingofgoodsandservicestoothercountriese.g.Ugandasellscoffeeto
UnitedKingdom.

AIDSTOTRADE
Theseareserviceswhichhelpintheproductionanddistributionofgoods.Withoutthem
tradewouldbeverydifficulttobecarriedout.Theyincludethefollowing:-

i. Transport
ii. Banking

iii. Advertising
iv. Insurance
v. Warehousing

vi. Communication
vii. Marketresearch

Transport
Thisistheprocessthatinvolvesmovementofpeople,goodsandservicesfrom one
placetoanother.Thiscanbedonebyroads,railway,air,wateretc.

Banking
Thesearefinancialinstitutionswhichreceivemoneyfrom thepublicandsafeguardit
e.g.commercialbanks,developingbanks,centralbanksetc.

Advertising
Thesearemeansbywhichproducersorsellersmaketheirgoodsknowntothepublic
sothatthepubliccanbuythem.Itcanbedonethroughnewspapers,radios,televisions
etc.

Insurance
Thisisanaidtotradewhichcompensatespeoplewhosufferlosses.E.g.through
robbery,accident,fire,deathetc.

Warehousing
Thisisconcernedwithprovidingstoragefacilitiesforrawmaterialsandgoodsreadyfor
consumptionuntiltheyarerequired.
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Communication
Thisisthetransmissionofcommercialinformationfrom onebusinessmanorfirm to
another.Itwouldbedonethroughtelephone,letters,internet,faxandothers.

MarketResearch
Itisaprocessoffindingoutpeople’sopinionsaboutthegoodsandservicesofthe
producer.
Theinformationcompiledassiststheproducertoproducegoodsneededbyconsumers
inregardtotheirdemand.Forexample;size,price,colore.t.c

IllustrationofcomponentsofCommerce

WhywestudyCommerce?
i. Thestudyofcommerceprovidesaverygood introduction to thestudyof

accountancy,economicsandlaw.
ii. Itprovidesstudentswithknowledgeofthefacilitiesavailableatthebanks,post

office,insurancecompaniesetctomakeuseofsuchfacilities.
iii. Commerceprovidesstudentswithknowledgethatenablesthem toknow the

functioningofthebusinessworld.
iv. Thestudyofcommerceequipsstudentswithcommerciallanguageused.
v. Studentsacquirethebasiccommercialknowledgeforpurposesofemployment

afterschoole.g.toactasefficienttransporters,bankers,advertisingagentsetc.
vi. Studentscometounderstandthemarketingtechniquesused.

ImportanceofCommerce
i. Commercebridgesthegapbetweentheproducerandtheconsumerbyensuring

Commerce

Trade Aidstotrade
- Transport
- Communicatio

n
- Banking
- Insurance
- Warehousing
- Advertising
- Market

Hometrade Foreign

Wholesaler
s

Retailers
Export
trade

Import
trade
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thatgoodsandservicesreachconsumerse.g.transport,communicationetc.
ii. Itencouragesspecializationwherebyapersonconcentratesononetypeofwork

heismostsuitedandthisbringsaboutqualityworkandincreasedproduction.
iii. Itensures thatgoods produced in the currentperiod are available for

consumptioninthefuture.Itisdonethroughwarehousing.
iv. Italsohelpsinsecuringcapitalforfurtherproduction.Thisisbasicallythrough

bankingservices.
v. Itenablescontinuousproductionbecauseitsafeguardsagainstlossofvaluables.

Thisisdonethroughinsurance.
vi. Commerceinformsthegeneralpublicoftheavailabilityofgoodsandtheirquality,

pricesetcandthisisdonethroughadvertisingandsalespromotion.
vii. Peoplecan getwhattheycannotproducebecausecommerceattemptsor

enablestheexchangeanddistributionofgoodsandservices.
viii. Theexistenceofcommercecreatescompetitionamongproducers.Thisinturn

leadstoimprovedqualityofgoodsandreductionofpriceshencebenefitingthe
consumers.

ix. Itcreatesutilityingoodsandservices.Utilityisthesatisfactionderivedfrom
consumingcommodity.Utilityiscreatedthroughtheproductionprocess.

x. Itcreatesemploymenttomanypeoplewhoincludethefollowinge.g.teachersof
commerce,traders,bankers,wholesalersetc.

TYPESOFGOODS
Agoodisanythingtangiblethathasutility.Atangiblethingissomethingthatcanbe
seen,touched,feltandmoved.Belowarethetypesofthegoods:-

(i) Freegoods
Thesearegoodswhichareabundantinsupplyandareconsumedfreeofcharge.They
areprovidedbynaturee.g.rainfall,sunshine,airetc.

(ii) Economicgoods
Thesearegoodsthatarescarceinrelationtopeople’sdesiretothem.Theyhavemoney
valueandcapableofbeingexchangedandhaveutility.

(iii) Consumergoods
Thesearegoodsthathavereachedtheirfinalstageintheproductionprocessandare
readyforconsumption.Theyarealsocalledfinalgoods.

(iv) Producergoods(Capitalgoods)
Thesearealreadyproducedgoodswhichareusedintheproductionofothergoodsand
servicese.g.computers,sewingmachines,tractors,printingmachinesetc.

(v) Privategoods
Thesearegoodsownedandcontrolledbyindividualse.g.privatemotorcars

(vi) Publicgoods
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Thesearegoodsownedandusedcommunallybyallpeoplelivinginagivensocietye.g.
roads

(vii) Intermediategoods
Thesearegoodswhicharestillundergoingproductionprocessandnotyetreadyfor
consumptione.g.cotton,threadsetc

PRODUCTION

Definition:
Productionisanyactivitythatcreatesgoodsandservicestosatisfyman’swantsor
needs.Itcanaswellbedefinedasutility.

Utilityistheabilityofgoodsandservicestosatisfyhumanwants.

LevelsofProduction
Theproductionofgoodsandservicescanbedefinedatthreelevelsi.e.primary,
secondaryandtertiaryproduction.

a) Primaryproduction(Extractiveindustry)
Thisleveldealswithextractionofmaterialsfrom theiroriginalnaturalstate.Themajor
purposeofthisindustryistoprovideraw materials.Activitiesinvolvedatthislevel
include;mining,fishing,agriculture,lumberingetc.Thisproductionlevelisthefirst
stageintheproductionprocess.

b) Secondaryproduction
Thislevelofproductionisconcernedwiththetransformationofrawmaterialsgotatthe
firststageofproductionintoabetterform.Atthislevel,rawmaterialsfrom theirnatural
stageareworkedonbychangingtheirphysicalform toproducethingsofahighervalue.
Itinvolvesmanufacturingandconstructionindustries.

i) Manufacturingindustry
Thisincludesactivitiesandprocessesaimedattransformingmaterialsobtained.E.g.oil
refinery,foodprocessing,mineralsmelting,fishcanningetc.

ii) Constructionindustry
Itdealswithproducersengagedinsettingupstructurese.g.roads,buildinghouses,
buildingbridgesetc.

c) Tertiaryproduction
Thisdealswiththeprovisionofservices.Tertiaryproducersarethosewhoproduce
variouskindsofservices.Theseservicesmaybecommercialordirectservices.

(i) Directservices
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Theseareserviceswhichwecannotseephysicallydoneforusandyettheysatisfyour
needs.Theyareserviceswhichhavedirectcontactswithpeoplee.g.teachers,doctors,
lawyers,dramaactors,musiciansetc.

(ii) Commercialservices
Theseareservicesprovidedbythebusinesscommunityandtheyaretheaidstotrade
e.g.transport,communication,bankingetc.

Levelsofproduction

DirectandIndirectProduction

Directproduction
Thisisproductionforownconsumption.Itmayalsobecalledsubsistenceproduction
e.g.apersongrowsfoodforhis/herownconsumptionandnotforsell,aperson
catches fish forhis own consumption,a person making a chairforhis own
consumptionetc.

Aneconomywherepeopleproducefortheirownconsumptioniscalledasubsistence
economy.

Indirectproduction
Thisreferstoproductionofgoodsandservicesforothers.Itisalsocalledcommercial
production.Itisassociatedwithdivisionoflabourandexcessproductionwherethe
surplusissoldandmoneyearnedforbuyingotherthings.

FACTORSOFPRODUCTION
Thesearethingsneededforproductione.g.land,labour,capitalandentrepreneurshipor
organization.

(i) Land
Itreferstoallgiftsofnatureusedinproductionprocess.Suchgiftsshouldbeon/under
theearth’ssurfaceanditincludeswater,climate,air,soilandlight.Therewardforthis

Primary Secondary Tertiary

Extractive
industry

Manufacturin
g

Construction Direct
services

Indirect
services
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factorisrent.

(ii) Labour
Thisisman’sphysicalandmentaleffortto dowork.Labourhastobeaimedat
productionandatthesametimepaidfor.Labourmaybeskilled,semi-skilled,unskilled
andprofessional.Therewardforlabouriswage/salary.

(iii) Capital
Thesearethealreadyproducedgoodsusedintheproductionofothergoodsand
services.Itreferstoallthosegoodsthatareman-madeandarehelpfulforfurther
productione.g.tools,machinery,furniture,buildingsetc.Capitaliscategorizedintoreal
andmonetarycapital.

a) Realcapital(Physicalcapital)
Theseareassetsusedintheproductionofothergoods.

b) Moneycapital(liquidcapital)
Thisismoney/itemsclosetomoneylikecheques,bankdrafts,treasurybillsthatcanbe
usedtomeetthedaytodaydemandsinproductionprocess.Paymentforcapitalis
interest.

(iv) Entrepreneurship(organization)
Thisisafactorofproductionthatorganizesland,labourandcapitaltoproducegoods
andservices.Thereforeanentrepreneurisahumanbeingwhodetermineswhatto
produce,wheretoproduce,forwhom toproduce,whentoproduceetc.Anentrepreneur
ispaidprofits.

Functionsofanentrepreneur
i. Anentrepreneurinitiatesandstartsthebusiness.

ii. Heorganizes/employsland,labourandcapitaltoproducegoodsandservices.
iii. Hesupervisestheproductionprocess.
iv. Hesellstheproductstothemarket.
v. Hepaysland,labour,capitalandtakestheresponsibilityofprofitsandlossesin

anorganization.

SPECIALISATIONANDDIVISIONOFLABOUR

Specialization
Thisiswhereanindividual,organizationoracountryconcentratesindoinganactivity
thatcandorelativelybestandleaveotheractivitiestobedonebyothers.

Divisionoflabour
Thisiswheretheproductionprocessisbrokendownintosmallpartsandanindividual
isassignedasmallerpartonwhichtoconcentratei.e.theproductionprocessisdivided
intotaskswhereeachtaskisperformedbyadifferentpersonorgroupofperson.
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Majorpurposeofspecializationistoincreaseoutput.

TYPESOFSPECIALISATION
a) Specializationbyprocessorsubject
Thisiswhereproductionisbrokendowninseveralparts.Workisdividedintoanumber
ofstageseachbeingtakenbyadifferentstateofpeople.E.g.inschool,eachsubjectis
handledbydifferentteachers.

b) Specializationbycommodity
This is when a person, household or organization produces an entire
commodity/commoditiese.g.acardealer,adriver,afarmergrowingcoffeeonlyetc.

c) Specializationbyareaortertiary(geographicalspecialization)
Thisiswhereacertainregionspecializesintheproductionofaparticularcommodity
e.g.tobaccogrowinginWestNile.
d) Internationalspecialization
Thisiswhencountryconcentrateintheproductionofgivencommoditywhereithas
lowercostcomparedtoothersandleaveothercommoditiestobeproducedbyother
countriese.g.Libyaspecializeintheproductionofpetroleum products.

ADVANTAGESOFSPECIALISATIONANDDIVISIONOFLABOUR
Specialization and division oflabourhas gota numberofbenefits including the
following:-

i. Itincreasesoutputofgoodsandservices.Thisisbecauseoneisabletomaster
theproductionprocess.

ii. Itspeedsupproductionbecauseeachpersonorfirm concentratesonthejobhe
oritcandobest.

iii. Itsavestimeandenergy.Thisisbecauseifapersonconcentratesononetypeof
work,hesavesthetimethatwouldhavebeenlostmovingfrom onejobto
another.

iv. Itincreasestheworkersskillsduetoconstantuseofthesametoolsthusearning
him confidence.

v. Itfacilitates/simplifiestraining.Thisisbecauselearninghowtoperform asingle
taskrequireslesstimethanmanytasksandalsotrainingcostsareminimized.

vi. Itallowspeopletopursuedifferentopportunitiesbecauseitallowsthem touse
theirtalentsonthoseactivitiestheycandobesti.e.permittingchoice.

vii. Regionalspecializationenablescountriestoexploittheirnationalresourcesand
getwhattheycannotproducefrom othercountries.

viii. Iteasesthetaskofworkersbecausespecializationpermitstheuseofsame
toolsspecific

ix. toaparticulartask.
x. Itincreasesdiscoveriesandinnovations.Thisisbecauseoftheconstantuseof

sametoolswhichchallengeworkerstofindbettermethodsofproduction.
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xi. Itenablesworkerstobecomelesstiresome.Thisisbecauseiftheindividual
doesthesmalltaskoverandoveragain,theydiscovernewandeasierwaysof
doingtheirworkwhichenablesthem tospendlessenergyontheirparticular
tasks.

xii. Itresultsintoefficiency.Thisisbecauseapersonconcentratingindoingone
thingwillmasterthebestwaysofdoingitandthiswillincreasethequalityofhis
outputwhichwillbenefittheentirecommunity.

xiii. Itallowsthedisabledtoperform alimitedrangeofactivitiesandhenceensuring
theiremployment.

xiv.
xv. Itpromotesselfconfidenceamongworkers.Thisisbecauseworkersexercisea

lotofindependencyintheirworkwhichmakethem feelimportant,confidentand
proudoftheirwork.

DISADVANTAGESOFSPECIALISATIONANDDIVISIONOFLABOUR
Specializationanddivisionoflabourhavethefollowingdisadvantages:-

i. Itleadstoboredom.Thisisbecausedoingofsameworkrepeatedlycaneasily
maketheworkertiredandbored.Thismayresultintoinefficiency.

ii. Itmayresultintounemploymentespeciallywhenmanypeoplespecializeina
particularactivitytheymaynotfindthejobopportunitiestoabsorbthem.

iii. Itdiscouragesthedevelopmentofothertalentsandskills.Thisisbecauseit
doesnotgiveanopportunitytotrytheirskills/talentselsewhere.

iv. Itincreasesdependency.Thisisbecausewhenaperson/countryspecializein
productionofonegood,itbecomesdependentonothersforthosegoodsit
cannotproduce.

v. Itreducesthemobilityoflabouri.e.apersontrainedforaparticularjobfindsit
difficulttogetemployedelsewhereunlessheisretrainedintheotherfield.

vi. Itresultsintoafallincraftsmanship.Specializationkillsthecreativenessand
craftsmanshipofanindividual.Thisisbecausewhenoneconcentratesonatask
whichhecandobetter,hecannotthinkofinitiatinganewtaskoutsidehisarea
ofspecialization.

vii. Lackofdiversification.Diversificationiswheretheproducerengagesinthe
production of many tasks concurrently. This cannot be achieved with
specialization.

viii. Itmayresultintoshortagesinsupply.Thisisbecauseamalfunctioninone
departmentwillaffecttheprocessofproductioncausingashortage.

ix.
x. Itresultsintounevendevelopment.Thisisbecausewhenthereisgeographical

concentrationofactivitiesinoneareasuchanareawilldevelopmorethanother
areas of the country e.g.Kampala has more industries and developed
infrastructurethanallotherpartsofthecountry.
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DEMAND
Thisreferstothequantityofgoodsandserviceswhichconsumersarewillingandable
topayforatagivenpriceoveragivenperiodoftime.i.e.itisadesirebackedbythe
abilitytobuyorpossessacommodityatagivenperiodoftime.

Thede

mandschedule
Thisisatableshowingdifferentquantitiesofacommoditywhichconsumersarewilling
andabletopurchaseatdifferentpricesoveragivenperiodoftime.

Illustrationforthedemandschedule

Namusisi’sdemandscheduleforchapatis
Price Quantitydemanded
100
200
300
400

4
3
2
1

ThetableaboveindicatesNamusisi’sdemandforchapattisatdifferentprices.

From theabovetable,ademandcurvecanbedrawn.

Itisagraphicalrepresentationofthedemandschedule.From Namusisi’sdemand
scheduleofchapattis,ademandcurvecanbedrawnasbelow.

From thediagram above,itcanbeobservedthedemandcurveslopesdownwardsfrom
lefttorightindicatinganinverserelationshipbetweenquantitiesdemandedandprice.
Thisleadsustothelawofdemand.

400

300

200

100

0 1 2 3 4

P
R

IC
E

Quantitydemanded
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LAW OFDEMAND
Itstatesthatthehigherthepricethelowerthequantitydemandedandthelowerthe
pricethehigherthequantitydemandedkeepingotherfactorsconstant.

FACTORSAFFECTINGTHEDEMANDFORCOMMODITY
1. Priceofcommodity
Thehigherthepriceofthecommodityinthemarketthelessdemandedandthelower
thepricethegreaterthequantitythatwillbedemanded.

2. Incomeofconsumer
Thehighertheincomeoftheconsumer,thehigherthedemandandthelowerthe
incomeoftheconsumer,thelowerthequantityisdemanded.

3. Thesizeofthepopulation
Whenthepopulationishigh,thereishighdemandforgoodsandservicesandwhenthe
populationislow,thedemandforgoodsandservicesisalsolow.

4. Season
Whenseasonisfavourableforagivencommodity,demandtendstobehighandwhen
theseasonisunfavourable,demandbecomeslow.

5. Governmentpolicy
Whenthegovernmenttaxesaremoreoftheconsumers,itreducestheirincomehence
lessdemand.Andifthegovernmentlowersthetaxes,demandwillbehigh.

6. Sociologicalfactors
Demandforacommoditymaybeinfluencedbysuchfactorsasaperson’sbackground,
education,status,ageandplaceofresidence.

7. Rateofadvertising
Thelevelofadvertisinghasbeenknowntoinfluencethedemandforproducts.The
higherlevelofadvertising,thehigherthedemand.
8. Preferencesofconsumers
Preferences ofdifferentconsumers differthus a change in taste in favourofa
commodityincreasesitsdemand whileachangein tasteagainstthecommodity
reducesitsdemand.

9. Priceofcomplementarygoods
Thesearegoodswhichareconsumedtogethere.g.shoesandshoepolish,breadand
butteretc.Ifthepriceofshoesisloweredmoreshoeswillbedemandedandalsothe
demandforshoepolishwillincrease.Anincreaseinpricewouldresultinreduced
demandforboth.
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SUPPLY
Thisisatableshowingtheamountofaproductwhichproducersarewillingtoputon
marketatdifferentprices.

Belowisanexampleofasupplyschedule.

Mukisa’ssupplyscheduleforchapatis.
Price Quantitysupplied
800
600
400
200
100
50

500
300
200
100
50
0

From thesupplyscheduleabove,asupplycurvecanbeformed.

Asupplycurveisalocusofpointsindicatingthepricequantitycombinationsofgoods
suppliedatdifferentpricesi.e.itisagraphicrepresentationofthesupplyschedule.

From thediagram above,itcanbeobservedthatthereisapositivequotationbetween
thequantitydemandedandthepriceasindicatedbythesupplycurvewhereathigher
pricesmoreisdemanded.Thecurveabovefurtherindicatestheshapeofthesupply
curveslopingupwardsfrom lefttoright.Thisbringsustothelawofsupply.

P
R

IC
E

10 20 30 40 50 60 70

100

200

300

400

500

600

700

800

0

Quantitysupplied
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THELAW OFSUPPLY

Thelawofsupplystatesthatthehighertheprice,thehigherthequantitysuppliedand
thelowertheprice,thelowerthequantitysuppliedkeepingotherfactorsconstant.

FACTORSAFFECTINGSUPPLY

Thesearethethingswhichdeterminetheamountofproductstobeonmarketduringa
givenperiodoftime.Theyincludethefollowing:-

1. Priceofcommodity
Ahighpricemotivatessupplierstosupplymoreinordertomaximizetheirproductson
theotherhanditwillbelessprofitablewhenthepricesgodownandthiswilldiscourage
supplierstoputgoodsonmarket.

2. Naturalfactors:
Factorslikeseason,pestsanddiseases,droughtetc,affecttheproductionofespecially
agriculturalpricesandhencethesupplyofsuchproducts.

3. Changesincourseofproduction:
Anincrease/decreaseinfactorsofproductionsuchaslabourcosts,rent,rawmaterials
etcwillaffectthesupplyofproducts.

4. Technologicalchanges:
Changesintechniquesofproductione.g.improvementinthetechnologyusedwithina
firm willresultintoincreasedoutputofcommoditiesandhenceincreaseitssupply.The
reverseistruewithtechnology.

5. Governmentpolicy:
Governmentpolicymaydiscouragethesupplyofsomeproductsbytaxingthem highly,
banningthem,puttingrestrictivequotasonthem etc.Ontheotherhand,government
mayencouragethesupplyofgivenproductsthroughsubsidies,taxholidayandother
incentives.

6. Transport:
Anefficienttransportsystem easesthemovementofgoodsandservicesandtherefore
increasesthesupplyofgoodswhileapoortransportsystem discouragestransport.

THEINTERRACTIONOFDEMANDANDSUPPLY
Thisiswherethedemandandsupplyforcesmeettodeterminethepriceofcommodity
asillustratedbelow.

Price

Pe

Qe

S

e

S

D

D

Quantit

eisthepointofequilibrium
Peistheequilibrium price
Qeistheequilibrium quantity



18

Inthediagram above,thedemandandsupplycurvesatpointewhichispointof
equilibrium.AtthatpointPe isthe equilibrium price while Qe isthe quantityof
equilibrium.Suchapriceisnormallytherulingpriceunderafreemarketeconomy.

RETAILTRADE
Thisisatypeoftradewheregoodsandservicesaresoldtoconsumers.Retailingisthe
sellingofgoodstoconsumersirrespectiveofthepersondoingitorthequantities
involved.

Aretailerisatraderwhoisengagedinretailtradeandonlysellsgoodstothefinal
consumershoweverretailtradecanbeundertakenbypeoplewhoarenotretailtraders
bydefinition.E.g.manufacturersandwholesalers.

Retailtradeisclassified
Functionsofaretailerintotwocategoriesi.e.smallscaleandlargescaleretailtrade.

Smallscaleretailersincludehawkers,itineranttradersetcwhilelargescaleincludes
supermarkets,multipleshops,departmentalstoresetc,

Theretailerisaveryimportantpersoninthechainofdistributionbecauseheoffers
variousservicestoconsumers,producersandwholesalers.

Totheconsumers:
i. Hesellsgoodstoconsumersinaffordablequantities.

ii. Heprovidesavarietyofgoodstoconsumers.
iii. He advertises goods to consumers thereby creating awareness aboutthe

availabilityofgoods.
iv. A retailerprovidestransporttoconsumersespeciallythosewhobuyinlarge

quantities.
v. Hestoresgoodsandenablesconsumerstocollectthem from him anytime.

vi. Retailersadvisetheircustomersabouthowtouseandhandlesomegoods.
vii. Retailerssometimesadvisetheircustomersonthechoiceofgoodssuitablefor

them.Itiscommonespeciallywithclothes.
viii. Someretailersgivediscountstocustomersinform ofreducedprices.

S
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ix. Theyallowcreditfacilitiestotheirtrustedcustomers.
x. Someretailersprovideaftersaleservicestotheircustomerswhichmayinclude

installingequipmentandguidingthem onthetechniquesusedinhandlingthem
especiallyelectronics.

Totheproducers:
i. Hecommunicatestheconsumers’complaintsregardingthegoodsorserviceshe

produces.
ii. Headvertisesgoodsforproducers.

iii. Helooksformarketforgoodseboughtfrom producers.
iv. Heprovidestransportforgoodsboughtfrom producers.

Tothewholesalers:
i. Hebuysgoodsfrom thewholesalersinlargequantities.

ii. Heprovidestransportforgoodsbroughtfrom thewholesalerhencesavinghim
theburden.

iii. Heactsasalinkbetweenthewholesalerandtheconsumers.
iv. Headvisesthewholesaleraboutthecomplaintsoftheconsumers.
v. Herelievesthewholesalerfrom thebuildingofwarehouses.

vi. Hehelpsawholesalertoadvertisedepartments.

QUALITIESOFAGOODRETAILER
Thefollowingqualitiesareveryessentialforthesuccessofagoodretailer.Thisis
becausetheywillattractandgiveconfidenceandtrustintheretailerbytheircustomers.

i. Heshouldbehonesttohiscustomersbynotoverchargingthem andsellingthe
rightquantitiesandqualities.

ii. Heshouldbepleasantandkindtobothhissuppliersandcustomers.
iii. Heshouldbeabletoservehiscustomersforlonghoursandthereforeshouldbe

hardworking.
iv. Heshouldbecleantoattracthiscustomersandtrustthattheproductsheis

sellingarealsoclean.
v. Heshouldbeclosertohiscustomersi.e.hisbusinessundertakingshouldbe

situatedasnearaspossible.
vi. Heshouldbeabletostockgoodswantedbyhiscustomersattherighttime.

vii. Heshouldbeabletosettledebtswithhisthesupplierspromptly.
viii. Heshouldbeabletooffercreditfacilitiestotrustedcustomers.

ix. Heshouldbeabletoappropriatehiscustomersbyofferingdiscounts,freegifts
onspecialdayslikeChristmas.

x. Heshouldbeflexiblewherefashionsandtastesofhiscustomersareconcerned.
xi. Heshouldbeabletoaudithisbooksofaccountsandabletodeterminewhether

thebusinessismakingprofitsorlosses.

FACTORSCONSIDEREDWHENSETTINGUPARETAILBUSINESS
1. Typeofgood:Aretailershouldlookoutforthetypeofgoodsneededbythe

generalpopulationheservese.g.electronicshavehighdemandinurbanareas
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thaninruralareas.

2. Thecostofrent:Rentshouldberelativelycheapsothatitdoesnottakeupmuch
oftheprofitsofthebusiness.

3. Thenumberofcustomersinanarea:A retailershouldalwaysconsiderthe
populationofanareaandchoosethatonewhichishighlypopulatedbecausehe
willhavemorecustomersinsuchanarea.

4. Possibilityofexpansion:A retailershouldconsideralocationwherethereis
possibilitiesofexpansionforthebusiness.

5. Othershops:Oneshouldconsiderthepopulationheislikelytomeetfrom similar
retailbusinesseswhicharenearbyandalreadyinexistenceandthetypeof
goodstheysell.

6. Capital:Aretailershouldconsiderthecapitalinvolvedinsettingupabusiness.If
hehaslargecapital,hesetsupalargeretailbusinessandifhehaslittlecapital
hesetsupasmallretailbusiness.

7. Supplyshops:Aretailershouldconsiderthesourceofsupplyofstockforhis
business.i.e.itshouldbefarawayandmakingitveryexpensivetoaccessthe
goods.

8. stockforsuccessfulbusinessoperationi.e.thebusinessshouldbesetupwhere
thepossibilityoftheftandmurderisminimal.

TYPESOFRETAILERS
Retailersaregenerallydividedinto2groupsnamely:

a)Smallscaleretailers
b)Largescaleretailers

SMALLSCALERETAILERS
Theseareretailerssellinggoodstothefinalconsumersonasmallscale.Theyare
characterizedbythefollowing:-

i. Theyemploylittlecapitalandthereforeholdlittlestock.
ii. Theyserveasmallmarket.

iii. Theyoccupyrelativelysmallpremises.
iv. Theyusuallydealinvarietyofgoodsandtheyemployveryfew workersandin

manycasesonepersonisinvolvedinsellingthegoodswhoisusuallytheowner
ofthebusiness.

v. InUganda,smallscaleretailbusinessesaredominantandconstituteabout90%
oftheentiretradesector.

Typesofsmallscaleretailers
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1. Itineranttraders
Thesearetraderswhoselltheirgoodswhilemovingfrom placetoanother.Theterm
itinerantmeansmovingfrom oneplacetoanother.Thesetradersmovewithbags
holdingitems.Theyusuallyoperateintownsandindenselypopulatedareas.Thekind
ofgoodstheyusuallytradeinclude:cosmetics,shoes,plates,necklacesetc.

A. Hawkers:Thesearetraderswhomoveonfootwiththeirgoodsfrom oneplace
toanothersellingthem tocustomers.Theyusuallycarrylightgoodsmovingfrom
onevillagetoanother.

B. Peddlers:Theseareretailerswhomovefrom oneplacetoanotherusingbicycles
ormotorcyclesastheylookforcustomers.

C. Roadsidetraders/streettraders:Thesearefoundalongsideroadswheremany
peoplepass.Theydealinsomecommoditiese.g.cigarettes,sweetsetc.They
areverycommoninthecityespeciallyduringeveninghoursandtheysellfood
stuffse.g.bread,milketc.

Advantagesofitineranttraders
i. Theyrequirelittlecapitaltostartthebusiness.

ii. Theyhavepersonalcontactwiththeircustomerswhichincreasetheirsales.
iii. Theyfaceverylow overhead costse.g.manydo notpayrent,waterbills,

electricitybillsetc.
iv. Theybring goods nearto theircustomers who would have travelled long

distancestogetthem.
v. Theyenjoyallprofits.

vi. Theyareflexibleinthattheycaneasilychangefrom onelineofbusinessto
another.

vii. Theyareverykeeninbargainingsuchthattheygainalotofcapital.

Disadvantages
i. Theytakeadvantageofcustomerignoranceandendupoverchargingthem.

ii. Theymovelongdistanceswhichmakethem verytiresome.
iii. Theyareusuallyaffectedwithweatherchangese.g.rainfallandsunshine.
iv. Theydodgepayingtaxesbecauseoflackofpermanentplacesleadingtolossof

governmentrevenue.
v. Thelifeofthebusinessdependsontheownerslifei.e.ifhediesthebusiness

alsodies.
vi. Theynormallyselldefectiveproductse.g.expiredproductstotheircustomers.

2. Villagestores/unitshapes
Thesearefoundinruralareas.Theynormallydealinessentialcommoditiesdemanded
byvillagerse.g.salt,paraffin,matchboxes,needlesetc.

Theownersoftheseshopsnormallyopenthem forafewhoursadayespeciallyinthe
afternoonbuttheyareusuallyclosedinthemorningbecausetheownersarepracticing
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agricultureintheirgardentosupplementtheirincomes.

3. Markettraders
Thesearetraderswithpermanentstallsinmarketsfrom wheretheyselltheirgoods.
Somemarkettradersmovefrom onetowntoanotheronvariousmarketdaysselling
goods to customers.Howeversome markettraders on irregularbasis selltheir
productsontheirstallsinthemarketswhichoperatedaily.Theymainlydealinfood
stuffs,textiles,householdutensilsetc.

4. Singleshops:
Thesearefixedstoresnormallyownedbyoneperson.Theseareusuallyselfcontrolled
andownedandarenotconnectedwithanyothershop.Theyareusuallymanagedbya
soletradeandsometimeemploysoneortwoassistants.

Theyusuallyspecialize in selling one productorrelated range ofproducts e.g.
stationery,medicines,textilesetc.

5. Tied-upshops
Theseareshopsthatselltheproductsfrom onlyonemanufacturer.Theysellnoother
productapartfrom thoseofagivenproducere.g.petrolstations.

6. Urbanstores
Thesearefoundintowncentres.Theseshopsaredistributedinsuchawaythatthose
selling similarproductsarefound in thesamearea.Urban storespracticesome
specializatione.g.thoseinKampalasellingstationeryproductsarefoundonNasser
street,thosewhodealinhardwarearefoundinNakaserostreetandthoseforspare
partsonKisekkastreetandthoseforclothesandtextileonLuwum street.

7. Kiosks:
Thesearebusinessesoperatedinverysmallsemipermanentpremisesbuiltofwoodor
metalsellingvarietyofgoodse.g.milk,bread,airtime,newspapers,cigarettes,sweets
etc.

8. Canteens
Thesearesmallscaleshopslocatedinschools,hospitals,prisonsandotherinstitutions
providinggoodsspecificforthecommunitytheyservee.g.inschoolcanteens,onemay
findbooks,quencher,biscuitsbitonecannotfindalcoholicproductsinthesecanteens
becausetheyarenotallowedinthecommunity.

9. Automaticvendingmachines
Thisinvolvesthesellingofgoodstofinalconsumersthroughcoinoperatedmachines.
Thismethodisusuallyusedforgoodslikenewspapers,stamps,telephoneetc.

Advantages
i. Theysavethecustomers’time.i.e.thegoodsandservicesareprovidedinstantly

onplacinginthecoin.
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ii. Theyoperate24hoursadayhencealwaysavailableforuse.
iii. Theyareveryaccurateandgivenoroom forcheating.

Disadvantages
i. Itcanbeusedtosellonlyfewitems

ii. Itisaveryexpensivemethodtostarti.e.suchmachinesareveryexpensive.
iii. Sometimescustomerscancheatusingfakecoins.

Thecustomerscanbeinconvenienced ifsuchmachinesareoutoforderSecurity
concerns:Aretailershouldensurehispersonalsecurityandsecurityofhis

iv. .

LARGESCALERETAILERS
Theseareretailbusinessesoperatingonalargescale.TheyarenotverymanyinEast
AfricaandUgandainparticular.

Featuresoflargescaleretailers
i. Theyoperatewithverylargecapital

ii. Theyoccupypermanentpremises
iii. Theysometimespracticesomespecializatione.g.theymaydealinhardware

materials,textiles,furnitureetc.
iv. Theyserveawidemarket.
v. Theyenjoylargeprofitsbecausetheyoperateaslargescale.

vi. Theyareinmanycasesownedbyseveralpeople.
vii. Theyareusuallylocatedinurbanareas.

viii. Theyoccupypremisesbecausetheyareonlargescale.
ix. Theyholdlargestocks.

TYPESOFLARGESCALERETAILBUSINESS
a) Multipleshops
Thesearevariousshopsusuallyspreadthroughoutthecountrydealinginagivenlineof
goodsandservicesandareownedbyoneorganizatione.g.Batashoecompanies,MTN
outletsetc.

Featuresofmultipleshops
i. Theyareunderoneownershipandcontrol.

ii. Theyhavenumerousbranchesalloverthecountryorentireworld.
iii. Theysellonetypeofrelatedrangeofproductse.g.BataShoescompaniessell

footwareproducts.
iv. Profitsanddistributionofprofitsaredoneattheheadoffice.
v. Theyalwayskeepalargestock.

vi. Theyhavecentralizedbuyingandadministrationandusuallybuydirectlyfrom
themanufacturer.

vii. Thepricesofgoodsarethesameinallbranches.
viii. Theydonotusuallyoffercreditfacilities.
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Advantages
i. Theysellatrelativelycheaperpricesthanthesmallscaleretailers.

ii. Theytakegoodsasneareraspossibletotheircustomersbyhavingdifferent
shopsspreadthroughoutthecountry.

iii. A shortage in one branch can be solved bytransferring stockfrom other
branchestofillinthatgap.

iv. Theyarelargescalebusinessesandtheyenjoyhighprofits.
v. Eachbranchadvertisestheotherbecausetheyaresimilarindealinginsimilar

products.
vi. Thebusinessisrunoncashbasiswhichreducesthechancesofbaddebts.

vii. Buyingisdonebyexpertswhopurchasesuitablefortheircustomers.
viii. Thelossesincurredbyonebranchcanbeoffsetbyanotherbranch.

Disadvantages
i. Theyarenormallylocatedinurbanareastherebyneglectingruralones.

ii. Theydonotoffervarietyofgoodsbecausetheyspecializeinonerangeof
products.

iii. Theyarenotflexiblebecausetheyoperateonalargescale.
iv. Thedecisionfrom theheadofficemayaffectallbranchese.g.wrongpricingofa

particularitem.
v. Theyrarelyofferacreditfacilitywhichisadisadvantagetocustomerswho

receivetheirmoneyininstallments.
vi. Theyincuralotofexpensesinoperatingverymanybrancheswhichreducetheir

profitmargin.
vii. Ifthereisafallintheirproducts,theyarelikelytofacebiggerlosses.

viii. Thereislackofpersonalcontactbetweentheemployersandtheemployees
whichmaylimitinformationflowforimprovedproductivity.

ix. Theysellgoodswithfixedpricesthereforebargainingisdiscouragedandthis
mayscareawaypotentialcustomers.

b) Supermarkets
Thesearelargeretailstoreswhichnormallystockhouseholdproductsinlargevarieties
andofferingselfservice.

Examples ofsupermarkets in Uganda include:-Shoprite,Capitalshoppers,Game,
UCHUMI,QualitySupermarket,MegaStandardetc.

Verylargesupermarketssellingawiderrangeofgoodsundercashandcarrybasisare
referredtoashypermarkets(Jumbomarkets)

Featuresofsupermarkets
i. Theyuseaself-servicesystem.

ii. Theynormallydealinhouseholdproducts.
iii. Goodsarewelldisplayedandpricesareindicatedontheitemsusingpricetags.
iv. Thereisenoughroom forfreemovementofcustomerswithintheshop.
v. Goodsarearrangedattractivelyinthestore.
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vi. Theyareusuallylocatedinurbanareas.
vii. Thebusinessisrunoncashbasis.

viii. Theyoffergoodsatrelativelycheapprice.
ix. Theyhaveatightsecuritysystem whichmonitorthepossibilitiesoftheft.

Advantages
i. Goodsinsupermarketsarerelativelycheap.

ii. Theyoffervarietyofgoodshencegivingthecustomerawiderrangeofchoice.
iii. Acustomercanmakeonestopshoppingbecauseofthevariety.
iv. Theysavetimesinceacustomerissavedfrom theburdenofbargainingand

askingaboutpricesofgoods.
v. Theydonotoffercreditfacilitiestherebyguardingagainstbaddebtsandbook

keepingbythesellers.
vi. Theymakelargesalesandthereforeachieveahighstockturnovercomparedto

smallscaleretailers.
vii. Theyemployfewworkerssincetheyuseself-servicesystem thuscuttingdown

labourcosts.
viii. Sincepricesarewelldisplayedonthegoods,acustomerisgiventimetomake

uphismindabouttheitem tobuy.
ix. Theyenjoylargeprofitscomparedtosmallscaleretailers.
x. Theyhavenoshopattendantswhichsafeguardsfrom unnecessarypersuasion.

Disadvantages
i. Thereisnoroom forbargainingsincepricesarefixed.

ii. Theydonotgiveachancetocustomerswithnorreadycashespeciallysalary
earners.

iii. Theyarefoundonlyinurbanareasneglectingtheruralareas.
iv. Theyfacehighoperationcostsinform ofrateandtaxesbecausetheyoccupy

centralsitesespeciallyalongbusystreets.
v. Theyrequirealotofcapitaltostartandmaintain.

vi. They encourage unplanned spending since attimes customers are often
attractedtobuygoodstheydidnotintendtobuyorbudgetfor.

vii. Theydonotofferaftersaleservices.
viii. Smallitemsmaybepocketedbycustomerswithoutpayingforthem.

ix. Acustomermaytakealongtimebyvisitingtheentiresupermarketunknowingly.
x. Theydonotofferdeliveryandadvicetotheircustomers.

DEPARTMENTALSTORES
Theseareseveralshopsunderoneroofandonemanagement.Eachshop(department)
isunderamanagerandsellsdifferentitemsfrom others.E.g.adepartmentselling
men’swear,foodstuffs,electronicdepartment,bookshopetc.

FeaturesofaDepartmentalstores
i. Therearemanydepartmentsunderoneroof.

ii. Alldepartmentsareunderonemanagement
iii. Eachdepartmentiscontrolledbyamanagerwhoisresponsibleforstockinghis
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goods.
iv. Theyareusuallyfoundinurbancentres.
v. Eachdepartmentspecializesinaparticulargooddifferentfrom others.

vi. Theyprovide allotherservices to theircustomers e.g.banking,telephone
servicesetc.

AdvantagesofDepartmentalstores
i. Eachdepartmentadvertisesotherdepartments.

ii. Theyprovidevarietyofgoodstocustomers.
iii. Theyprovideadditionalservicestocustomerse.g.restaurants,videoservicesetc.
iv. Theyofferonestockshoppingi.e.whichsavestheconsumertimerunningall

overtownlookingforgoods.
v. Theytendtosellatalow priceduetolargediscountstheyenjoyforbulk

purchases.
vi. Theyenjoylargeprofitsbecauseofalargestockhold.

vii. Ifonedepartmentmakeslosses,theselossescanbeoffsetbyprofitsmadeby
otherdepartments.

DisadvantagesofDepartmentalstores
i. Theydonotoffercreditservicestotheircustomers.

ii. Thebusinessrequireslargesumsofcapitaltostartandmaintain.
iii. Theyarenormallyfoundinurbancentres.
iv. Theypayalotofexpensese.g.hightaxes,rent,advertisingcostsetc.
v. Theynormallysellgoodsathighpricesascomparedtootherretailshopsdueto

highexpensespaidtherebydiscouraginglowincomeearnersfrom buyingfrom
them.

vi. Theyneedtoemployexpertse.g.managers,accountantsetcwhoareinmost
casesexpensive.

vii. Shortagesinonedepartmentcannotbesolvedbytransferofgoodsfrom other
departmentssincetheyselldifferentitems.

viii. Theytendtoofferdeliveryservicestothosewhobuyinlargequantitiesandthis
increasesoverheadexpenses.

MAILORDERBUSINESS
Thisisakindofbusinesswheregoodsareorderedandsoldthroughthepostoffice.
Normallythebuyermakesaletterofinquirythroughthepostofficetothesupplierand
inreplythesuppliersendsacataloguetothebuyerofwhathe/shewantsandplaces
orderforthem.Thissystem isconvenientforsmallitems.

Mailorderbusinessesdonotnormallyhaveshopsbuttheyhavelargestoreswhere
theykeepgoodsawaitingordersfrom theirperspectivecustomers.

Featuresofmailorderbusinesses
i. Goodsareorderedforandsoldthroughthepostoffice.

ii. Thebusinessispromoted through attractiveadvertisementsand describing
goodsusingcatalogues.

iii. Thereisnopersonalcontactbetweenthebuyerandtheseller.
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iv. Paymentfacilitiesareprovidedthroughthepostofficerthroughacashand
deliveryservice.

Advantagesofmailorderbusinesses
i. Itdoesnotpaymanyexpensesforrentorhiring.

ii. Iteliminatestransportexpensesbecausegoodsaredeliveredthroughthepost
office.

iii. Thecostofshopattendantsarereducedbecausethesebusinessesdonot
operateshopsbutstores.

iv. Iteliminatesmiddlemenwiththeirassociatedevilslikeovercharging.
v. Goodsareeasilydeliveredtopeoplehoweverfortheyarefrom theshopping

centres.
vi. Itsavestimefortheircustomerswhomaynothavesufficienttimeforshopping.

Disadvantagesofmailorderbusinesses
i. Itmaynotsellbulkyproducts.

ii. There isno physicalcontactbetween sellersand buyers which doesnot
promotefriendshipbetweenthetwo.

iii. Itmaynotbeeffectiveinareaswherepostofficeservicesarepoor.
iv. Itgivesnoroom ofinspectinggoodswherebyintheprocessthecustomermay

purchasegoodshewouldnothavepurchased.
v. Itrequirescontinuousadvertisingandsellingofcatalogueswhichincreasesits

operationandlaterincreasingthepricesofgoods.
vi. Acustomerhastowaitforreasonableperiodoftimetoreceivethegoods.

vii. Therearedifficultiesinfindingmarketforgoodsinthistypeofbusinesssinceit
doesnotoperateshops.

viii. Thereisnoroom forbargainingsincepricesarefixed.
ix. Aftersaleservicesmaynotbepossible.
x. Notavarietyofgoodscanbesoldbythistypeofbusiness.

MOBILESHOPS
Theseareretailbusinessesoperatedonlargevans,busesorlorries.Theymovefrom
oneplacetoanotherlookingforcustomers.Theysometimesmovetoruralareasat
specificdaysandtime.ThesenormallyinUgandaareknownforsellingmedicine,books,
fruits,breadetc.

Advantages
i. Theytakegoodsasnearaspossibletocustomers.

ii. Theyfollowaspecifictimetablewhichhelpscustomerstoknowwhentheyare
comingtotheirareasenablingthem tobuytheirproducts.

iii. Theydo notpayexpenses on rent,electricitybills and therefore theyare
comparativelyruncheaply.

iv. Theyhaveoperatorsofmobilestoreswhohavephysicalcontactwiththeir
customerswhichpromotegoodrelationships.

v. Theysellgoodsatacomparativelylowprice.
vi. Theyoperatewithalargestockwhichenablesthem togetalotofprofits.
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vii. Theynormallyhaveahighturnoverwhichincreasestheirrevenue.

Disadvantages
i. Theypayhighexpensesonfuel,repairsandmaintenanceofthevehicleswhich

reducestheirrevenue.
ii. Bad weatherconditions like rains especiallyin ruralareas maymake the

operationofthisbusinessverydifficult.
iii. Theyarefacedwiththeproblem ofrobberyespeciallyonhighways.
iv. Theyarenotalwaysavailablefortheircustomersbecause oftheirlimited

servicesgiventothem.
v. This business may notbe successfulespecially where some routes are

impossible.
vi. Theytendtodealinonetypeofcommodityoralineofcommodityandtherefore

donotoffervarietyofgoodstothecustomers.

CONSUMERCO-OPERATIVE
Theseareretailbusinesseswhereconsumersthemselvescontributemoneyandgo
directlytoproducerstobuygoodstheyrequireinlargequantitiesandatalowprice.

Theyaremainlyestablishedtoavoidtheexploitationofmiddlemenwhoovercharge
them andgivethem poorqualityproducts.
Advantages

i. Itbringsgoodsnearertotheconsumers.
ii. Itsellstomembersatacomparativelylowprice.

iii. Itcreatesfriendshipamongmembers.
iv. Membersgetafixedrateofinterestfrom thecapitalcontributed.
v. Itisdemocraticallyrun.Thisisbecausememberselecttheirownmanagers.

vi. Itpromotes consumersovereignty.This is because consumers themselves
determinethetypeofgoodsandthepricethatshouldbechargeddependingon
thecosts.

vii. Itpromotesemploymentopportunitiesamongmembers.Thisisbecausesome
ofthemembersaretakenontorunthebusiness.

Disadvantages
i. Decisionmakingmaybedifficultbecauseofmanypeopleinvolved.

ii. Theynormallyemploylittlecapitalwhichlimitstheirexpansion.
iii. Theydonotprovidevarietyofgoodstomembers.
iv. In many cases,the managementofco-operative societies lack business

experience.
v. Mostofthem uselittlecapitalandthereforecannotaccessbankloansdueto

lackofcollateralsecurity.

DISCOUNTSTORES
Theseareretailshopsthatselldurableproductsatrelativelylowprices.Theyselltheir
goodsoncashbasis.Thesestoresmainlyhandledurablegoodse.g.furniture,cookers,



29

refrigeratorsetc.

AdvantagesofDiscountstores
i. Makeitemsaccessible

ii. Makegoodsaffordable.

RECENTTRENDSINRETAILTRADE
In the recent years,there have been changes in retailbusinesses towards
modernizationandtheyincludethefollowing:-

a) Branding
Thisisthegivingofamark,designorasymboltoaproducttodistinguishittoother
similargoodsofotherproducers.Itisnormallydonebythemanufacturers.InUganda
today,brandedcommoditiesinclude;detergents,toothpaste,soap,Vaseline,shoe
polish,sugaretc.

Advantages
i. Brandingenablespeopletobuywhattheywanteasilybecausetheycanbe

recognizedeasilyfrom others.
ii. Iteasesadvertisingbecausegoodscaneasilyberecognized.

iii. Brandedgoodsareeasytohandlebyconsumersbecausetheyareuniformly
packed.

iv. Brandedgoodsarepre-weighedwhichsavestimethatcouldhavebeenusedto
weightheproductforeachindividualcustomer.

v. Brandedgoodsarenormallysoldatauniform priceandthiscurbsconsumer
exploitation.

Disadvantages
i. Itisexpensivetobrandproductswhichmakethefinalpriceoftheproducthigh.

ii. Itisdifficultforretailerstoofferdiscountsonsuchproducts.Thisisbecause
pricesofsuchproductsareuniform.

iii. Itrequiresaretailertouselargecapitalwhichmaynotbeavailabletostock
manybrandsinordertocapturethewiderangeofcustomers.

b) Pre-packing(packing)
Thisisthewrappingofgoodsinspecialcontainerstoprotectthem againstatmospheric
conditionsespeciallypouringandcontamination.Thisisusuallydonebeforecustomers
cometopurchasethesegoods.Theyareusuallyweighedandpackede..g.sugar,milk
powder,glucose,biscuits,water,cookingoiletc.

Advantages:
i. Theyareeasytohandle.

ii. Whengoodsarepackedwell,theylookattractiveandthereforecaneasilybe
bought.

iii. Somepackingmaterialsmaybeputforotherusesafterremovingthegoods.
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iv. Goodsareprotectedagainstatmosphericcontamination,germsandotherthings
likerodentsetc.

v. Packedgoodscaneasilybeidentifiedbycustomerswhichincreasessalesand
henceprofitsforthebusiness.

vi. Wellpackedgoodscaneasilybesoldbyautomaticmachineswherebyreducing
thecostofemployingshopattendants.

vii. Packedgoodscaneasilybetransactedthroughthemailorderbusiness.

Disadvantages:
i. Packedgoodsconfusethecustomersbecausetheytendtoappearbiggerthan

theactualsize.
ii. Packingwillmakegoodsmoreexpensiveduetoinclusionofpackingexpensesin

thetotalcostoftheproduct.
iii. Poorqualityproductsmaybeenclosedinbeautifulpacketshenceattractingone

tobuythem whichisexploiting.
iv. Somepackagematerialsaredangeroustotheenvironmentandcanleadto

environmentaldegradatione.g.polythenebags.

c) Self–service
Thisiswhencustomersareallowedtoenterashopandpickwhatevertheywantand
thentaketheirproducttothecashiertopay.Thesegoodsareusuallydisplayedin
spacious shops with price tags stuck on them.Such shops are notnecessary
supermarketsbutshopswithselfservicefacilities.

Advantages:
i. Itreducesthecostofpayingshopattendants.

ii. Itsavestimeasgoodsarelabeledwiththeirprices.
iii. Goodsarebeautifullydisplayedandthisattractscustomerstobuythem hence

increasingthesalesofthebusiness.
iv. Inmanycasesnocreditfacilitiesaregivenwhichsavesthebusinessfrom bad

debtors.
v. Acustomerhasenoughtimetomakechoicesamongthemanytypesofgoods

displayed.
vi. A customeris usually free from the persuasive language used by shop

attendantswhichsometimesforcethem from buyinggoodswhichtheywould
nothavebought.

Disadvantages:
i. Someuntrustworthycustomersmaypocketsmallitems.

ii. Theyrequirelargespacehencemuchexpensesonrent.
iii. Thereisnophysicalcontactbetweenthebuyersandsellersandthereforeno

personalrelationshipscreated.
iv. Itdoesnotallowcustomerstoexercisetheirbargainingskills.
v. Itisusuallydoneoncashbasistherebynotgivingchancetopeoplewithoutcash

topurchasegoods.
vi. Goodsareattractivelydisplayedwhichmaycauseunnecessaryspendingamong
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people.

d) Auctioning
Heregoodsareassembledinfrontofpotentialbuyersandtakenbythehighestbidder.
Underthissystem,buyersareinfreecompetitionwitheachother.Thissystem is
commonlyusedduringfundraisingoccasionsforchurches,schoolsetcanditisalso
commonwhenone’sgoodsaresoldbycourtafterfailingtopaysomeone’sdebt.

e) Tendering
Atenderismeantinresponsetoanadvertisementinvitingwillingsupplierofparticular
goodsandservices.Itisanoffertosupplyspecificgoodsorservices.

f) Aftersaleservice
Thisisafreeserviceofferedbythesellerarisingfrom whatispurchasedfrom him.It
maybeinform ofadviceonhowtohandlethegoodsandregularmaintenance.Itcanas
wellbeinform ofrepairse.g.onemaybuyacomplicatedvideosystem from ashopand
mayrequirethesellertoinstallthesystem athishomeandalsototeachhim onhowto
handleandoperatethesystem.

g) Goodwill
Agoodwillisaloyaltyoutgoingownerofbusinesshasalreadyestablishedwiththeold
customers.Whensellinganalreadyexistingbusinesslikeshop,thebuyerswillbe
requiredtopaytheassetsandmaybepayforthegoodwilltoo.Thisisbecausethereis
likelihoodthattheoldcustomerswillcontinuebuyingfrom thebusinessevenifitissold
toanewperson.

h) Installmentselling
Thisisasystem ofretailwherethebuyerisallowedtotakeagoodfrom thesellerafter
payingasmallamount(partofthepriceofthegood)andtheremainingamountispaid
inbitsasagreedbyboththesellerandbuyer.Theitemssoldunderthissystem are
usuallyexpensiveorluxuriouse.g.cars,refrigerators,washingmachinesetc.underthis
system;therearetwosystemsfollowednamely:-

(i) Hirepurchase
(ii) Deferredpayment

(i) HirePurchase
Thisisasystem wherethebuyertakesportionofgoodsbutownershipisnothisuntil
whenthelastinstallmentismade.

Ifthebuyerfailstosettleallpaymentsthenthegoodswillberepossessedbytheseller
andthealreadypaidinstallmentsarenotrefunded.

Hire purchase is common especiallywhen people are buying durable goods e.g.
vehicles,furniture,electronicsetc.

(ii) DeferredPayment
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Underthissystem,thebuyergetsintopossessionofthegoodsandhasfullownership
ofsuchagoodonpaymentofthefirstinstallment.Ifthebuyerfailstopayallthe
installments,thesellercannotrepossessthegoodbuttakecourtactiontorecover
unpaidinstallment.

Advantagesofinstallmentcredittothebuyer
i. Abuyercangetanexpensiveassethewouldnothavegotundercostbasis.This

isespeciallywithlowincomeearners.
ii. Itisaform offorcedsavingswherethebuyerinvertsinassets.

iii. Itupliftsthelivingstandardsofthebuyerwherethebuyerenjoysusingtheasset
beforecompletingpaymentforit.

iv. Theitem boughtunderinstallmentsystem mayactassecurityforthebuyerto
applyforbankloans.

v. Iftheassetgotisacapitalgood,itcanbeusedtopayfortheremaining
installment.E.g.ifthepropertyboughtisataxi,itcanbeusedontheroadto
makemoneyandpayfortheremaininginstallment.

vi. Itgivesthecustomerenoughtimetotestthereliabilityoftheproductandincase
itisdefectiveorbelowstandarditcaneasilybereturnedtotheseller.

Advantagesofinstallmentcredittotheseller
i. Thesellerisabletodisposeofmanyofhisgoods.i.e.itincreaseshisturnover

thereforehisincome.
ii. Itwidensthemarketoftheseller.i.e.manycustomerswillbeattractedtobuy

throughthisarrangement.
iii. Incaseofhirepurchaseshouldthebuyerfailtopayallhisinstallment,theseller

mayrepossessallhisgoodsanddoesnotrefundthebuyerhencemakinghigh
gains.

iv. Goodsunderinstallmentcreditaresoldmoreexpensivelycomparedtothoseat
cashbasisandthereforethesellergetsmoreprofits.

v. Itpromotesfriendshipbetweenthesellersandthebuyerswhichmayresultinto
moredealsandmoreincome.

vi. Advertisingmaynotbenecessaryunderinstallmentsincetheconstantvisits
madebythecustomerhelpthem knowmoreaboutthenewproducts.

Disadvantagesofinstallmentcredittothebuyers
i. Consumersmaybeinducedtopurchaseitemstheycannotafford.

ii. Commoditiestendtobeveryexpensivethanwhenboughtoncashbasis.
iii. Buyerisoverburdenedbyregularpayment.
iv. Itreducesthelivingconditionsofthebuyerashehastomakeperiodicpayment

from hisincometherebysacrificingenjoyingthegoodsandservicesheusedto
enjoybefore.

v. Incaseofdamageofproperty,thebuyerhastofaceallthecostsevenifhehas
notcompletedpayments.

vi. Itencouragesaccumulationofdebts.Thisisbecausethebuyerhastomake
endsmeeteventhoughhehastomakeperiodicpaymentsfortheproperty
bought.
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Disadvantagestotheseller
i. Theseller’scapitalisinmanycasestiedupindebts.

ii. Thesellermaynoteasilyselloftherepossessedpropertybecausetheyare
alreadysecondhand.

iii. Itinvolvesalotofbookkeepingwhichincreasesadministrativecostsforthe
businessbecauseofregularpayments.

iv. Itmayspoilthebusinessimagewherecustomersmaybetakentocourtafter
failingtopaytheinstallmentsincaseofdeferredpayments.

v. Itrequiresalotofcapitaltooperatewhichmaybeverydifficulttoraise.
vi. Lossesareusuallyincurredsincethebuyerhastoberemindedregularlytopay

andalsowherethebusinessincurscourtcosts.

WHOLESALETRADE
Wholesellinginvolvesthesaleofgoodsorservicesbyatradertoanothertrader.In
mostcasesthisothertraderisaretailer.

Awholesalerisatraderwhosellsgoodsinaffordablequantitytoanothertrader.Whole
sellinginvolvesbulkbuyingofgoodsfrom variousproducerseitherlocallyorfrom other
countriesandbreakingdownthisbulkintosmallerquantitieswhicharethensoldtothe
retailer.

Functionsofawholesalerto:

a) TotheProducer/Manufacturer
i. Theyprovidealinkbetweentheproducerandretailers.

ii. Theystoregoodsboughtfrom producersandthereforeproducersdonotneedto
havelargewarehouses.

iii. Theynormallypaycashtoproducerstherebyallowingcontinuousproductionand
expansion.

iv. Theyprovidetransportforgoodsboughtfrom producerstotheirwarehouses.
v. Theylookformarketforgoodsboughtfrom producers.

vi. Theyadvertisegoodsboughtfrom producers.
vii. Theyinform producersaboutpeople’sopinionsregardingthegoodstoenable

them improveontheirproducts.
viii. Theyremoveanumberofrisksfrom producerswhichcouldarisefrom holding

largestockofgoodse.g.theft,fireoutbreaketc.
ix. Somewholesalersbrandandprovidepackingmaterialsforgoodsboughtfrom

producerse.g.tealeaves.

b) ToRetailers
i. Hesuppliesavarietyofgoodstoretailers.

ii. Hegivesadvisoryservicestotheretailerregardingthegoodsboughtfrom him.
iii. Hebreaksthebulkbysellingthegoodsinaffordablequantity.
iv. Somewholesalersextendcreditfacilitiestosomeoftheirrelatedcustomers.
v. Theyensuresteadysupplyofgoodstotheiremployers.
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vi. Wholesalersbringgoodsneartothecustomers.
vii. Wholesalers store goods untilthey are needed hence saving them from

constructingbigandexpensivewarehouses.

c) ToConsumer
i. Theyensuresteadysupplyofgoodstoretailershencestabilizingthegeneral

priceofgoods.
ii. Theyplayanimportantroleindistributionofgoods.

iii. Itenablesconsumerstoobtaingoodswhentheywant.
iv. Theyconveyinformationfrom consumers.
v. Bysellinggoodstoretailers,customersareabletopaygoodsinaffordable

prices.

Qualitiesofagoodqualityseller
i. Shouldbeabletoknowwellthemarketofhisstock.Inotherwiseheisexpected

tostockgoodsrequiredbypeopleintheareawhereheis.
ii. Shouldpossessadequatecapitaltoenablehim buyavarietyofgoodsincash.

iii. Heshouldaudithisbooksregularlytorevealhowwellthebusinessisdoing.
iv. Heshouldhavelargewarehousestoenablehim storemanygoodsandforalong

time.

ChainofDistribution
Thesearechannelsthroughwhichgoodsaredistributedfrom theproducertothefinal
consumer.Theyinclude:-

 Consumerswhoareinpositiontobuyinlargequantitiesmaybuydirectfrom
producers.

 Themostcommonchannelisfrom theproducertothewholesalerthentothe
retailerswhomaybuylargesalestoinitialconsumers.

 Consumersmaybuyfrom producersthroughappointedagents.Smallretailers
maybuyfrom largescaleretailersandthentofinalconsumers.

PRODUCER

WHOLESALER

RETAILER

CONSUMER

PRODUCERS
RETAILOUTLETS

RETAILER AGENTS
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MIDDLEMEN
Thesearetraderswhoconnectproducerstoconsumers.

Typesofmiddlemen

Wholesalers:
Awholesalerisatraderwhobuysgoodfrom theproducerorsuppliesandsalesthem to
the retailer.The wholesaleris the mostimportantmiddle man in the chain of
distribution.

Brokers:
Thesearemiddlemenwhoactonbehalfofthesellertolookformarketforgoods.
Brokersjustbringthesellerintocontactbutdonotholdthegoodsphysically.Brokers
receiveacommissionfortheirservicesknownasbrokerage.

Factors:
Thesearemiddlemenwhosellgoodsintheirpossessionandtheircontrolonbehalfof
theproducers.Thenormallysellthesegoodsundertheirownnamesandatpricesthat
theyarebest.Factorsarealsocalledcommissionagentse.g.spearmotorlimited.

DelcredereAgent:
Thesearespecialtypesofagentswhoguaranteetopaythesupplierforthegoodsthe
agentsellsonbehalfofthesupplier.Thesupplierisassuredofpaymentweatherthe
goodsareboughtornot.Delcedereagentsalsoguaranteepaymentofallthemoney
from thosewhotookthegoodsoncredit.Becauseoftheserisksinvolvesthedel
cedere agents receive a highercommission than othertypes ofagents.This
commissionisknownasdelcederecommission.

Merchants:
Thesearehomebasedmiddlemenwhocollectordersforthegoodsfrom abroadon
behalfoftheproducers.Merchantssavetheproducerfrom therisksandtheburdenof
exportingthegoodssincetheproducerjustsellsinhomebasedmatte.Themerchant
hasoverallresponsibilityoverthegoodsboughtfrom theproducer.Themerchantmay
overadjustthepriceofthegoodsaccording.

ForwardingAgents:
Thesearemiddlemenwhotransportanddelivergoodsonbehalfofothers.Examplein
Ugandaincludescompanieslikeinterfright,transamietc.othermiddlemenincludes,
retailers,distributorsetc.
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Functionsofmiddlemen.
i. Theystoregoodsboughtfrom producers.

ii. Theytransportgoodsboughtfrom producers.
iii. Theypaycashwhengettinggoodsfrom producershenceallowingcontinuous

production.
iv. Theysellgoodsinaffordablequantitiestotheconsumers.
v. Somemiddlemenalsoadvertisegoodsboughtfrom producers.

vi. Theyalsoadviseconsumersregardinghandlingofcertaingoods.

Disadvantagesofmiddlemen
i. Middlemenusuallychargecustomersbecausetheywanttomakeunnecessary

largeprofits.
ii. Hidingofgoods:Somemiddlemenmaycreateartificialshortages.Thismakes

consumersayhigherpricesthantheactualpriceofthegoods
iii. Dilutinggoods:Duetothedesiretomakelargeprofits,somemiddlemendilute

someofthegoodssothattheycangetmorequantities.
iv. Sellofdefectivegoods:Somegoodsmiddlemenmaysellexpiredgoodstothe

customers.Suchgoodsmayaffectthehealthofthecustomer.

ELIMINATIONOFMIDDLEMENORWHOLESALERSFROM THECHAINOF
DISTRIBUTION

Althoughmiddlemenplayanimportantroleinthechainofdistributionofgoodsand
services,therearecircumstanceswhenthesemiddlemencanbeeliminatedfrom the
chainofdistribution.Thesecircumstancesincludethefollowing:

i. Producershavetheirownretailoutlets.Someproducersespeciallythosewith
largeramountofcapital,setuptheirownretailshops.Suchproducerstherefore
servetheconsumershenceeliminatemiddlemen.

ii. Mailordershops:Thecomingofmailordershopshasenabledtheconsumersto
dealdirectlywiththeproducershenceeliminatingthemiddlemen.

iii. Expensivegoods:Producersofexpensivegoodstendtosellsuchgoodsdirectly
toconsumers.

iv. Someorganizationsthatbuygoodsinlargequantitiesmaybuydirectlyfrom the
producerinsteadfbuyingfrom themiddlemen.E.g.aschoolmaybuystationery
directlyfrom theproducersinceitrequiresstationeryinlargequantities.

v. Consumerco-operatives:Consumersmaycometogetherandrisecapitaltoform
aconsumercooperativewiththeaim ofavailinggoodstothemembersatlow
prices.Suchconsumercooperativeswillbuydirectlyfrom theproducers.

vi. Salebycontract:Wherethesaleisbycontract,consumersoftendealdirectly
withtheproducerse.g.thesettingupofbuildings,constructionofroads.

vii. In case of directservices:Provision of directservices has encouraged
consumerstodealdirectlywiththeproducerse.g.hairdressing.

viii. When commodities are perishable e.g.bread,milk etc.producers ofsuch
commoditiesmayselldirectlytoconsumers.

ix. Theproducermayappointhisownagenttosellthegoodsonbehalfofthe



37

manufacturer.

LOCATIONOFINDUSTRY
Thisreferstothesettingupofanindustryinaparticulararea.Manymanufacturers
prefertosetuptheirindustriesinplaceswherethecostofproductionisaslow as
possible.

Thefollowingaresomeofthefactorsthatinfluencethelocationofindustries:-
i. Availabilityofraw materials:Itisimportanttolocateanindustrywhereraw

materialsarereadilyavailable.Thisreducesthecostoftransportingtheraw
materialsespeciallywheretheyarebulkyandheavye.g.thecementfactoryis
foundinTororobecauseoftheavailabilityofrawmaterialoflimestone.

ii. Availabilityoflabour:Industrieswhichusealotoflabourareusuallylocated
wherecheaplabourisreadilyavailable.E.g.sugarcaneandteaplantations.

iii. Availabilityofpowersupply:Industrieswhichusealotofelectricityshouldbe
locatednearthesourceofpowerorwherepoweriseasilyaccessible.

iv. Availabilityofthemarket:Aproducerwillprefertoestablishanindustrynearthe
marketespeciallywhen finalproductis difficultto transportand costlyo
transportaswell.Thismaybeduetothereasonthatthefinishedproductsare
bulky,perishableorfragile.

v. Transportandcommunication:Industriestendtolocatewherethecostsof
transportarelowe.g.nearmainroads,railwaystationsandports.

vi. Watersupply:Industriesthatusealotofwaterasoneoftheirmajorinputsare
usuallylocatedwherethereisabundantsupplyofwatere.g.chemicalindustries,
textileindustries,breweriesetc.

vii. Availabilityofland(room forexpansion):Someproducersmayprefertosetup
industrieswherethereisenoughlandforexpansioninfuturee.g.theoutskirtsof
towns.

viii. Thecostofland:Someindustriesmaybelocatedattheoutskirtsoftownsand
ruralareasbecauseinsuchareas,thecostoflandislow.

ix. Locationnearotherfirms:Producersmaylocatetheirfirmswhereotherfirms
alreadyexistinordertosharesomefacilitieswithalreadyestablishedindustries.

x. Governmentpolicy:Governmentmay influence the location ofindustries
regardlessofeconomicreasonsand thereasonsforgovernmentinfluence
include:
- Toencouragebalancedevelopmentsinacountry.
- Toreduceruralurbanmigration.

xi. Climate:Favourable climatic conditions in terms ofrainfall,temperature,
sunshineetcmayfavourcertaintypesofindustriese.g.tourism.

xii. Politicalclimate:Areasthatarepoliticallystabletendtoattractindustriesthan
thoseareasthathaveinsecurity.
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LOCALISATIONOFINDUSTRY
Thisreferstothetendencyofindustriestoconcentrateinparticularareas.Itcanalso
bedefinedasatendencyoffirmsthatproducerelatedgoodstobelocatedinthesame
area.

AdvantagesofLocalization
i. Increaseinemploymentopportunities.Morejobswillbecreatedasaresultof

thecomingupofmorefirmsinthearea.
ii. Developmentofmorefirms.Localizationencouragesthecomingupofother

firmsinthearea.Thesemaybefirmsthatsupplyraw materialsduetothe
alreadyestablishedfirmsorthenewfirmsmayprovidemarketfortheproducts
oftheestablishedfirms.

iii. Developmentofinfrastructure.Localizationleadstodevelopmentofschools,
hospitals,roads,electricitysupplyetc.

iv. Leadstourbanization.Urbancentrestendtodevelopinareaswhereindustries
areconcentrated.

v. Expansionoffirms.Firmsthatareconcentratedinthesameareaandproducing
similargoodscaneasilymatchorcombineresultingintolargescalefirms.

vi. Developmentofthearea.Thegovernmentmaybeencouragedtodevelopthe
areawherefirmsareconcentratedbysupplyingsuchanareawithelectricity,
roads,wateretc.

vii. Developmentofspecializedservices.Theconcentrationoffirmsinaparticular
area are usually attracts specialized services such as banking services,
insuranceservices,securityservicesetc.

viii. Expansionofthemarket.Concentrationoffirmsinanareacreatesmarketfor
goodsandservices.Thisisbecausetheareahasmanypeoplewhoworkand
residethere.

ix. Increaseingovernmentrevenue.Thegovernmentgetsalotofrevenueinform of
taxesfrom thefirmsinthelocalizedarea.

Disadvantagesoflocalization
i. Localizationresultstotrafficcongestionasaresultofthelargenumbersof

vehiclesthatoperateinthelocalizedarea.
ii. Unevendevelopmentinthecountry.Thoseareaswherefirmsareconcentrated

tendtodevelopmuchfasterthanotherareaswithnoindustries.Thisleadsto
unequaldevelopment.

iii. Shortageofhousing facilities.Localized areasusuallydo nothaveenough
housingforthepopulation.Thisleadstothedevelopmentofslums.

iv. Localization also leads to rural-urban migration.In mostcases the people
lookingforjobsinlocalizedareasaremorethantheavailablejobsresultingto
unemployment.

v. Immorality:Duetohighpopulationinthelocalizedareas,immoralactivitiesare
commoninsucharease.g.prostitution,robberyetc.

vi. Pollution:Theexistenceofmanyformsinthelocalizedareasresultsinpollution
ofairandwater.Thisaffectsthehealthofthepeople.

vii. Highcostofliving.Thecostoflivinginthelocalizedareatendstobehigh.Thisis
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becausepricesofgoodsandservicessuchasfood,accommodation,wateretc
tendtobehigh.

viii. Localizationleadstooverexploitationofresources.Thishappenswherethe
localized firmscompete forthe same raw materialsthatarefound in the
localizedarea.

TERMSANDMEANSOFPAYMENT
Whenacustomergetsgoodsfrom theseller,hemaytakethem underthefollowing
terms:-

i. Cash
ii. Installmentcredit

iii. Credit
iv. Cheques
v. Postalorders

vi. Moneyorders
vii. Telegraphicmoneyorder

viii. Billofexchange
ix. Promissorynote
x. Standingorder

xi. Bankdraft
xii. Postagestamps

xiii. Credittransfers

CASH
Thisiswhereacustomerpaysmoneyforgoodsandservicesassoonashegetsthem.
Cashpaymentmaybemadeunderthefollowingterms:-

a) Cashondelivery
Thebuyerpaysforthegoodsassoonastheyaredeliveredtohim.

b) Cashwithorder
Underthissystem thecustomerisrequiredtosendmoneywhenheispressinganorder
forgoodsandservices.

Thismethodiscommonlyusedwithmailorderbusinesseswhichsendgoodsto
customersafterreceivingpaymentsfrom them.

c) Spotcash
Thisreferstopayingforgoodsandservicesimmediatelytheyarehandedovertothe
buyer.

d) Netcash
Thisiswhereacashdiscountisofferedtocustomerswhosettletheirpaymentwithina
givenperiodagreedupon.Howeverthecustomerfailstosettlethepaymentwithinthe
specifiedperiodthediscountiswithdrawnbytheseller.
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AdvantagesofCashPayment:
i. Facilitatesconstantsupplyofgoods.

ii. Savesthesellerfrom baddebtors.
iii. Givesroom forexpansionofthebusiness.
iv. Minimizeslosses.
v. Leadstocontinuityofbusiness.

DisadvantagesofCashPayment
i. Lowincomeearnersenjoypoorqualitygoods.

ii. Relationshipbetweenthebuyerandsellerisdestroyedbycashbasissincethere
arenotcredits.

iii. Itishardandinconveniencingtocarryespeciallywhencoinsareinvolved.
iv. Itdeprivesofusing/enjoyinganumberofgoods/commodities.
v. Lossesareincurredespeciallythereislimitedauditworkorextravagancy.

CREDIT
Thisiswhereabuyertakesgoodsfrom thesupplierwithoutpayinganythingbutinstead
makesthepaymentsatonceinsomefuturedate.

Advantagesofcredit
i. Thesellerisabletosellmoreofhisgoodsandheisthereforeabletoachievea

highturnover.
ii. Goodssoldoncreditareusuallymoreexpensivethanthoseoncash.This

enablesthesellertoearnmoreprofits.
iii. Itenablessalaryearnerstoobtaingoodsandpayforthem attheendofthe

month.
iv. Itpromotesgoodunderstandingorrelationshipbetweenthebuyerandtheseller.

Disadvantagesofcredit
i. Baddebtswhichmayarisewhenthebuyerfailstopay.Itmayleadtocollapseof

thebusiness.
ii. Thetradersmaytakeadvantageofcredittooverchargethebuyerssincethereis

nobargaining.
iii. Creditreducestheamountofcapitalavailabletotheseller.
iv. Creditrequiresgoodrecordkeeping.Thismayinvolvealtofpaperworkand

thereforeincreasingtheamountofworkfortheseller.
CHEQUES
Achequeisawrittenorderbyabankcustomertohisbanktopayaspecifiedamountof
moneytoanamedperson.

POSTALORDERS
Itisamethodofsendingmoneyinsmallamountsthroughthepostofficebetween
people.Thesenderwritesthenameandaddressofthepayeeonthefaceofthepostal
orderandenclosesitinanenvelopeaddressedtothepayee.
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Postalordersarepaidtoanypostofficewithinthecountrywherethepostalorderis
issued.Thesenderofthepostalorderhastopayafeetothepostofficetotheservice.
Thisfeeisknownaspoundage.Postalordersmaybecrossed.Thismeansthatthe
moneysenthadtobepaidonthebankaccountofthepayee.

MONEYORDERS
Thisisamethodwheremoneyissenttothepayeethroughaspecifiedpostoffice.The
payeereceivesthemoneyonlyataparticularpostoffice.Thepayeeisexpectedto
identifyhimselfandnamethepersonwhosentthemoneyorder.

Amoneyordermayalsobecrossed.Thismeansthatthemoneyhastobepaidthrough
thebankaccountofthepayee.Ahigherservicefeeispaidforsendingamoneyorder
thansendingapostalorder.

TELEGRAPHICMONEYORDER
Itisamethodwheretheissuingpostofficesendsatelegraphtothepayeeandthe
receivingpostoffice.Onreceivingthetelegraph,thepayeegoesonthereceivingpost
office,identifieshimselfandreceivesthemoneysenttohim.Theservicefeefora
telegraphicmoneyorderishigherthantheservicefeeforbothpostalorderandmoney
order.

BILLOFEXCHANGE
Thisreferstoanorderinwritingbyacreditortoadebtortopayaspecifiedamountof
moneytoanamedperson.Abillofexchangeisnotvalid(cannotbeenforcedlegally)
unlessithasbeenacceptedbythedebtor.

PartiestoaBillofExchange
a) Thedrawee
Thisisapersontowhom thebillissentinotherwordsisthedebtor.

b) Thedrawer
Thisisapersonwhowritesthebillinotherwordsthisisthecreditor.

c) Theacceptor
Thismaybethedraweeorthedebtor.

d) Thepayee
Thismaybethedraweroranyotherpersonauthorizedbythedrawer.

Sightbill
Thisreferstoabillofexchangethatissettledondemand.

Usancebill
Thisreferstoabillofexchangepayableatafuturedate.

PROMISORYNOTE
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Itisadocumentbywhichthedebtorunconditionallypromisestopayaspecifiedsum of
moneytohiscreditoronanagreedday.

Apromissorynote

Therearetwopartiestoapromissorynote:
a)Thecreditor-Mukwanobookshop
b)Thedebtor-JonMukasa

IOWEYOU(IOU)
Thisisdrawnbythedebtortothecreditorindicatingtheamountofmoneythedebtor
owestothenamedcreditor.

POSTAGESTAMPS
Theseareusedtodefectsmallpaymentsespeciallyforgoodsandservicesthroughthe
postofficee.g.paymentforthedeliveryofmail.

STANDINGORDER
Thisisaninstructionto thebankto payaspecifiedsum ofmoneyto anamed
person/businessatregularandspecifiedintervalsforaspecifiedperiodoftimeoruntil
theagreementiscanceled.
e.g.Atenantmayinstructhisbanktopay200,000/=tohisnamedlandlord.

BANKDRAFT
Thisisachequedrawnonabankandissuedbythebankonlyafterthebankhas
receivedmoneyfrom apersonrequestingforabankdraft.

Itisamorereadyacceptablemeansofpaymentsincethebankguaranteespayment
againstit.

CREDITCARDS
Thesearemainlyissuedbycommercialbanks.However,theymayalsobeissuedby
otherorganizationsaswell.

Acreditcardgivestheholderauthoritytobuygoodsinspecifiedshopsspecifiedbythe
issuingbankforamountsuptoanagreedmaximum.

Theshopwillthenpresentthebilltotheissuingbankforpayment.Theissuingbank
thenbillsthecardholderanddemandsthepayment.

Onemonthafterthisdate
Ipromisetopay
MukwanoBookshop
FivemillionUgandashillings
(shs.5,000,0000)
JohnMukasa10thMarch
2009
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NEGOTIABLEINSTRUMENTS
Thesearedocumentswhosetitlecanbetransferredfrom onepersontoanotherby
endorsement.Thisisdonebysigningatthebackofthedocumentasevidenceof
transferoftitle.

Negotiableinstrumentsincludecheques,promissorynotes,treasurybillsamongothers.

TypesofEndorsement

RestrictiveEndorsement
Thistypeofendorsementrestrictstitletoanamedpersonsuchthatitcannoteasilybe
transferredtoanotherparty.Thereforenegotiabilityisnotpossible.

OpenEndorsement
Thisallowsthedrawertosignatthebackofadocumentwithoutnamingthepayee.
Thismeansthatsuchadocumentcaneasilybetransferredsinceanypersonmayfill
hisnametobecomethepayee.

DOCUMENTUSEDINHOMETRADETRANSACTIONS
Anumberofdocumentsareusedinhometradetransactions.Thesedocumentsare
exchangedbetweenbuyersandsellersastheycarryouttheirbusinesses.Theyare
normallyexchangedbetweenwholesalersandretailers.

Thesedocumentsincludethefollowingamongothers:
i. Aninquiry

ii. Pricelist
iii. Catalogue
iv. Quotation
v. Anordernote

vi. Creditstatusinquiryletters
vii. Packingsheet/Note

viii. Advicenote/Dispatchnote
ix. Deliverynote

x. Goodsreceivednote
xi. Invoice

xii. Goodsreturned
xiii. Creditnote
xiv. Debitnote
xv. Proformainvoice

xvi. StatementofAccount
xvii. Receipt/cashsales

Thefollowing exampleisused to explain how thedifferentdocumentsareused
betweenbuyersandsellers(suppliers)

Seller/Supplier : KikuuboGeneralSuppliersLtd.
P.O.Box402Kampala.

Buyer : KassandaGeneralstockistsandretailers
P.O.Box14Mityana.
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Anexampleofaletterofinquiry

Replytoinquiry
Whenthesupplierreceivesaninquiryletter,hemayansweritinoneofthefollowing
ways:-

a)Sendingapricelist
b)Sendingacatalogue
c)Sendingaquotation

PRICELIST
Thisisalistofitemssoldbythesellerwitharespectiveprice.Apricelistdoesnotcarry
alotofinformationapartfrom showingthepricesofthedifferentgoods.Anexampleof
apricelist

KassandaGeneralStockists
P.O.Box14Mityana
16/3/2009

TheSalesManager
KikuuboGeneralSuppliers
P.O.Box402Kampala

DearSir/Madam,
Iam writingtoinquireaboutthevarioustypesofsoap,cooking

oilandwheatflourthatyouhave.Pleasesendmeapricelistofthese
goodsandindicatetheconditionsofsupply.

Thankyouforyourcooperation.
Yoursfaithfully
MISSJOCELYN
PURCHASINGMANAGER

KIKUUBOGENERALSUPPLIERS
P.O.BOX402KAMPALA.

19/03/2009
THEPURCHASINGMANAGER
KASSSANDAGENERALSTOCKISTS
P.O.BOX14MITYANA

DearSir,
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ACATALOGUE
Theseller/suppliermaysimplysendacataloguetothebuyer.Acatalogueisabooklet
whichbrieflydescribeseachitem offeredforsalebytheseller.Inmostcasesitcarries
illustrationsoftheitemsonsale.Itgivesmuchmoreinformationthanthepricelist.A
catalogueusuallygivesinformationwhichincludestheperiodofcreditallowed,delivery
servicesavailable,packagingandpostingexpenses,aftersaleservicesofferedbythe
selleretc.

A QUOTATION
Aquotationismorespecificinnature.Itissentinareplyofaninquiryforwhichno
standardpricelistofcatalogueisavailable.E.g.youmaywanttoknow thecostof
constructingahouseofaparticulardesignandsize.Therewillbenostandardpricelist
forsuchahouse.Theconstructioncompanywouldhavetostudythespecificationsand
quoteforyouthecostaccordingly.

ORDERNOTE
Afterthebuyerhasreceivedthenecessaryinformationfrom theseller,thebuyercan
nowplaceanorderforthegoods.

Anorderisarequestfrom thebuyertothesellerrequiringthesellertosupplythe
specifiedgoods.Itstatesthetypeofgoodsrequired,thequantitiesrequiredandthe
pricesofindividualitemsorderedfor.

Anordernoteisusuallywritteninduplicate.Theoriginalissenttotheseller/supplier.

AnOrderNote

KASSANDAGENERALSTOCKISTS
P.O.BOX14MITYANA

20thMarch2009

TO:KIKUUBO
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CREDITSTATUSINQUIRY
Thebuyermayaskthesellertoallowhim takethegoodsoncreditandpayatalater
date.Thesellerwillthentaketheresponsibilitytofindoutinformationaboutthe
customerinordertoavoidlossesthroughbaddebts.Thesellercangetinformation
aboutthebuyerfrom oneormoreofthefollowingsources.

a) Thebankerstothebuyer
Thesellermayaskthebuyertogivehim thenameofhisbankers.Thesellercanthen
writealetterknownascreditstatusinquiryforthepurposeofgettinginformationabout
thefinancialpositionofthebuyer.

b) From othersuppliers
Thebuyermaybeaskedbythesellertogivethenameofanothersuppliertothebuyer

from whom informationaboutthepayinghabitsofthebuyermaybeobtained.

c) Othercustomers
Sometimesthesellermayaskoneofhisregularcustomerswhomayhappentoknow
thepotentialbuyer(Kassandastockists)abouthiscreditworthinessandhispaying
habits.

d) TradeAssociations
Ifthebuyerhappenstobeamemberofthetradeassociation(e.g.KampalaCitytraders
association),thesellermayapproachtheofficesoftheassociationforaconfidential
reportaboutthepotentialbuyer.
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PACKAGENOTE/SHEET
Theorderreceivedfrom thebuyer/retailerispassedtothewarehousesection.The
goodsordered forwillbepacked in suitablecontainerand thecontentsofeach
containerarenotedonthesheetcalledpackagenote/sheet.

Packagesheetsareusuallypreparedinfourcopies.Theoriginalcopyisplacedinside
the container,one copyis sentto the buyer,one copyis sentto the accounts
departmentandthelastcopyisretainedbythewarehouseforitsownrecords.

ADVICENOTE/DISPATCHNOTE:
Whenthegoodsorderedforbythebuyerareready,thesuppliersendsanadvice
not/dispatchnotetotellthebuyerthatthegoodshadbeensent.Itgivestheexacttime
thegoodsshouldbeexpected.Thisgivesthebuyertimetoarrangeforthecollection
andstorageofthegoods.

DELIVERYNOTE:
Thisisadocumentrequiredbythesellerandsignedbythebuyertoprovideevidence
thatthegoodshavebeendelivered.Thebuyersignsthedeliverynoteaftercross
checkingandestablishthatthegoodsthathavebeendeliveredcorrespondwiththe
informationoftheordernote.

INVOICE:
Aninvoiceisadocumentthatinformsthebuyeroftheamountthatisdue.Aninvoiceis
sentonlyifthegoodsaresoldoncredit.

Aninvoiceservestwopurposes:-
i. Itservestonotifythebuyeroftheamountofmoneyhehastopayforthegoods

boughtbyhim.
ii. Itservesasevidenceofthedebtduetotheseller.

Aninvoicecontainsthefollowinginformation:-
i. Adescriptionofthegoodssold.

ii. Itcontainsthetotalcostofthegoodssold.
iii. Italsoshowsanydiscount
iv. Itshowsthenetamountto bepaidbythebuyer(i.e.this amountisthe

differencebetweenthetotalcostofthegoodsandthetradediscountallowed.
v. Italsoshowsthelengthcreditperiod.

Aninvoiceiswritteninduplicate.Acopyiskeptbythesellerandtheoriginalissentto
thebuyer.

INVOICE
KIKUUBOGENERALTRADERS

P.O.BOX402KAMPALA
TOKASSANDAGENERALSTOCKISTS
P.O.BOX14MITYANA 24/03/09
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QUANTITY DESCRIPTION UNITPRICE AMOUNT
10boxes MukwanoCookingoil 8,000/= 80,000/=
20boxes Starsoap 25,000/= 500,000/=
20cartons Azam wheatflour 20,000/= 400,000/=
4boxes Imperialsoap 30,000/= 120,000/=

Less10%tradediscount
Ninehundredninetythousandshillings
Terms:strictly20days

1,100,000/=
110,000/=
990,000/=

E&OE:
Theselettersstandfor“ErrorandOmissionExpected”.Thismeansthattheseller
reservestherighttocorrectaninvoiceifhediscoversanerrorinitatalaterdate.

Aninvoiceisoftenreferredtoasabill.Abillisusuallyservedwhenthepaymentis
askedforaservicerendered.

Professionalsasdoctorsandlawyersissuebillstotheircustomers.

PROCEDUREOFRECEIVINGTHEINVOICE
Thebuyerwilltakethefollowingstepsonreceivinganinvoicefrom theseller:-

i. Hewillchecktoestablishwhetherthegoodsontheinvoicearethegoodsthathe
actuallyordered.

ii. Hewillcheckagainstthepackagesheet,deliverynotetoensurethatthegoods
ontheinvoicehaveactuallybeenreceived.

iii. Hewillcheckthepricesandthetradediscountallowedtoensurethathehasbit
beenovercharged.

iv. Iftheinvoiceisfoundaccurate,itispassedtotheaccountsdepartmentwhich
preparespaymentforthegoods.

Discrepanciesintheinvoice
Iftheinvoiceisfoundincorrect,thebuyermusttakestepstoensurethathepaysonly
thecorrectamount.Anincorrectinvoicemayleadtoeitheroverchargeorundercharge.

Anoverchargemayresultfrom incorrectpricing,errorintradediscountcalculation,
errorsintotalingorinclusionofwrongitems.
Incaseofsucherrors,thebuyershouldinform thesellerabouttheerrorandtheseller
willissueacorrectnotetocorrecttheinvoice.

ACREDITNOTE
Thisisadocumentthatinformsthebuyerthathehasbeencreditedbytheseller.This
meansthatthebuyerhasbeenrelievedoftheamountoverchargedintheinvoice.A
creditnoteisthereforeadocumentsenttothebuyertoadjustanoverchargeofthe
goodssupplied.

DEBITNOTE
Thisisadocumentthatadjustsanunderchargeintheinvoice.Theunderchargemaybe
duetowrongpricesspotted,errorsincalculatingtheamounttobepaidordueto
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omissionsofsomegoods.

PROFORMAINVOICE
Thisisadocumentsentbythesellertothebuyerindicatingtermsandconditionsunder
whichgoodshavetobesupplied.Itisnormallysenttoacustomerwhowantstobuy
goodsfrom theseller.

Itissentduetoanyofthefollowingreasons:
i. Whenthesellerdoesnotwanttoriskcreditwithanew buyer.Hewillsendto

suchabuyeraproformainvoice.
ii. Ifthequantityorderissmallthenthesupplierwillsendaproformainvoicefora

buyertoinform him thatheshouldpaycash.
iii. Itmaybesentwiththegoodsthataresoldundersaleorreturnbasis.
iv. Aproformainvoicemaybesentinsteadofaquotation.

STATEMENTOFACCOUNT
Thisisadocumentsentbythesuppliertothebuyerrequiringthebuyertopayforthe
goodstakenoncreditinagivenperiodusuallyamonth.

Astatementofaccountconsistsofthefollowing:
a)Theunpaidbalanceofthepreviousmonths.
b)Thevalueofthegoodsboughtoncredit
c)Somepaymentsmadeduringthemonth.

RECEIPT
Assoonasthestatementissenttothebuyer,thebuyerisexpectedtopaytheamount
heowestotheseller.

Afterthepaymenthasbeenmade,thesellerissuesareceipttothebuyer.Areceiptisa
confirmationthatthebuyerhaspaidforthegoodsorservicesthathetookfrom the
seller.

TERMSOFSALE
Whensellinggoods,thesupplierhastoindicatetothebuyertheconditions(termsof
purchasinggoods.Thesetermsshouldhavethefollowinginformation:-

i. Typeoftransportusedwhetheritisbyroad,railwayorair.
ii. Whethertheselleristotransportthegoodstothebuyer’splace.

iii. Whetherthebuyeristopayforthetransport.
iv. Whetherthecostinsuranceistobemetbythebuyer
v. Taxesinvolved.

Amongthetermsusedarethefollowing:-
i) COD

Thismeansondelivery.Thebuyerisexpectedtopayforthegoodsastheyare
beingdeliveredtohim.

ii) Exfactoryorexwarehouses:
Thismeansthatthepricequotedonlyshowsthecostofthegoodsatthesuppliers
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place.Alltheotherexpensesarenotincluded,sotheyhavetobemeantbythebuyer.

iii) LOCO
Thismeanslocalprice.Itindicatesthatthepricequotedistheonechargedwhenever
thegoodsarefound.Thebuyerisresponsibleforthepacking,insuranceandtransport
tothefinaldestinations.

iv) E&O.E
Itmeanserrorsandomissionexpected.Itindicatesthatanyerrorsoromissionsthat
mayappearonthedocumentsuchasinvoices,receiptsetcinfigureandnotintended.
Theseerrorsaresubjectstocorrections.

v) Carrpd
Thismeanscarriagepaid.Itindicatesthatthepricequotedincludestransportcharges
uptothebuyer’splace.Carriagepaidisusedinhometrade.

vi) FRANCO
Itisusedinforeigntrade.Itmeansthatthepricequotedincludesallexpensesof
deliveringgoodstothebuyer’splaceinaforeigncountry.

vii) CarrFwd
Thismeanscarriageforward.Thisindicatesthatthepricequotedincludestransport
chargesuptothebuyer’splace.

viii) C.I.F
ItstandsforCostInsuranceandFreight.Thismeansthatthepricequotedbytheseller
includesthecostofthegoods,costofinsuranceandshippinguptothenearbyportin
thebuyer’scountry.

ix) C&F
Itstandsforcostandfreight.Itmeansthatthepricequotedincludesthecostofthe
goodsandshippingcharges.Thepricequoteddoesnotincludeinsurance.Thebuyeris
expectedtoarrangeinsuranceforhimself.

x) F.O.B
ItstandsforFreeOnBoard.Thismeansthatthepricequotedincludesthecostofthe
goodsandexpensesforloadingontheship.Theotherexpensessuchaspayingfor
insuranceandtransportchargeshavetobemetbythebuyer.

xi) Ex-ship
Thismeansthatthesupplierisresponsibleforthefreighttransportbyship and
insuranceupto thepointofdestination.Thebuyerwillbeexpectedto meetthe
expensesoftakingdeliveryfrom theship.

xii) F.O.R
ThisstandsforFreeOnRail.Thismeansthatthesellerwilldelivergoodstothenearest
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railstation.Thebuyerwouldhavetomeetotherchancestomakethegoodsreachhis
premises.

xiii) F.A.S
ThisstandsforFreeAlongsideShip.Itindicatesthatthepricequotedincludesall
expensesofputtingthegoodsalongsidetheshipreadyforloading.Thebuyeris
responsibleforfreightinsuranceandanyothercharges.

xiv) Thebond
Thismeansthatdeliveryhastobemadeinthecustomsbondedwarehouseofanamed
port.Thebuyerisresponsibleforchargesofwithdrawingthegoodsfrom warehouses.

xv) Dutypaid
Thismeansthatthepricequotedincludesalltheexpensesinvolvedinbringingthe
goodstothebuyer.Italsoincludespaymentoftheimporttaxesonthegoods.

BUSINESSOWNERSHIP
Abusinessunitisafirm setupwithaim ofmakingaprofit.Itmaybeownedbyone
personormaybecollectivelyowned.

Factorsthatdeterminethesizeofbusinessunit
Abusinessunitorfirm maybelargeorsmalldependingonthefollowing:-

Theareathatitoccupies:
Firmsthatoccupylargeareasareusuallylargescalefirmse.g.agriculturalenterprises,
textilefirmsetc.

Amountofcapitalemployed:
Largefirmsusuallyemploylargeamountsofcapitalwhilesmallfirmsoperatewithlittle
capital.

Numberofpeopleemployed:
Largescalefirmsusuallyemploymanypeoplewhilethesmallscalefirmsusually
employfewpeople.

Thetechniquesusedinproduction:
Largefirmsusuallyemploymodernmethodsofproduction.Theyarecharacterizedby
mechanization,computerizationandontheotherhandsmallfirmsdonotusemodern
methods.

Amountofgoodsproduced:
Largescalefirmsproducelargeamountsofgoodswhilesmallscalefirmsproduce
smallamountofgoods.

Thenumberofdepartmentsinfirm:
Largescalefirmshaveseveralspecializeddepartmentswhileontheotherhandsmall
scalefirmsusuallyhaveveryfewdepartments.
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Sizeofmarket:
Largescalefirmsusuallyhavelargemarketfortheirgoodswhileontheotherhand
smallscalefirmshavesmallmarket.

ECONOMIESOFSCALE
Thisreferstotheadvantagesthatafirm orabusinessunitenjoysasaresultof
operatingonlargescale.Theseincludethefollowing:-

 Largescalefirmscaneasilyemployspecialistswhichresultinto increased
production.

 Largescalefirmscaneasilyborrowmoneyfrom financialinstitutions.
 Largescalefirmsoperateatlowaveragecostssincetheircostsarespreadover

largeamountsofgoodsthattheyproduceandsell.
 Large scale firmscan easilyundertake specialization which increasesthe

amountofgoodsproduced.
 Largescalefirmsusuallygettheirraw materialsatlowerpricesbecausethey

alwaysgettherawmaterialsinlargequantities.
 Largescalefirmscanundertakeextensiveadvertisingwhichenablesthem to

expandtheirmarket.
 Largescalefirmscaneasilyexpandinsizesincetheyareabletomakeprofits

thansmallscalefirms.
 Large scale firms can easily use theirown by-products to produce other

secondaryproducts.
 Largescalefirmsareabletousemodernmethodsofproductionandequipment.

Thisenablesthem toproducegoodsofquality.

DISECONOMIESOFSCALE
Thesearedisadvantagesoflargescaleproduction:

 Largescalefirmshavemanagementproblemssincetheyemploymanypeople.
 Largescalefirmsarenotflexiblei.e.theycannoteasilychangefrom onelineof

productiontoanother.
 Largescalefirmswillincurheavylossesincaseofdisasterse.g.fire,warsetc.
 Wastageofresourcese.g.rawmaterialstendtobehighamonglargescalefirms.
 Largescalefirmsemploylargenumbersofpeople.Thismayresultinlabour

disputese.g.demandsforhigherwages,strikesamongworkersetc.
 Largescalefirmsusuallyusemodernmachinery.Suchmachineryisexpensiveto

installandmaintain.

BUSINESSUNITSANDTHEIRORGANISATION
Theseinclude:-

i. Soletrader
ii. Partnerships

iii. Jointstockcompanies
iv. Cooperatives
v. Marketingboards
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vi. Parastatalbodies

SOLETRADEORSOLEPROPRIETORSHIP
Soletradeisabusinessownedbyonlyoneperson.Asoletraderorsoleproprietorisa
traderwhoownsabusinessdone.

Asoletradercontributescapitaltothebusinessalone.

Healsotakesalltheprofitsalone.

Healsobearsthelossesalone.

Heremainsthesoleownerofthebusinessandhastotalauthorityoverthebusiness
throughhemayhavesomepeopletohelphim runthebusiness.

ADVANTAGESOFSOLETRADE

i. Itrequireslittlecapitaltosetup.
ii. Thebusinessisveryeasytosetupsinceitrequireslittlecapacityandfew

documents.Inmostcasesonlyatradinglicenseisthedocumentrequired.
iii. Asoletradertakesalltheprofitsofthebusinesssinceheownsthebusiness

alone.
iv. Asoletraderenjoyssecrecyinallmattertodowiththebusinesssincehedoes

nothavetoshareinformationconcerningthebusinesswithotherpeople.
v. Thebusinessofthesoletradeisflexible.Asoletradercaneasilymakeimportant

decisionandevenmakeanynecessarychangesinhisbusinessintheshortest
end.

vi. Thesoletraderisabletoestablishpersonalcontactswithhiscustomer.Heis
thereforeabletolearnthedemandofhiscustomerswhichhelphim tomaintain
them.

vii. Thesoletraderhaspersonalinterestinthebusinessthereforeitisinhisinterest
tomaintainthebusiness.Thismeansthatthebusinessisunlikelytofail.

viii. Asoletradeisencouragedtoworkhardsincehetakesalltheprofitsaloneand
thereforehaspersonalinterestinthebusiness.

ix. Heusuallyworksforlonghours.
x. Asoletradergivesadvicetohiscustomersregardingthegoodshedealsin.This

isbecauseheisinclosecontactwithhiscustomers.
xi. Asoletraderpayslesstaxes.Thisisbecauseofthesmallsizeofthebusiness.

xii. Asoletraderenjoysalotofindependent.Heworksathisownpacebecausehe
isamasterofhimself.Hedoesnotworkunderanybody’sinstructionsorcontrol.

xiii. Asoletradercreatesemploymentforthefamilymembersandotherpeople.

DISADVANTAGESOFSOLETRADE

i. Thereislimitedroom forexpansion.Thisisbecauseofthelittlecapitalthatthe
soletradeusuallyhas.

ii. Thesoletradermaynotprovideavarietyofgoodsforhiscustomerssincehe
haslimitedcapital.
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iii. Thelifeofthebusinessofasoletraderdependsonthelifeofthesoletrader
himself.Oncethesoletraderdies,thebusinessalsodies.

iv. Thesoletraderdoesnotusuallymaintainaproperaccountingsystem forhis
business.Thisisbecauseheisnotinpositiontoemploytrainedpeople.Asa
resultitisdifficultforhim toknowthefinancialpositionofthebusiness.

v. Asoletraderworksforlonghoursbecauseheisalone.Hethereforeoverworks
himself.

vi. Asoletradehasunlimitedliability.Thismeansthathispersonalpropertycanbe
takenifhefailstopaythedebtsofthebusiness.

vii. Thesoletradersufferslossesofhisbusinessalone.Hecannotsharethelosses
withanyotherperson.

viii. Thereislackofspecializationbecausethesoletraderdoeseverythingsinceitis
aoneman’sbusiness.

ix. Wrongdecisionsmaybetakensincethesoletradertakeshisdecisionsalone
withoutconsultinganybodyelse.

x. Thesoletradercannotaffordtousemoderntechnologyinhisbusiness.

Questions:
1. Define

(a) Soletrader
(b) Soletrade

2. Whataretheadvantagesanddisadvantagesofsoletrade?

PARTNERSHIPS
Apartnershipisabusinessestablishedbytwoormorepeople.Itmaybedefinedasthe
relationshipthatexistbetweentwoormorepeoplecomingtogethertodobusinesswith
theaim ofmakingprofits.

Thepeoplewhoform partnershipbusinessesarecalledpartners.

Incaseofapartnershipdealingincommercialactivities,theminimum numberof
partnersis2andthemaximum is20.
(Howeverifthefirm isto providea professionalservicewhereallmembersare
professionalse.g.lawyersthe2andmaximum 50).

TYPESOFPATNERSHIPS
(i) Temporarypartnerships
Thisisapartnershipformedforaspecifiedperiod.Attheexpiryofthisperiodthe
partnershipisdissolved.

(ii) Permanentpartnership
Thisisapartnershipwhosetimeofoperationisnotknown.Thetimefordissolutionis
thereforeunknown.

(iii) Limitedpartnership
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Thisiswheresomepartnershavelimitedliabilityuptotheamounttheycontributedas
capital.

(iv) Ordinarypartnership
Thisisatypeofpartnershipwheretheliabilityofthepartnersisunlimited.Thepartners
arefullyresponsibleforallthedebtstotheextentoftheirpersonalproperty.

TYPESOFPARTNERS
Partnersmaybeclassifiedinthevariouswaysasfollows:-

a) Accordingtotheroletheyplay
Underthiscategory,therearedormantandactivepartners.

b) Accordingtotheirliabilitytothepartnership
Underthiscategory,therearegeneralandlimitedpartners.

c) Accordingtotheageofthepartners
Theymaybemajororminorpartners

d) Accordingtothecapitalcontributedbythepartners
Theymayberealorquasipartners.

ACTIVEPARTNER

Thisisapartnerwhocontributescapital,sharesprofitsandlossesofthepartnership.In
additionthistypeofpartnertakespartinthedaytodayrunningofthebusiness.

DORMANT/SLEEPING/SILENTPARTNER

Thisisatypeofpartnerwhocontributescapital,sharesprofitsandlossesbutdoesnot
takepartinthedaytodayrunningofthebusiness.

GENERALPARTNER
Thisisatypeofpartnerwhocontributescapital,sharesprofitsandlossesbuthas
unlimitedliability.A generalpartnermaybecalledupontomeetthedebtsofthe
partnershipfrom hispersonalresources.

LIMITEDPARTNER
Thisisatypeofpartnerwhoprovidescapital,sharesprofitsandlossesbuthaslimited
liability.Thismeansthatincaseabusinessfailstomeetitsdebts,alimitedpartneris
notrequiredtocontributeanythingmorethantheamounthecontributedascapital.The
personalpropertyofalimitedpartnercannotbetakentomeetthedebtsofthebusiness.

MAJORPARTNER
Thisisthetypeofpartnerwhoseageis18yearsandabove.Thistypeofpartner
contributescapitalandalsosharesprofitsandlossesofthebusiness.Heisallowedto
participateintherunningofthebusiness.
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MINORPARTNER
Thisisthetypeofpartnerwhocontributescapital,sharesprofitsandlossesandmaybe
responsibleforthedebtsofthebusiness.

QUASIPARTNER
Thisisatypeofpartnerwhodoesnotcontributeanycapitalanddoesnottakepartin
therunningofthebusiness.Heonlyallowsthefirm tousehisnameasapartner.Heis
notliableforthedebtsofthefirm exceptwhenacreditoractsontheassumptionthat
heisarealpartner.

FORMATIONOFPARTNERSHIPS
Apartnershipcomesintoexistencebyanagreementinwritingknownaspartnership
deedorarticlesofthepartnershipaslaiddowninthepartnershipact.

Partnershipdeed
Thisisanagreementinwritingmadebypartnersoutliningthebasisforthepartnership
formed.Itstatesthetermsandconditionsunderwhichthepartnershipbusinesswillbe
run.

Contentsofapartnershipdeed
Apartnershipdeedstatesthefollowing:

i. Nameofthefirm anditslocation
ii. Namesofpartners,theiraddressesandoccupation.

iii. Typesofeachpartnerse.g.activepartner,majorpartneretc.
iv. Thecapitaltobecontributedbyeachpartner.
v. Theprofitandlosssharingratio.

vi. Rightsofeachpartnere.g.interestontheircapital.
vii. Responsibilitiesallocatedtoeachpartner.

viii. Thestepstobetakenincaseofdissolutionsofthepartnership.
ix. Timethepartnershipwilllastifitisatemporarypartnership.
x. Methodofcalculatinggoodwill.Goodwillistheforceofattractioncreatedbyan

individualthatbringsincustomers.
xi. Howthebooksofaccountswillbepreparedandkept.

xii. Theaimsandobjectivesofformingthepartnership.

Incasethepartnershavenotpreparedthepartnershipdeed,theprovisionsofthe
partnershipact1934chapter29willapply.Theseareasfollows:-

i. Everypartnercanparticipateintherunningofthebusiness.
ii. Decisionmakingwillfollowthemajorityvotesofthepartners.

iii. Anychangestobemadeshouldbeinconsultationwiththerestofthepartners.
iv. Nointerestistobeallowedoncapital.
v. Nosalarytoanyactivepartner.

vi. 5%interestwillbepaidtoanyloanadvancedtothebusiness.
vii. Profitswillbesharedequally.

viii. Allpartnershavearighttoinspectthebooksofaccounts.
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RIGHTS&DUTIESOFPARTNERS
i. Incaseofexpellingapartner,thepartnershipmustbedissolved.

ii. Onadmissionofanewpartner,allpartnersmustbeinformed.
iii. Ifthereisanyprivatebusinessofapartnerthatcompeteswiththepartnership,

theownermustsurrenderalltheprofitsrealized.
iv. Everypartnermustdisplayutmostgoodfaithincasehe/shehasaccesstofans.
v. Thebusinessmustindemnify(compensate)apartnerfortheliabilitiesincurred

byhim intheconductofthebusiness.
vi. Allpartnersareliableforthedebtsofthebusiness.

vii. Allpartnershavearightto acton behalfofthebusiness.E.g.signing of
documents.

viii. Theyhavearighttoinspectbooksofaccounts.
ix. Theyhavearighttopunishapartnerwhocarriesouthis/herdutiescarelessly.

DISSOLUTIONOFAPARTNERSHIP
Thisistheexpiryorbringingtheexistenceofapartnershiptoanend.Apartnershipmay
bedissolvedunderthefollowingcircumstances:-

i. Expiryoftheterm ofoperationinthecaseoftemporarypartnership.
ii. Iftheobjectivesofthepartnershiphavebeenachieved.

iii. Ifoneofthepartnersbecomesinsaneormad.
iv. Whenapartnerdies.
v. Ifapartnergivessoundreasonswhythepartnershipshouldbedissolved.

vi. Incaseapartnerisbankrupt.
vii. Thecourtmaydissolvethepartnershiponrequestbyacreditororwhena

partnershipincurslossesonly.
viii. Iftheactivitybeingcarriedoutisunlawful.

ADVANTAGESOFPARTNERSHIP
i. Morecapitalisraisedthroughcontributionsbymembersthaninthecaseofa

soletrader.
ii. Thereisdivisionofworkamongthepartnershencesharingofwork.

iii. Experienceissharedamongpartnersbecauseofcontributionoftalents.
iv. Sincetherearenolegalrequirementsinitsformation,itiseasytostart.
v. Thereisfreediscussionandconsultationamongpartnerswhicheasilybringsout

propersolutionstovariousproblems.
vi. Morecapitalcanberaisedtoexpandthebusinessbyadmittingmorepartners.

vii. Theabsenceofapartnerdoesnotaffecttherunningofthebusiness.
viii. Partnersmaygetbonusesinadditiontotheprofits.Thisactsanincentive.

ix. Apartnerisafullagentofthefirm.Hehasfullauthorityinthedailyrunningofthe
firm e.g.hecanorderforgoodsandacceptpaymentonbehalfofthefirm.

DISADVANTAGESOFPARTNERSHIP
i. Thebusinessbythedissolvedduetothedeathorbankruptcyofanymember.

ii. Allpartnersmaysufferalossofpenaltyresultingfrom themistakeofoneofthe
members.
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iii. Partnersmaydisagreeoncertainmattersofthebusiness.Thismayhinderthe
growthofthedevelopmentofthebusiness.

iv. Profitshavetobesharedamongseveralpeoplewhomakeupthepartnership.
Thisreducestheamountthateachmembergetsasaprofit.

v. Ahardworkingpartnermaybediscouragedbecausetheprofitsthatresultfrom
hishardworkaresharedbyallmembers.

vi. Themakingofdecisionsisslowandmayoftenbedelayedbecauseoftheneed
toconsultothermembers.

vii. Underordinarypartnershiptheliabilityofthemembersisunlimited.Thismeans
thatthepersonalpropertyofthemembersmaybetakentopayupthedebtsof
thebusiness.

viii. Thedeathofapartnerseriouslyaffectsthebusinessasawhole.

Revisionquestions:
1. (a) Whatisapartnershipdeed?

(b) Listdownthecontentsofapartnershipdeed.
2. Givereasonsforthedissolutionofapartnership.
3. Whataretheadvantagesanddisadvantagesofpartnerships?

JOINTSTOCKCOMPANIES

Ajointstockcompanyisanassociationofpersonsformedtoruncertainbusiness
activities.

Accordingtothelawcompanyisdefinedasalegalpersonthatownsproperties,enters
intocontracts,createsliabilities,maysueothers,maybesuedbyothersandcarriesout
certainspecificfunctionforwhichitwasformed.

A jointstockcompanythereforeexistsasanindependententityseparatefrom the
memberswhoconstituteit.

TYPESOFJOINTSTOCKCOMPANIES

1. PublicLimitedCompanies
Thisisatypeofcompanythathasaminimum ofsevenmembersandhasnofixed
number.

Featuresofpubliclimitedcompanies
i. Theyhaveaminimum ofsevenmemberswithnomaximum number.

ii. Theyhaveaseparatelegalentityfrom thememberswhoconstitutethem.The
membersareknownasshareholders.

iii. The liability ofthe share holders is limited to the capitalthatthey have
contributed.

iv. Thecapitalofthecompanyisraisedbysellingthesharestothepublic.This
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capitalisdividedintounitsofthesamevalueandeachunitisknownasashare.
v. Theownersofthecompanyarecalledshareholdersastheyholditsshares.

vi. Theshareholdershavenodirectcontactwiththeemployeesorcustomersofthe
company.Peoplecalleddirectorsareelectedbyshareholdersamongthemselves
conducttheaffairsofthecompany.

vii. Thesharesarefreelytransferable.
viii. Thecompanyisnotaffectedifashareholderbecomesinsaneorbankruptor

dies.
ix. Companiesareformedwiththeaim ofmakingprofits.
x. Sharesofthecompanyareopenedforthepublictobuyespeciallythroughstock

exchange.
xi. Companiesareexpectedtopublishtheirannualaccounts.

2. PrivateLimitedCompanies
i. Privatelimitedcompanieshavethefollowingcharacteristics:-

ii. Aprivatelimitedcompanymayhavetwoorfifty(2-50)members(shareholders).
iii. Thesharesoftheprivatelimitedcompaniesarenotfreelytransferrable.
iv. Itcanstartbusinessassoonasitreceivesthecertificateofincorporation.It

doesnothavetowaitforacertificateoftrading.
v. Itisnotrequiredtopublishitsaccountaspubliccompaniesdo.

vi. Thesizeofthebusinessrunsbyprivateisoftensmaller.
vii. Members’liabilityislimitedtotheircapitalcontributed.

viii. Ithasaseparatelegalentityseparatefrom thememberswhoform it.
ix. Membersofthepublicmaynotbeinvitedtobuysharesfrom thecompany.
x. Promotersofaprivatecompanymustpreparememorandum and articleof

association.

FORMATIONOFACOMPANY
Beforeacompanybeginsbusinessoperation,itmustregisterfirst.Itisthepromoters
orfoundermembersofthecompanythatfurnishtheregistrarofcompanieswiththe
followingdocuments:-

i. Memorandum ofassociation
ii. Articlesofassociation

iii. Alistofdirectors
iv. Astatementsignedbydirectorsstatingthattheyhaveagreedtoactassuch.
v. Adeclarationthatthenecessaryrequirementsforregistrationhavebeenfully

comprisedwith.Thisdeclarationmaybesignedbysecretaryorbyoneofthe
directorsorpromotersofthecompany.Iftheregistrarofthecompaniesfinds
thesedocumentsinorder,hemayaskthedirectortopayregistrationfee.On
receivingthefeeheissuesacertificateofincorporation.Thisdocumentgives
legalexistenceofthecompany.

MEMORANDUM OFASSOCIATION
Thisisthemostimportantdocumentintheformationofthecompany.Itlaysdownand
definesthepowerandlimitationofthecompany.Itgovernsthecompany’srelationship
withtheoutsidersorthegeneralpublic.

ContentsofMemorandum ofAssociation
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Amemorandum ofassociationcontains6basicaspectsorclauses:-

a) NameClause:
Thisclausestatesthenameofthecompany.Thelastwordofthenameoftheclause
shouldbelimitedtoserveasaremindertothepeopledealinginthecompanythatthe
reliabilityofitsmembersislimited.Acompanycantakeonanynameaslongasitis
identicaltothenameofanexistingcompany.

b) ObjectiveClause:
Thisclauseshowstheaimsandobjectivesforwhichthecompanyisbeingformed.The
companycannotcarryoutactivitiesbeyond the objectivesorscope stated in the
memorandum ofassociation.

c) SituationClause:
Thisshowstheregisteredaddressorlocationofthecompanytoenablethepublicknow
wheretofinditincaseofcontact.Everycompanymusthaveregisteredofficetowhich
noticescanbesent.

d) CapitalClause:
Inthisclause,thesharecapitalisstated thatthecompanywishesto have.The
followinginformationisgiven:-

i. Thetotalamountofsharecapital.
ii. Theunits(shares)intowhichthesharecapitalisdivided

iii. Thevalueofeachshare.
iv. Thetypeofsharee.g.ordinary,preferenceshareetc

e) LiabilityClause:
Thisclausestatesthattheliabilityofthemembersshallbelimitedtotheircapital
contributions.

f) TheDeclarationClause:
Thisistheclauseofthememorandum ofassociationandstatesthedesireofthe
promoterstoform themselvesintoacompany.Thisdeclarationmustbesignedbya
minimum of7peoplewhomustagreetotakeatleastoneshareeach.Theclausealso
statesthenamesandaddressofthepromotersandthenumberofshareseachhas
agreedtotake.

Questions:
1. Whatisamemorandum ofassociation?
2. Explainthecontentsofthememorandum ofassociation.

ARTICLESOFASSOCIATION
Thisisadocumentthatlaysdowntherulesandregulationsthatgoverntheinternal
organizationofthecompany.Inotherwordsitshowstheinternalrulesofthecompany.
Itincludesthefollowing:-

a)Therightsandpowersofeachtypeofshareholder.
b)Thepowersofthedirectorsofthecompany.
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c)Themethodofcallingandconductinggeneralmeetings.
d)Therulesgoverningelectionofdirectorsandauditors.
e)Waysofraisingfinancesforexpansion.
f) Howrecordsofthecompanyshallbekept.
g)Whetherthesharescanbetransferrableandhowtheymaybetransferred.
h)Thesalariestobepaidtothemanagement.

Note:
ThemostimportantdifferencebetweentheMemorandum ofAssociationandArticles
ofAssociationisthatwhiletheMemorandum ofAssociationdefinesthecompany’s
relationshipwithoutsiders,theArticlesofAssociationdefinestherulesandregulations
thatgoverntheinternalorganizationofthecompany.

DIRECTORSLIST:
Thisshowsthenamesofthedirectorsandtheirwrittenpromisestotakeupsharesina
company.

CERTIFICATEOFINCORPORATION:
When allrequirements have been satisfactorilycompleted,the registrarissues a
certificateofincorporation which allowsa companyto legallyexistand offerits
servicestothepublic.

Incaseofaprivatecompany,itcanstartoperatingassoonasitreceivesacertificateof
incorporation.Butapubliclimitedcompany;ithastowaitforacertificateoftradingfor
ittostartoperating.

PROSPECTUS:
Thisisdrawnupbydirectorsinvitingthepublictosubscribeforthesharesofthe
company.Itadvertisesthe sharesofthe companyto membersofthe public.A
prospectusgivesmuchdetailedinformationaboutthecompanydescribingtheshares,
thepromotersanddirectorsofthecompany,theperformanceofthecompany.

SHARES:
Ashareisaunitofcapitalofajointstockcompany.

Thereforethecapitalofthecompanyisraisedbysellingsharestomembersofthe
publicandthecapitalofacompanyisreferredtoasasharecapital.

Typesofshares
Therearebasicallytwotypesofsharesi.e.

a)Ordinaryshares
b)Preferenceshares

Ordinarysharesdonotcarryafixedrateofreturnoncapitalwhilepreferencesharesdo
carryafixedrateofreturn.Profitsdistributedtoshareholdersiscalleddividend.
Preferenceshareholdershavearightondividendsbutthedividendpayabletothem is
restrictedtoacertainpercentage.Thereforeordinaryshareholdersgetthereduceand
inyearsofgoodbusiness,ordinaryshareholdersmaygetformorethanpreference
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shareholders.

Usuallyonlyordinaryshareholdershavearighttovoteonimportantmattersconcerning
thecompanye.g.electionofdirectors.

Question
1. Whatarethedifferencesbetweenordinarysharesandpreferenceshares?

Typesofpreferenceshares
Preferencesharesmaybeofdifferenttypes:-
a) Accumulativepreferenceshares
Thesesharesareentitledtoafixrateofdividendtilltheyarepaid.Thismeansthat
incaseacompanydoesn’tdeclareanydividendforagivenyear,holdersofaccumulative
shareswillgettwoyearsdividendsinthefollowingyear.Itmeansthereforethatthere
dividendskeepaccumulatinguntilwhenprofitsaredeclaredandtheyarepaid.

b) Nonaccumulativeshares
Theseareentitledtoafixrateofdividendbutonlyfortheyearswhichadividendis
declared.

c) Redeemablepreferenceshares
Thesesharescanbebroughtbackbythecompanyafterastatedperiodoftime.

d) Irredeemablepreferenceshares
Thesearesharesthatcan’tbebroughtbackbythecompany.

DEBENTURES
Ifacompanyfindsitsauthorizedsharecapitalinadequateforitsshortterm financial,it
canraisemoneybysellingdebentures.
Adebentureisadocumentthatevidencesthatacompanyhasborrowedaspecific
amountofmoneyfrom thepersonnamedonitsfaceandundertakestopayafixedrate
ofinterestfortheloan.

Typesofdebentures
Debenturesmaybeclassifiedintwoways:-

a) Theymaybeclassifiedaccordingtothesecuritypledgedagainstthem i.e.they
maybenakedormortgageddebentures.

b) Theymaybe classified according to redemption.Here debenturesmaybe
redeemableorirredeemable.

(i) Nakeddebentures
Thesearenotsecuredi.e.propertyispledgedagainstthem.Ifthecompanygoes
bankrupt,theholdersofnakeddebenturesrankamongtheordinarycreditorsofthe
company.

(ii) Mortgageddebentures
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Thesearesecuredi.e.somepropertyispledgedagainstthem suchthatintheeventof
acompany’sliquidation,themoneyreceivedfrom sellingthepledgedpropertywillbe
usedtopayofftheholdersofthemortgageddebentures.

(iii) Redeemabledebentures
Thesearebroughtbackbythecompanyi.e.theamountborrowedagainstthem is
refundedbythecompanyafterthespecifiedminimum period.

(iv) Irredeemabledebentures
Theyareneverrefunded.Theamountborrowedagainstthem remainsoutstandingtill
thecompanyisliquidated.Inotherwords,holdersofirredeemabledebenturesremain
creditorstothecompanyuntilwhenthecompanyisliquidated.

DifferencebetweenSharesandDebentures
i. Ashareisaunitofcapitalwhereasadebentureisaunitofloan.Thereforea

shareholderisoneoftheholdersofthecompanybutadebentureholderisonly
acreditor.

ii. Sharesarepaidindividendswhiledebenturesarepaidininterest.
iii. Sharesareusuallyirredeemablewhiledebenturesareusuallyredeemable.
iv. Mostshareholdershavearighttovoteontheaffairsofthecompanyunlike

debentureholders.
v. Whenacompanyisliquidated,debentureholdersarepaidthefacevalueoftheir

debenturesplusanoutstandinginterest.Butshareholdersmayreceivemuch
morethanthefaceoftheirholders.

AdvantagesofPrivateLimitedCompanies
i. Existenceofpersonalcontactbetweenowners,employeesandcustomersofthe

business.
ii. Membersenjoylimitedliability.

iii. Decision making and implementation is quickersince itis notsubjectto
bureaucraticpoliciesasinpubliclimitedcompany.

iv. Ithascontinuityofexistencei.e.notaffectedbydeathorbankruptcyofa
memberbecauseitisalegalentity.

v. Itspropertyisseparatefrom thatofitsshareholders.
vi. Itiscapableofraisingmorecapitalthanasoletraderorpartnership.

Disadvantages
i. Raisingcapitalmaybedifficultbecauseprivatelimitedcompanycannotappeal

thesecretstothepublic.
ii. Sharesarenoteasilytransferrable.

iii. Incasetheshareholderwantstoleaveabusiness,hehastoseekpermission
from thedirectorstoallowhim todoso.

iv. Risksarenotspreadovertomanymembers.
v. Employeesofthecompanyarenotallowedtopurchasesharesofthecompany.

Thisdiscourageshardworkamongtheemployees.
vi. Thedirectorsmayhavetheirowninterestswhichmayconflicttheinterestsof

thecompany.
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AdvantagesofPublicLimitedCompanies
i. Limitedliability:Incaseofcollapseofthecompany,theresponsibilityofthe

shareholderstothedebtsofthecompanyislimitedtotheamountcontributed
ascapital.Theycannotlosetheirpersonproperty.

ii. Apubliclimitedcompanyhascontinuityofexistence.Itcannotbeaffectedbythe
death,bankruptcyorinsanityofashareholder.

iii. Itcanraisemorecapitalthroughthesaleofsharesanddebenturestothepublic
unlikeprivatelimitedcompanies.

iv. Greaterspecializationoffunctionsispossiblebecausetherearemanypeople
withexperienceindifficultfieldsi.e.itispossibletospecialize.

v. Sharesaretransferrableandthisanincentivetoinvestorswhoareassuredof
convertingtheirsharesintocashatanytimetheyneedit.

vi. Itcanenjoyeconomiesofscale.Thisresultsfrom thelowercostsofproduction
andhigherprofit.

vii. Thelegalregulationsafeguardtheinterestofshareholdersaspeoplewhodeal
withthecompany.

viii. Workerscanbeallowedtobuysharesofthecompanywhichgivesthem an
incentivetoworkhard.

DisadvantagesofPublicLimitedCompanies
i. Thereisnodirectcontrolbytheownersorshareholdersofthecompanyi.e.

managementandownershipareseparated.
ii. Theformationprocessofthecompanyisverylongandexpensivesinceit

requiresmanydocumentsandlegalformalities.
iii. Itmustpublicizeitsbooksofaccountwhich maymakeitdifficultforthe

companyinperformingtoobtaincreditsfrom financialinstitutions.
iv. Decision making and implementation forimportantmattersisverydifficult

becauseofbureaucracy.
v. Itlacksflexibilityi.e.unlikethesoletrader,publiclimitedcompaniescanonly

engageinthoseactivitieswhichwerestatedinthememorandum ofassociation.
vi. Itisatariskofsufferingdiseconomiesofscalee.g.inefficientraw materials,

marketingdiseconomiesetc.incasethebooksofaccountsshow morelosses
thanprofits.

vii. Thedirectorsmayhavetheirowninterestwhichmayconflictwiththeinterestof
thecompany.

viii. Thereisnosecrecyorconfidentialityasregardsbusinesssincemanypeople
ownedit.

ix. Thecompanyisownedbyverymanypeopleandprofitsaresharedbyallshare
holders.

SHARECAPITALOFACOMPANY
Thecapitalofacompanyiscalledsharecapitalforthereasonitisraisedbyselling
shares.Thesharecapital

FormsofShareCapital
1. Nominal/Authorizedorregisteredsharecapital
Thisisamaximum amountacompanymayraisebysellingshares.Itisalwaysstatedin
thememorandum ofassociationatthetimeofformationofthecompany.E.g.a
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companymaywishtosell150,000sharesat10/=each.Itsnominalsharecapitalwillbe
150,000x10
=1,500,000/=

2. IssuedShareCapital
Thisisatotalfacevalueofthesharesthathavebeenissuede.g.intheabovecasethe
companymaydecidetoissueoutonly100,000sharesoutofits150,000shares.
Thereforetheissuedsharecapitalwillbe
100,000x10
=1,000,000/=

3. CalledupShareCapital
Thisistheamountthatshareholdershavebeenaskedtopaye.g.intheabovecompany
where100,000shareswereissuedout,thecompanymayaskshareholderstopayonly
7/=foreachshareoutof10/=.Sothecalledupsharecapitalwillbe
100,000x7/=
=700,000/=

Note:
Theremainingbalanceof300,000/=willbetheuncalledupcapital.

4. Paidupsharecapital
Thisistheamountthathasactuallybeenreceivedfrom theshareholdersi.e.ifinthe
caseashareholderhasfailedtocallat2/=pershare,thepaidupcapitalofthe
companywillbe698,000/=ascalculatedbelow.
Calledupcapital =700,000/=
Lesscapitalinarrears=10,000x2=20,000
700,000–20,000 = 698,000/=

Calledupcapital = 700,000/=
Lesscapitalinarrears = 100,000x2/= =200,000shs
Thereforepaidup = 700,000–200,000

= 500,000/=

Unpaidupcapitalorcapitalinarrears=200,000/=

LIQUIDATIONOFACOMPANY
Thisisthewindingupofacompany.Inotherwordsitcomestoanend.

Windingupofacompanymaybe:-
(i) Compulsory:
Thisisdonebylaw forvariousreasons.Itmaybebecauseitdoesnotoperate
accordingtostandingordersorifitsunabletomeetitsobligations.Onceacompanyis
declaredbankrupt,itmaybewindedup.

(ii) Voluntary:
Thisisdonebythewishesofthemembers.Itmaybedoneforpolitical,economicor
socialreasons.Temporarycompaniesmaywindupiftheycompletetheirtasks.
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LOANCAPITAL
Thisismoneyobtainedbyacompanybyborrowingfrom thebankorbyissuing
debentures.

MARKETINGBOARDS
Thesearetradingorganizationsusuallysetupbythegovernmenttobuyagricultural
productsfrom farmersandselltheseproductseitherwithinthecountryoron
internationalmarket.

ClassificationofMarketingBoards
MarketingBoardsareclassifiedaccordingtothetypeofgoodstheyhandleandthe
areastheyserve.Theyareclassifiedasfollows:-

1. CommodityMarketingBoards
Thesearemarketing boardsthathandleparticularagriculturalproducts.Theyare
namedaccordingtotheproductsthattheyhandlee.g.theCoffeeMarketingBoard,Link
MarketingBoardetc.

2. ProduceMarketingBoards
Thesearemarketingboardsthathandleseveralagriculturalproducts.TheProduce
MarketingBoardinUgandausedtohandleproductssuchasmaize,beans,groundnuts
etc.

3. ExportMarketingBoards
Thesemarketingboardssellvariousagriculturalproductstoforeignmarkets(they
exportproducts)e.g.theCoffeeMarketingBoardwasresponsibleforsellingUganda’s
coffeeoninternationalmarket.
4. AdvisoryBoards
Theseareboardsthatcarryoutresearchandprovideadvisetofarmerswhoproduce
variousagriculturalproducts.

Marketingboardswhicharesetupbythegovernmentareknownasstatutorymarketing
boards.Suchboardsaremanagedbyaboardchairmanwho isappointedbythe
government.

5. VoluntaryMarketingBoards
Thesearenormallysetupandcontrolledbytheproducersthemselves.

FunctionsofMarketingBoards
(i) Buyingproduce:Marketingboardsbuyproducefrom farmersinvariouspartsof
thecountryandregulatepricesfavourabletoboththefarmerandtheboard.
(ii) Sellingproduce:Marketingboardsareresponsibleforsellingtheproducefrom
farmers.Theboardmayselltheproducelocallyorinternationally.
(iii) Collectionofproduce:Marketingboardscollectproducefrom thefarmers
(iv) Storageofproduce:Marketingboardsprovidestoragefacilitiesfortheproduce
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boughtfrom thefarmers.Someseasonalproducemaybestoredtothenext
periodofnoproduction.Thisensuresconstantsupply.

(v) Research:Marketingboardscarryoutresearchinagriculture.Theyadviseand
helpfarmerstoimproveonthequalityofproduce.

(vi) Assistancetofarmers:Marketingboardsassistfarmersinvariouswayswhich
include:-
- Provisionoffertilizers,pesticides,farm toolsetcatreducedprices.
- Provisionofpackingmaterialstofarmerssuchassuckspolythenematerials

etc.
- Provisionofloanstofarmersthroughco-operativesocieties.

(viii) Stabilizing prices:Marketing boardsstabilizepricesforagriculturalproduce
usingaprocessknownasbufferstocks.Theybuyupalltheexcessproduce
whichmaystoreandselllaterwhenthereareshortages.

(ix) Controlofproduction:Marketing boardsmaytakemeasuresto avoid over
productionofcertaincrops.Theymayimposequotastovariousproduceorco
operativesocietiessuch thatanycrop produced in excessofthequotais
rejected.(aquotaisthemaximum quantityrequiredtobesuppliedinthemarket.)

PROBLEMSOFMARKETINGBOARDS.
(i) Transport:
Badroadsandbadweathercreatetransportproblemstomarketingboards.These
usuallyleadtobreakdownofvehicles.

(ii) Poorqualityproduce:
Somefarmerssellpoorqualityproducetothemarketingboards.Thismaybeinform of
halfdriedproducee.g.incoffeeandbeans.

(iii) Politicalinfluence/intervention:
The managementofmarketing boards is usually influenced politically.Unskilled
administratorsareusuallyappointedto managemarketingboards.Thisresultsin
mismanagement.

(iv) Overproduction:
Sometimesfarmersproduceoutputbeyondwhattheboardmayhandle.Themajor
reasonforoverproductionisusuallyfavourableweathercondition.

(v) Competitionfrom otherbusinessmen:
Business men have ready cash to pay forthe produce from the farmers.This
encouragesfarmerstoselltheirproducetothebusinessmeninsteadofthemarketing
board.

(vi) Pricefixing:
Marketingboardoftenfacetheproblem offixingpricesfortheproduce.Theymayfix
thepricesthatmaybebelow orabovethepriceatwhichtheyeventuallysellthe
produce.

(vii) Disasters:
Naturaldisasterse.g.earthquakes,drought,frost,floodse.t.c.affectthequantityand
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qualityofagriculturalproducethattheboardmayobtainfrom thefarmers.

(viii) Corruption:
Officialswhomanagemarketingboardsoftenembezzleorstealfundsmakingthe
boardtosufferlosses.

(ix) Lackofsupportfrom thegovernment:
Somemarketingboardsdonotgetsupportfrom thegovernmentasaresult;theyfailto
perform mostoftheirfunctionsduetolimitedfundsandlackofsupport.

(x) Lackofproperstoragefacilities:
Somemarketingboardsdonothaveenoughstoragefacilitiestostorealltheproduce
from thefarmersespeciallywhenthereisoverproduction.

(xi) Politicalinstabilityandinsecurity:
Thisaffectsthelevelofproductionandmakesitdifficultforthemarketingboardsto
collecttheproducefrom someareas.

(xii) Governmentpolicyofliberalization:
In Uganda,the governmenthas liberalized trade activities wherebythere are no
restrictionsin termsofcarrying outalltypesofeconomicactivities.Asaresult,
marketingboardshavebeenoutcompetedbyprivatecompaniesthatdealinproduce
aswell.

CO-OPERATIVES
Aco-operativesocietyisabodyofpeoplewhohaveagreedtocometogetherinorderto
attainacommonobjectivecollectively.Therearedifferentformsofco-operatives
namely:-

i. Consumerco-operativesocieties
ii. Producerco-operativesocieties

iii. Savingsandcreditsocietiesetc

PRINCIPLESOFCO-OPERATIVES
Foranyorganizationtobeaco-operative,itmustoperatebasingonthefollowing
principles:-
1. OpenandVoluntarymembership:
Membershiptoaco-operativesocietymustbeopentoallwhocanfulfilltheregulations
governingasociety.Membershipshouldnotbelimitedbytribal,political,religious,
socialandracialdifferences.

2. Democraticadministration
Eachmemberoftheco-operativesocietyisfreetoholdanyofficeaslongasother
membersfeelthathe/sheiscapableofcarryingouttheresponsibilitieseffectively.This
is done with reference to the socialposition,background,politicalorreligious
background.Memberswhoholdofficesorpositionsofresponsibilityinaco-operative
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societyhavetobeelecteddemocratically.Thisiscarriedoutonthebasisofoneman
onevote.

3. Capitalcontribution
Membersofaco-operativesocietymustcontributeaspecifiedamountofmoneyas
subscription.Thisisthemoneywhichmakesupthecapitalofthesociety.Thismoney
isusedtorunthesocietyinordertoachieveitsobjectives.

Members who maywish to withdraw from the societyare entitled to a certain
percentageofwhattheycontributed.

4. PaymentofDividends
Theprofitsthatmaybemadebythesocietymustbesharedamongstallmembers.This
isdoneaccordingtohowmuchthismemberhascontributedtothemakingofprofits.
e.g.ifitaproducerco-operativesociety,thesharingofprofitsdependsonthesalesthat
aneighbourhasdonetothesociety.Ifitisaconsumerco-operativesociety,thesharing
ofprofitsdependsonpurchasesamemberhasmadefrom thesociety.

5. Paymentofinterest
Membersgetinterestfrom thesocietyaccordingtothecapitalcontributedbyeach
member.Theinterestisfixedatagivenratewhichshouldbeknownbyallmembers.

6. PromotionofEducation
Everyco-operativesocietyhasgottheresponsibilityofeducatingitsmemberssothat
eachfullyunderstandstheaimsofthesocietyandhow thesocietyoperates.Thisis
doneinordertopromoteasenseofloyaltytothesociety.

7. Co-operationwithotherco-operativesatdifferentlevels
Aco-operativesocietyisexpectedtoco-operatewithotherco-operativesatdifferent
levels.This maybe atvillage level,regionallevel,districtlevel,nationallevelor
internationallevel.

8. Cashpayments
Allsalesandpurchaseswithintheco-operativesocietyshouldbemadeattheprevailing
marketpricesandonacashbasis.

TYPESORFORMSOFCO-OPERATIVES
i. Consumercooperatives

ii. Producer
iii. Savingsandcreditsocieties
iv. Transportcooperation
v. Banking

vi. Insurance

ConsumerCo-operativeSocieties
Thesecompriseofconsumerswhogettogetherinordertoprotectthemselvesagainst
exploitationbyproducers.Theconsumerco-operativesbuyitemsthatthemembers
requireinbulktherebybuyingaswholesalers.Theythenselltheseitemstomembersat
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reasonableprices.Insomecasesconsumercooperativesmayselltonon-membersat
themarketpriceandbysodoingmakeprofits.theprofitsmademaybesharedbythe
membersandsomeofitmayberetainedtostrengthenthefinancialpositionoftheco-
operative.

Functions/advantagesofconsumerco-operatives
i. Theybringitemsnearertothemembers.

ii. Theypromotesocialunderstandingamongstthemembers.
iii. Theyprovidetheitemsatreasonablepricestothemembers.
iv. Theyprotecttheconsumers(members)againstexploitationbythebusiness

community.
v. Membersgetsomeadviceasregardsuseandhandlingofcertainitems.

vi. Membersenjoylimitedliabilityiftheco-operativesocietyisregisteredasa
limitedcompany.

ProducerCo-operativeSocieties
These are made ofindividualproducers who come togetherforthe purpose of
maximizingthebenefitsoftheproductions.

Thesebenefitsmayincludeabiggermarket,bettertransportetc.InEastAfrica,the
producercooperativeshavebeenthemostsuccessfulbecausemostofthepeoplein
theregionareinvolvedinagriculture.Themainfunctionoftheproducerco-operativesis
tostandunitedinordertoprotectagainstexploitationbyconsumersandmiddlemen.
Theycollect,storeandsometimesprocessproducebeforesellingitoff.

Functions/Advantagesofproducerco-operatives
i. Theyprovidetransportfrom theproductioncentrestothemarkets.

ii. Theylookformarketforthemembers’products.
iii. Theygiveadviceasmayberequiredbytheproducers.
iv. Theyextendcreditfacilitiesinform ofshortterm loanstohelptheproducers

improveonthequantityandqualityoftheirproduce.
v. Theyprovideservicesessentialtotheproducerse.g.tractorhireservicesatthe

lowestpricespossible.
vi. Membersreceiveafairpricefortheirproduce.

vii. Theyalsoprovidetoolsnecessaryforproductionatsubsidizedprices.

SavingandCreditSocieties(ThriftandLoanCo-operativeSocieties)
Thesearemadeupoflow incomeearnerswhocometogetherinordertobeableto
carry outactivities orundertake investments thatrequire big sums ofmoney.
Individualspaysubscriptionandmembershipfee.Thecollectiveamountsavedwillthen
constituteapoolfrom whichmembersofthesocietycanborrow andbringbackthe
moneywithinterest.

Savingsandcreditsocietiesareimportantbecausetheyencouragelowincomeearners
tosaveandalsoprovidecapitaltothemembersinform ofloansforinvestment.

Theinterestearnedfrom theloansisusedbythememberstorunthesocietyandto
improveonthemembers’welfare.
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FunctionsofSavingsandCreditSocieties
i. Itencourageslowincomeearnerstosavemoney.

ii. Itlendsmoneytomembersforinvestmentpurposes.
iii. Savingsmadeenablemembersacquireexpensiveassets.

GENERALPROBLEMSAFFECTIGNCO-OPERATIVESOCIETIES
i. Lack ofskilled and experienced administrators since the majority ofthe

membersintheco-operativeslackenougheducation.
ii. Theylackinadequatefinancebecauseoflowincomesofthemembers.

iii. Theylackproperstoragefacilitieswhicheventuallyaffectthequalityofthe
produce.

iv. Thereisnosufficienttransportfacilitiesi.e.noenoughvehiclestotransport
farmers’produce,impassableroadsandattimesnoroadsatall.

GOVERNMENTINVOLVEMENTINCOMMERCE

ReasonswhygovernmentgetsinvolvedinCommerce:
i. Toprovideessentialserviceslikeschools,hospitalsetcataffordablepricesso

astoreduceoverexploitationbyprivateindividuals.
ii. Inthecaseoflargeventuresthatrequirealotofcapitalwhichprivateindividuals

cannoteasilyraise.The governmentusuallyundertakes such ventures e.g.
constructionofhydroelectricpowerstations.

iii. Toensureequaldistributionofeconomicopportunitiesbysettingupindustriesin
differentpartsofthecountry.

iv. To ensure balanced developmentofallpartsofthe countrybysetting up
industriesinthosepartsofthecountrythatarestillunderdeveloped.

v. To break the monopoly powers ofprivate enterprises thatusually exploit
consumersintermsofhighprices.

vi. Thegovernmentmayalsogetintoinvolvedincommerceinordertohandlethe
productionofsensitiveanddangerousproductsthatshouldnotbelefttoprivate
individualse.g.guns.

vii. Toprovideproductsofhighqualityandoftherightquantitiesinordertoavoid
exploitationfrom theconsumers.

viii. Itmaybethepolicyofthegovernmenttonationalizetheeconomy.

Thegovernmentgetsinvolvedincommercethroughthefollowingways:-
i. Nationalization

ii. Consumerprotection
iii. Privatization

NATIONALIZATION
Itis a governmentpolicythatinvolves the takeoverofthe ownership ofprivate
enterprisesbythegovernment.
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CONSUMERPROTECTION
Itis a governmentpolicyto protectthe consumers againstexploitation bythe
businessmen.Itisdonebythegovernmenttoensurethewellbeingofthecitizens.

Waysofconsumerprotection
i. Throughthenationalbureauofstandards.Thisisaninstitutionsetupbythe

governmenttoensurethatthegoodsproducedandsoldtotheconsumersmeet
theproperrequirementsorstandardsintermsofquality,quantityamongothers.

ii. Pricecontrols:Thisiswherethegovernmentfixespricesofcommoditiesinthe
country.

iii. Throughweightsandmeasuresdepartment:Thisdepartmentcarriesoutregular
inspectionofweighingscalesandotherequipmentsusedintrade.Thisisto
ensurethattherightquantitiesofgoodsaresoldtotheconsumer.

iv. Throughtheministryofhealth:Theministryofhealththroughthepublichealth
departmentissupposedtoensurethatthegoodsusedespeciallyfoodsand
drinksdonothavebadeffectsonconsumers.

v. Throughtheministryofagricultureandanimalindustry,veterinarydepartment.
Officialsfrom theveterinarydepartmentaresupposedtocheckanimalsbefore
theyareslaughteredformeat.Thedepartmentalsohaspowertostopthe
movementofanimalsfrom areasaffectedbyanimaldiseases.

vi. Tradelicense:Notraderisallowedtooperatewithoutatradelicensefrom the
government.Thismeansthatonlythosewho qualifyto sellthegoodsare
allowedtodoso.

vii. Through consumers’association:These are associations setup by the
consumersthemselves.Theseassociationscarryoutinvestigationsregarding
thequalityandpricesofgoodsonmarket.

ReasonsforConsumerProtection
i. Tradersoftenoverchargeconsumerssothattheymaygetalotofprofits.

ii. Sometimesconsumersmaynotbeawareofthequalityanddisabilityofthe
products.

iii. Useofwrongweightsandmeasuresisacommonpracticeamongsellershence
needforconsumerprotection.

iv. Misleadingadvertisementsbythesellerstendtoattractconsumerstobuygoods
whichmayinsteadbeuseless.

v. Sometraderssellgoodsthatmaybedangeroustothehealthoftheconsumers
e.g.expireddrugs,unhygiene,foodstuffsetc.

vi. Someproducesmayuseinferiorcomponentsintheproductionofcertaingoods
tomakethecostofproductionlow.Howeversuchproducersendupsellingsuch
commoditiesathigherprices.

PRIVITISATION
Thisreferstothegovernmentpolicyoftransferringownershipofpublicenterprisesto
privateindividualsascompanies.
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REASONSFORPRIVITIZATIONINUGANDA
i. Toimprovetheefficiencyofpublicenterprisessothattheymayproducegood

qualitygoodsandservices.
ii. Toencouragecompetitionamongfirmssoastoimproveontheutilizationof

resourceshencehighproduction.
iii. Privatization isfavoured bythemajordonors,World Bankand IMF.Ithas

thereforebeengiventoUgandaasaconditionforaid.
iv. Toreducecorruptionamonggovernmentofficialsbypromotingaccountability,

transparencyandbettermanagement.
v. Toreducegovernmentexpenditureonpublicenterprisesinform ofsubsidies.

vi. Towidenthetaxbaseofthecountrythroughtaxationoftheprivateenterprises.
vii. Toencouragetheparticipationofmanypeopleinproduction.

viii. Tocreatemoreemploymentopportunitiesbyallowingprivateindividualsand
companiestoruntheenterprises.

ix. Toenablethegovernmenttoconcentratefortheprovisionofsocialserviceslike
health,educationetc.

x. Toencouragedomesticproductionsoastoavoidbalanceofpaymentproblems.
xi. Toencourageinflowofcapitalwhenforeigninvestorsareinvolved.

xii. Toencouragethetransferofmoderntechnologyfrom thedevelopedcountries.

DISADVANTAGESOFPRIVATIZATION
i. Planningfortheeconomybythegovernmentbecomesdifficultsincemost

enterprisesareownedbyprivateindividualsandevenforeignerswhoseinterests
maynotbethesameasthoseofthegovernment.

ii. Privatizationleadstoincreasedexploitationoftheconsumerthroughhighprices
andevenpoorqualitygoodsandservices.

iii. Italsoleadstounemploymentintheshortrun.Thisisbecausethebuyersofthe
public enterprises often reduce the numberofworkers employed by the
enterprise.

iv. Itleadstoareductionintheprovisionofsomeessentialgoodsandservices
especiallyifsuchgoodsandservicesdonotfetchhighprofits.

v. Italsoleadstooverexploitationofnaturalresourcesleadingtoenvironmental
degradation.

vi. Privatizationincreasesincomeinequalityamongthepeople.Thefew private
individualswhoowntheenterprisesearnalotofprofitsandthereforebecome
muchrichercomparedtotheeconomyofthegovernment.

vii. Privatizationtendstobeunpopularamongthecitizens.Itmaythereforeleadto
lossofsupportforgovernmentamongthelocalpeople.

viii. Privatizationmayresultinlossestothegovernment.Thiscomesaboutasa
resultofvaluationandhighcostsofadvertising.

STATECORPORATIONS
These are organizations setup and owned bythe government.The government
financesandalsocontrolsthoseorganizations.Statecorporationsareofthreetypesi.e.

i. Parastatalbodies
ii. Publiccorporations
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iii. Localauthorities

PARASTATALBODIES
Thesearegovernmentorganizationssetuptoundertakedevelopmentalfunctions.They
donotaim atmakingprofitsbutinsteadtoassistthepublicinvariousways.

OrganizationssuchasProduceMarketingBoardandLinkMarketingBoardweresetup
bythegovernmenttoassistfarmersforlookingformarketfortheirproduceandalsoto
helpthem transporttheirproducetothosemarkets.

PUBLICCORPORATOMS
Thesearesetupbythegovernmenttoprovidegoodsandservicestothepubliceither
freelyoratreducedcosts.Theaim istoreducetheexploitationofthepublicbythe
privatesector.Examplesinclude:NationalWater&SewerageCorporation,theformer
UgandaRailwaysCorporationetc.

LOCALAUTHORITIES
Thesearecontrolledbythelocalgovernmenttoprovidecertainessentialserviceswhich
maybeunprofitableandthereforenoteasilyprovidedbyprivateindividualse.g.cleaning
ofthestreets,roadmaintenance

Advantagesofstatecorporations
i. Statecorporationsundertakesomeactivitiesthatareunprofitablebutessential

tothepeople.Suchactivitiescannotbeeasilyundertakenbytheprivatesector.
E.g.cleaningofthestreets,maintenanceoftoads.

ii. Someactivitiesrequirealotofcapitaltoundertake.Thecapitalrequiredmaybe
somuchthattheprivatesectormaynoteasilyraiseit.Suchactivitieshavetobe
undertakenbythegovernmentthroughstatecorporationse.g.electricitysupply,
watersupply,therailwaysetc.

iii. Someactivitiesareveryriskyandthereforecannotbeleftinthehandsofprivate
individualse.g.theproductionofweapons,maintaininglawandorder.

iv. State corporations provide services to the public atlow costs e.g.water,
electricity,medicalservicesetc.

v. Somestatecorporationsmaymakeprofits.Theseprofitsbenefitthecitizensin
form offinancingmedicalservicesetc.

vi. Statecorporationsalsoprovideemploymenttothepublic.
vii. Throughstatecorporations,thegovernmentcanachievebalanceddevelopment

throughoutthevariousstateenterprisesindifferentpartsofthecountry.
viii. Statecorporationseliminateduplicationintheproductionofgoodsandservices.

Thisreduceswastageofresources.

Disadvantagesofstatecorporations
i. Politicalinfluence:ThemanagementandadministrationofStateCorporationis

politicallyappointed.This tends to promote politicalobjectives ratherthan
businessobjectives.

ii. Corruption:There is a wide spread misuse and stealing funds in public
corporations.

iii. Inadequatefundsfrom thegovernment:Somestatecorporationsareverybigto
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theextentthatthegovernmentmaynothaveenoughfundstooperatethem e.g.
therailwayservices.

iv. Inefficiency:Workersinstatecorporationshavenopersonalinterestwiththese
organizationsandasaresulttherearehighlevelsofinefficiency.

v. Poorqualitygoodsandservices:Statecorporationstendtoproducepoorquality
goodsandservicessincemanyofthem aremonopolieswhichoperatewithout
anyseriouscompetition.

vi. Statecorporationsoverburdenthetaxpayer:Thisisbecausemanyofthem do
notrealizeprofitsandthereforethecostsoftheoperationshavetobemetbythe
peopleintermsofincreasedtaxes.

vii. State corporations discourage private enterprises:This is because they
competewith theprivateenterprisesand theytend to producegoodsand
servicesatlowprices.

viii. Thereistoomuchbureaucracy(red-tape)inthestatecorporation:Thisresult
intounnecessarydelaysindecisionmakingwhichresultsintodelaysofgoods
andservices.

INTERNATIONALTRADE
Thisistheexchangeofgoodsandservicesbetweencountries.Itisalsoreferredtoas
foreigntradeorexternaltrade.

Internationaltraderinvolvesexporttradeandimporttrade.

Exporttradeisthesellingofgoodsandservicestoanothercountry.

Importtradeisthepurchaseofgoodsandservicesfrom anothercountry.

REASONSFORTHEEXISTENCEOFINTERNATIONALTRADE
(WhatgivesrisetoInternationaltrade?)

i. Differencesinclimaticconditions:Certaincropsmaygrow verywellincertain
countriesbutmaynotgrowatallinothercountries.

ii. Differencesinthelocationofnationalresources:Somecountrieshavecertain
resourcesasminerals.Othercountriesdonothavesuchresourcesandthus
creatinganeedtogetthese resourcesthroughinternationaltrade.

iii. Differencesinskillsalsogiverisetointernationaltrade:Countriesthatdonot
have enough skilled man powerneed to getsuch man powerthrough
internationaltrade.

iv. Differencesintheleveloftechnology:Countrieswithpoortechnologyneedto
getadvancedtechnologyfrom thedevelopedcountries.

v. Todisposeofsurplus:Countriesthatproducecertaingoodsinsurplus(excess
ofwhatisrequired)needtosendthesurplustoothercountriesandgetother
thingsfrom thesecountries.

vi. Specialization:Thisiswheredifferentcountriesconcentrateontheproductionof
particularitems.

vii. Differencesinthecostsofproduction:Thisenablessomecountriestoproduce
moregoodsthanothercountriesbecauseofthelowcostsofproduction.
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viii. Toenablecountriestogetwhatitcannotproduce.

TERMSORWORDSCOMMONLYUSEDININTERNATIONALTRADE

Bi-lateraltrade:
Itistheexchangeofgoodsandservicesbetweentwocountries.
Multi-lateraltrade:
Itistheexchangeofgoodsandservicesamongmorethantwocountries.

Visibletrade:
Itinvolvesexchangeoftangiblegoods.Thegoodsmaybetangibleexportsandtangible
imports.

Invisibletrade:
Itinvolvesexchangeofservicessuchastourism,transport,insurance,bankingetc.

Balanceofpayment:
Thisreferstothedifferencebetweenthereceiptsandpayments(bothvisibleand
invisibleofacountry).A countryreceivesmoneyforexports(receiptsandpaysof
importsandpaysforexports(payment).Whenreceiptsofacountryaremorethan
paymentsthenacountryissaidtobehavingafavourablebalanceofpayment.Ifthe
paymentaremorethanthereceiptsthenthecountryissaidtobehavingunfavourable
balanceofpayment.Unfavourablebalanceofpaymentisalsoknownasdeficit.

Balanceoftrade:
Thisreferstothedifferencebetweenvisibleexportsandinvisibleimportsacountryis
saidtobehavingfavourablebalanceoftradewhenthevisibleexportsaremorethanthe
visibleimports.Unfavourablebalanceoftradeariseswhentheimportsaremorethan
theexports.

Termsoftrade:
Thisreferstothecostofacountry’simportsrelativetothepriceoftheexports.Whena
countryspendsmoremoneyasimportsthanwhatitearnsfrom exports,itissaidto
haveunfavourabletermsoftrade.Howeverifitearnsmoremoneyfrom theexports
thanwhatisspendsonimports,itissaidtohavefavourabletermsoftrade.

Exchangerate:
Itistherateatwhichthecurrencyofthecountyisexchangeforaforeigncurrency.Itis
thevalueofonecurrencyintermsofanothercurrency.

Devaluation:
Itistheofficial(legal)reductionofthevalueofthecountry’scurrencyontermsof
foreigncurrency.

Customsduties:
Thesearetaxeschargedonimportedgoods.Customsdutiesarealsoknownastariffs
orimportduties.
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Customsauthorities:
Theseareresponsibleforthecollectionofthecustomsduties.

CustomsDrawback:
Thisreferstothemoneyrefundedtotheimporterafterpaymentofcustomsduty.This
refundismadewhentheimportersdecidetore-exporttheimportedgoodsandservices
inagivenperiodoftime.

ADVANTAGESOFINTERNATIONALTRADE
i. Itenablesacountrytogetgoodsthatitcannotproducee.g.Ugandaisableto

getvehiclesfrom othercountries.
ii. Itenablesthepeopleinaparticularcountrytohavevarietyofgoods.Thiswidens

thechoiceofconsumers.
iii. Itencouragesspecializationwhichleadstoincreasedproduction.
iv. Itprovidesa marketforthe surplus(excess)goodsproduced bydifferent

countries.Suchgoodsarenotwasted.
v. Itincreasesgovernmentrevenuethroughtaxeschargesonimports.

vi. Itcreatesmoreemployment.Jobsarecreatedbyindustriesproducingforexport,
companyimportingandexportinggoods,workerswhocollecttaxesetc,

vii. Encouragescompetitionamongproducersinvariouscountries.Thisleadsto
productionofimprovedqualitygoods.

viii. Itenablesthecountrywithsurplusskilledlabourtoexportsuchlabourwhile
thosewithlabourshortagesareabletogetsuchlabour.

ix. Itenablesthe poorcountriesto getbettertechnologyfrom the developed
countries.

x. Incaseofnaturalcalamitiessuchasfloods,droughtetc,countriescaneasilyget
supplyfrom othercountriestoovercomesuchproblems.

xi. Itpromotes internationalcooperation and understanding.This is because
countriesdependoneachotherandatthesametimepeoplemovefrom one
countrytoanother.

DISADVANTAGESOFINTERNATIONALTRADE
i. Continuous exchange ofgoods may lead to exhaustion ofresources e.g.

minerals,fishetc.
ii. Importationofgoodsthatareofbetterqualitythanthelocallyproducedgoods

retardsthegrowthofthelocalindustries.
iii. Imported goods maybe harmfulto the citizens.Such goods mayinclude

pornographicmaterials,expireddrugswhichmayaffectthehealthandmoralsof
thecitizens.

iv. Itmayleadtooverdependenceofthecountryonothercountries.Thedependant
countrymaythereforebesubjectedtoundesirableconditions.

v. Thefinalpriceofimportedgoodsisusuallyhigh.Thisisduetohighimport
dutiesandhandlingcharges.

vi. Itmaydiscouragethedevelopmentoflocalskills.Thishappenswhenacountry
dependsonimportedskilledmanpoweranddoesnotinvestinthetrainingofits
ownpeople.

vii. Itmayresultintoimportedinflation.Thishappensifacountryimportsgoods
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from anothercountrythatisexperiencinginflation.
viii. Itencouragesdumping.Thisisthesellingofacommodityinaforeigncountryat

apricelowerthanthepriceatwhichthecommodityissoldinthehomemarket.
ix. Itmayleadtobalanceofpaymentproblemsifthecountryimportsmoregoods

thatitexports.
x. Itmayresultintoshortagesofcommoditiesintheimportingcountry.Countries

thatdependonexperiencesproblemssuchaswars,droughtsetc.
xi. Itischaracterizedbydelaysintheclearingofgoodsbycustomsauthorities.

Somegoodsmaythereforereachtheirdestinationwhentheyareexpired.
xii. Itpromotescompetitionamongcountries.Thismaypromoteconflictsamong

countries.
xiii. It promotes international inequality. The developed countries export

manufacturedproductswhosepricesareveryhighwhilethepoorcountries
exportlowqualitieswhosepricesarelow.Therichcountriesbecomericherwhile
thepoorcountriesbecomepoorer.

AGENTSININTERNATIONALTRADE
Importbrokers:
Thesearemiddlemenwhoconnectthebuyersinpurchaseofgoodsfrom abroadtothe
suppliers.Theydonotpossessthegoodsbutjustfacilitatethesaleofgoods.Animport
brokerearnsacommissionknownasbrokerage.
Del-credereagent:
Theseareagentswhopossessthegoodsandguaranteethesaleofthegoodsand
collectanydebtsaftersell.IfthebuyerfailstopaytheDel-credereagent,hehastopay
thedebthimself.Adelcredereagentearnsadelcrederecommission.

ImportMerchants:
Theseagentsbuygoodsfrom foreigncountrieswiththeirowncapital.Theybuyontheir
ownaccounts,storeandsellthegoodsundertheirownnames.

Importcommissionagent:
Theseareagentswhoimportgoodsforothers.Theyearnacommission.

RESTRICTIONS(BARRIERS)INFOREIGNTRADE
Thisreferstothelimitingofgoodscominginormovingoutofthecountry.Itisknown
asprotectionism.

REASONSFORINTERNATIONALTRADERESTRICTIONS
Thegovernmentmaydecidetorestrictinternationaltradeforanumberofreasons
whichincludethefollowing:-

i. Toprotectlocalinfantindustriesagainstcompetitionwithindustriesofother
countries.

ii. Toattractinvestmentsparticularlyindustrialinvestmentsinacountry.
iii. Tomaintainthehealthstandardsofthecitizens.Restrictionsonimportedgoods

discourageimportationofharmfulgoodsandpoorqualitygoodsthatcould
affectthehealthofthecitizens.

iv. Tocreateandmaintainemploymentinacountry.Traderestrictionsleadtothe
growthofhomeindustrieswhichprovideemploymenttothepeople.
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v. Restrictions on foreign trade enable the governmentto earn revenue.This
revenueisgotfrom taxesonimports.

vi. Todiscourageimportationofdangerousgoodse.g.cigarettes,gunsetc.
vii. Toensurefavourablebalanceofpayments.Therethecountryspendslesson

importscomparedtowhatitearnsfrom exports.
viii. To ensure thatthe countryis selfsufficiable byreducing dependence on

importedgoods.
ix. To avoid imported inflation where the country mayhave increased prices

becauseitisbuying thegoodsfrom anothercountrywherethepricesare
increasing.

MEASURESTHATAREUSEDINRESTRICTINGFOREIGNTRADE.
(WaysofRestrictingForeigntrade)

1. UseofQuotas
Thisiswherethegovernmentputsrestrictionsontheamountofgoodswhichcanbe
importedintothecountryinagivenperiod.

2. Totalban
Thegovernmentmayuseitspowerstocompletelystoptheimportationofcertain
goodsthatareconsideredharmfultocertainpeople.

3. Useofimportduties
Importdutiesaretaxesimposedonimportedgoods.Thegovernmentmayrestrict
foreigntradebyincreasingimportdutiesoncertaingoodsthusmakingsuchgoods
expensiveandthereforelimitstheirimportation.

4. Useofsubsidies
Thesearepaymentsmadebythegovernmenttohomebasedindustriessothattheyare
abletoproduceandsellgoodsatlowprices.

5. Foreignexchangecontrol
Thegovernmentmayreduceontheamountofforeigncurrencythatisallocatedor
givenfortheimportationofgoodsintothecountry.Thiswillreducetheamountof
goodsimportedintothecountry.

6. Qualitycontrol
Theimportingcountrymaysetstrictrequirementsintermsofthequalityofthegoods
thathavetobeimported.

7. Administrativecontrol
Thegovernmentmaysetlengthandcompletedproceduresthathavetobefollowedby
importers.Thisdiscouragesimporters.

8. Licensingpolicies
Licenses forthe importation ofsome commodities maybe given to onlya few
importers.
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9. Physicalbarriers
Thegovernmentmaysetupcheck-uppointsandroadblocksatthebordersasawayof
restrictingtheimportationofsomegoods.

FACTORSTHATLIMITINTERNATIONALTRADE
i. Thelongdistancesbetweencountrieslimittradeamongthevariouscountries.

ii. Poortransportand communication networks e.g.poorroads make trade
betweensomecountriesverydifficult.

iii. Thelanguagebarrier:Lackofacommonlanguageamongvariouscountrieslimit
internationaltradeamongsuchcountries.

iv. Hightaxesonimports:Thismakesimportsveryexpensive.
v. Highcompetitionamongthosecountriesthatproducesimilargoods.Asaresult,

thosecountriesthatproducelowqualitygoodscannoteasilysellthesegoodson
theinternationalmarket.

vi. Theproblem ofgettingcreditfrom thesuppliersbytheimporters.
vii. Theuseofmanydocumentsininternationaltradealsodiscouragessomeofthe

peoplewhocouldhavetakenpartintheinternationaltrade.
viii. Thereistheriskofbeingcheatedespeciallywheretheagentsareusedbythe

suppliers.
ix. Thedifferencesincurrenciesusedbydifferentcountriesalsolimitinternational

trade.
x. Therearemanyrisksinforeigntradethanhometrade.Theseincludedamageof

goods,lossofgoodsontheway,failuretopaytheimportersetc.

DOCUMENTSUSEDINFOREIGNTRADE
1. INDENT
Thisisanorderforgoodsininternationaltrade.Anindentmaybecloseoropen.A
closedindentisonewherethesupplierisnamedbythebuyers.Anopenindentisone
wheretheimporteroragentisfreetonameanysupplier.

2. CERTIFICATEOFORIGIN
Thisisadocumentthatshowswherethegoodsimportedarecomingfrom.

3. CONSULARINVOICE
Thisisthedocumentissuedbytheembassyoftheimportedcountrywhichembassyis
locatedintheexportingcountry.Beforegoods,thecountrymustbeinspectedby
importingcountryrepresentativesothattheimporterdoesnotputawrongpriceonthe
invoicetopaylesstax.

4. BILLOFLADING
Thisisadocumentwithaform ofcontractbetweenthesenderofthegoodsandthe
shippingcompany.Itcontainsallthedetailsofthegoodsloadedontheship.

Adirtybillofladingreferstothebillforgoodsthatareacceptedontheshipwhenthey
aredamaged.

Aclearbillofladingreferstothebillofgoodsacceptedontheshipwhentheyarein
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goodcondition.

Functionsofabilloflading
i. Itcontainsdetailsofgoodsloadedontotheship.

ii. Itcontainsthenameofthesender(consigner)andthenameofthereceiver
(consignee)andthenameoftheshippingcompany.

iii. Itisanofficialreceiptforthegoodsbytheshippingcompany.
iv. Itshows the terms and conditions underwhich the shipping company is

transportingthegoods.
v. Itisanegotiableinstrument.Thismeansthatthegoodscanbetransferredto

anotherpersonbythereceiversigningthisbill.

5. EXPORTLICENSE
Alicenseisissuedfortheexportofcertaingoods.Themainpurposeofalicenseisto
controltheexportsofcertaingoodse.g.foodstuffsandmilitarygoods.
6. AIRWAYBILL
Thisisacontractbetweentheimporterandtheairlinecompanyforgoodstransported
byair.Anairlinebillissimilartoabillofladingexceptthattheairlinebillisnot
negotiable.Thismeansthatthegoodscannotbetransferredtoanotherpersonby
signingtheairwaybill.

7. SHIPPINGNOTE
Itisissuedbytheshippingcompanytothesendergivingdetailsofthegoodsand
conditionsunderwhichthegoodsaretransported.Thisdocumentinformstheport
authoritiesthegoodsinvolvedontheshipontheirdestination.

8. WEIGHTNOTE
Thisdocumentshowsthequantityofgoodsdeliveredatthedock.Itstatesthenumber
ofboxesinaparticularconsignmentinthenameofthepersonresponsibleforallcosts.

Thisisnecessarybecauseweightisoneofthewaysofdeterminingthedockcharges.

9. FREIGHTNOTE
Thisisadocumentthatshowsthecostoftransportinggoodsfrom oneplaceto
another.

10. LETTEROFCREDIT
Itisadocumentthatauthorizesthenamedbankintheexporter’scountrytoacceptthe
billofexchangedrawnbytheexporterontheimporteruptoacertainlimitinagiven
periodoftimeindicatedintheletter.

11. CALLINGFORWARDNOTE
Thisdocumentinformstheseller(exporter)thedateandtimebywhichthegoods
shouldbeatthedockreadyforloadingontoaparticularship.

12. LETTEROFHYPOTHICATION
Thisisaletterfrom thesupplierofgoodstohisbankauthorizingthebanktoobtainand
sellgoodsthathadbeensenttotheimporter.Thisariseswhenthebankfailstoobtain
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paymentofthebillofexchangedrawnontheimporter.

13. SHIPSMANIFEST
Thisisadocumentthatgivesfulldetailsofthecontentsontheship.Itshowsthecrew,
passengersandcargocarried.

OTHERCOMMONTERMSININTERNATIONALTRADE

i) Customsauthority
Theseareresponsibleforcollectingtaxesonimports(importduties).Theyalsoensure
thatimportregulationsarefollowed.Theyalsopreventsmugglingofgoodsinandout
ofthecountry.

ii) Customsdrawback
Thisisthemoneyrefundedtotheimporteraftertheimporterhaspaidcustomsduties.
Thismayhappeniftheimporterre-exportsgoodswithinacertainperiodoftime.

iii) Customsduties
Thesearetaxesonimportedgoods.Animportermustfillabillofentrygivingdetailsof
goodsimportedsothatthecustomsofficialsmaydeterminethetaxestobepaid.
a) Protectiveduties:
Thesearetaxesimposedtoprotectdomesticindustriesandalsotoprotectthehealth
ofthecitizens.
b) Advalorem duties:
Thesearechargedaccordingtothevalueofgoodsimported.
c) Specifictax:
Thisisthetaxchargedaccordingtothequantityofthecommodity.

iv) Freegoodform:
Ifthereisnodutytobepaidoncertaingoodsenteringthecountry,afreegoodsform
hastobecompleted.

v) Ex-shipform:
Ifthereisdutytobepaidonthegoodsenteringacountry,anex-shipform isfilled.The
goodswillonlybereleasedwhenitisindicatedthatthedutyhasbeenpaid.

TERMSOFSALEININTERNATIONALTRADE
Whensellinggoods,thesupplier/exportershouldclearlyshowthebuyerallthepossible
termsofbuyingthegoods.Thetermsusedmustbeclearlyinterpretedbythebuyer.
Theyinclude:-

1) CostInsuranceandFreight(CIF)
Thisterm meansthatthepricestatedbythesellerincludesthecostsofgoods,costsof
insuranceandthecostofshippingthegoodsuptothenearestpartinthebuyer’s
country.

2) CostandFreight(C&F)
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Thistem meansthatthepriceincludesthecostsofthegoodsandtheshippingcharges.
Itmeansthatthebuyerhastoarrangeforinsurancesinceitisnotincludedinthe
quotation.

3) FreeonBoard(FOB)
Thismeansthatthepricestatedincludescostofthegoodsandtheexpensesof
loadingthegoodsandtheshippingcharges.Itmeansthatthebuyerhastoarrangefor
insurancesinceitisnotincludedinthequotation.

4) FreeonRail
Thismeansthatthesellerwillmakeagreementstodeliverthegoodstothenearest
railwaystationfordeliverytothebuyer.Itmeansthatitisuptothebuyertomakeother
agreementsandmeetthechargesattransportingthegoodstothebuyer’splace.

5) FreealongsideShip(FAS)
Thismeansthatontopofthecostofgoods,thepricestatedincludes:-

- Thecostofputtingthegoodsalongsidetheshipreadyforloading.Thebuyerwill
thereforeberesponsibleformeetingtheshippingcosts,insurancecostsandany
othercharges.

6) Ex-ship
Thismeansthatthepricestatedincludethecostsofthegoods,shippingcostsand
insurance.Itmeansthatthebuyerwillberesponsibleformeetingthecostsoftaking
thegoodsfrom theshipuptothefinaldestination.

7) Loaded
Thismeansthatthepricestatedincludesallthecoststothepartsofdestination.
Howeverthecostsofunloadingisnotincludedinthepriceandthereforehastobemet
bythebuyer.

8) FreeOnQuay(FOQ)
Aquayisaplacewhereshipsareloadedandunloaded.FreeOnQuaythereforemeans
thatthesellerhastotransportthegoodsuptotheQuay.

9) Dutypaid
Thismeansthatthepricestatedincludethepaymentsforcustomsdutiesforthegoods.

10) InBond
Thismeansthatthesellerwilldeliverthegoodstothecustomsbondedwarehouseat
thenamedport.Itmeansthatthebuyerhastomeetthecostsofgettingthegoodsout
ofthewarehouse.

11) LOGO
Thismeansthatthepricestatedischargewhereverthegoodsarefound.

12) FRANCO
Thismeansthatthepricestatedinvolvesallexpensesincludingthedeliveryofthe
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goodstotheplaceofthebuyer.

ECONOMICINTEGRATION
(RegionalIntegration)

Thisisthecomingtogetherofseveralcountrieswiththeaim ofenjoyingcommon
economicbenefits.

Itinvolvestheremovalofinternationaltradebarriersamongthenationalstates.

Examplesofgroupsofregionalco-operationinclude;EastAfricanCommunity(EAC),
EconomicCommunityoftheWestAfricanStates(ECOWAS),EuropeanUnionetc.

Advantages
i. Itwidensthemarketforcommoditiesfrom themembercountriesasaresultof

theremovalofinternationaltradebarriers.
ii. Itleadstotheexpansionofmanufacturingindustriesinthememberstatesasa

resultofthebiggermarket.
iii. Itreducesduplicationofindustriesamongthememberstates.Oneindustrymay

beestablishedinagivenmemberstatetoprovideallthememberstateswitha
particularcommodity.

iv. Itleadstoimprovedqualityofthegoodsproducedbythemembercountries.
Thisresultsfrom competitionamongtheindustriesintheneighbouringcountries.

v. Itencouragesspecializationandgreateruseofresources.Thisleadstoincrease
intheamountofcountriestosharecommonservicesatlow costs.E.g.the
railways,airlines.

vi. Itincreasesemploymentopportunitiesinthemembercountries.Thisisasa
resultoftheexpansionofindustries.

vii. Itmayinvolvetheuseofacommoncurrency.Thismakestrademucheasier
amongthemembercountries.

viii. Itenablesmembercountriestocarryoutresearchjointlyatlowcosts.
ix. Itleadstoclosecooperationandunderstandingamongthemembercountries.

Thispromptspeace.
x. Itenablesconsumersinthemembercountriestogetcheapgoodssincethere

arenotaxesimposedongoodsimportedfrom themembercountries.

Disadvantages
i. Lossofrevenue.Membercountriesloserevenuesincetheycouldnotcollect

taxesongoodsimportedfrom fellowmembercountries.
ii. Poorqualitygoods.Membercountriesareforcedtobuypoorqualitygoodsfrom

theirfellow membercountriesinsteadofimportingbetterqualitygoodsfrom
elsewhere.

iii. Surplusesmayresultduetothelimitedmarketamongthemembercountries.
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Sometimesmembercountriesmayevenbeproducingsimilargoods.
iv. Itresultsinthelossofindependenceofindividualmemberstatesinthemaking

ofeconomicdecisions.
v. Itmayleadtounevendistributionofindustries.Thosemembercountriesthatare

moredevelopedandhavebetterinfrastructureusuallyattractmoreindustries
thanthelessdevelopedmembercountries.

vi. Itmayworsenthebalanceofpaymentproblem ofthepoormembercountries.
Thishappenswhentheyimportmoregoodsfrom othermembercountriesas
comparedtowhattheyexport.

vii. Itmayresultinthelossofpoliticalindependenceoftheindividualmemberstate
ifthememberstatesform apoliticalre-union(jointogethertoform onecountry).

viii. Itpromoteseconomicdependencyofthepoormembercountrieson other
membercountriesforgoods,services,labouretc.

ix. Itleadstohighcostofstaffingasaresultofthefreemovementoflabouramong
themembercountries.

AIDSTOTRADE

MARKETRESEARCH
Itisaprocessoffindingoutpeople’sopinionsaboutthegoodsandservicesofthe
producer.Itmayalsobedefinedasthecollectionofstatisticaldatafrom various
sourcesthatmaybeusedtodeterminethefuturedemandforagood/service.

MethodsofCarryingoutMarketResearch

1. InternalResearch(Statisticaldatamethod)
This involves obtaining various figures from pastrecords ofthe sales ofthe
organization.Theserecordsarecomparedwiththepresentsituationtodeterminethe
futuremarket.

2. ConsumerSurvey(Contactmethod)
Thisisaform ofmarketresearchthatisintendedtofindoutthewayconsumersfeel
abouttheproduct.Aselectionofconsumersismadeandtheirrecommendationsof
theseconsumersdeterminethemarketoftheproducer.

3. AreaRetailTests(Observationmethod)
Thisiswhereaplaceisselectedtorepresentthewholemarketandgiventhetaskof
testingagivencommodity.Therecommendationsfrom thisareabecomesofvital
importanceindeterminingthemarketfortheproducer.

AIMSOFCARRYINGOUTMARKETRESEARCH
i. Toavoidwastageorunderproductionofgoods.

ii. Todeterminethetypeofsalespromotionactivitiestobeused.
iii. Tostudyinterestofthepublicintermsofsize,colourandtypeofpackage.
iv. Tospecifyareaswheredemandishigh.
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PROBLEMSFACEDBYMARKETRESEARCHERS
i. Inadequateresearchpersonnel.Therearenotenoughresearchpersonnelto

carryoutthiswork.
ii. Theworkistiresometocarryout.

iii. Politicalinstabilitiesinsomeareasmakeitdifficulttocarryoutmarketresearch.
iv. Marketresearch is expensive to carryout.Manyproducers maynothave

sufficientfundstocarryoutmarketresearch.
v. Illiteracy among the consumers. Many consumers are unable to fill

questionnairessincetheycannotreadandwrite.
vi. Diversityoflanguages.Thiscreatesproblemsingettinginformationincertain

areas.
vii. Poortransportfacilities.Thismakesitdifficulttoreachmanyareas.

viii. Someindividualsdonotgivecorrectinformation.Researchersthereforeget
unreliableinformation.

ix. Poorshortageofinformation.Thismaynotgivetheresearchersthecorrect
figuresaboutthedemandoftheconsumers.

GuideQuestions
1. Whatismarketresearch?
2. Whydoentrepreneurscarryoutmarketresearch?
3. Whatproblemsdomarketresearchersexperiencewhilecarryingouttheirwork?

COMMUNICATION
Thisisanaidtotradewhichinvolvesconveyinginformationfrom onepersontoanother
orfrom oneorganizationtoanother.

Communicationinvolvessharingandexchangingofideas.

Communicationcomesfrom aLatinwordcommunemeaningtoshare.

MethodsusedinCommunication
These are also called channels ofcommunication.They include oralorverbal
communicationandnon-verbalorwrittencommunication.

Oralcommunicationmaybethroughpersonalcontact,radio,TV,telephoneetc.

Writtencommunicationtakesdifferentformslikeletters,newspapers,telegrams,telex,
journalsetc.

OralCommunication
Itistheexchangeofmessagesfrom oneindividualtoanotherverbally.Itmaybefaceto
face.Itmayalsoinvolveuseofdrumsandbellsinsomecommunities.Italsoinvolves
use oftelephones,televisions,radio calls etc.Itmayalso involve conversations,
meetings,conferences,interviews,trainingetc.

AdvantagesofOralCommunication
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i. Itsavestimecomparedtowrittencommunication.
ii. Itischeapespeciallyforshortdistancessincenocostsareinvolvedatall.

iii. Itavoidserrors/mistakeswhichmayresultfrom theuseoftelegrams.Telegrams
tendtobetoobrief.

iv. Itcreatesdirectcontactbetweenthetwopartiesi.e.buyersandsellers.
v. Itgivesroom fordetaildiscussionsaboutthegoods,theirprices,termsof

paymentandtermsofdeliverance.
vi. Itcanbeusedbyilliteratesi.e.thosewhodonotknowhowtoreadandwrite.

vii. Firsthandinformationisgiventothelistener.
viii. Thesendergetsafeedbackimmediately.

DisadvantagesofOralCommunication
i. Itmaynotbetakenseriouslybecauseoflackofwrittenevidencebetweenthe

twoparties.
ii. Itmayturnouttobeexpensiveifthemessageissenttoalongdistanceby

phonesystem.
iii. Errorsmayarisefrom misunderstandingsofspeakersespeciallywherethe

messageismisheardorpoorlypronounced.
iv. Illustrationsinform ofdiagramscannotbemadethroughoralcommunication.
v. Informationcannotbestored.Thismeansthatinformationcanbeforgotten

easily.
vi. Peoplewhoaredeafanddumbcannotusethiscommunication.

WrittenCommunication
Itinvolves messages/information sentorreceived in writing.Itincludes letters,
magazines,newspapers,faxetc.

AdvantagesofWrittenCommunication
i. Itprovideswrittenrecordsforfuturereference.

ii. Itservesaslegalevidenceforcontractsbetweentwoparties.
iii. Itmakesitpossibleforinformationtobereproducedanddistributedtodifferent

parties.
iv. Themessagecanbesentorreceivedatanytime.
v. Itissuitableforsendingmessagesoverlongdistancese.g.bytelex,faxetc.

vi. Illustrationslikepicturescanbesent.

DisadvantagesofWrittenCommunication
i. Ittendstobeexpensiveforlongdistancesespeciallyfaxservices.

ii. Thereislackofdirectcontactbetweenthepartiesinvolved.
iii. Thereisadangerofchangingthemessagethroughforgery.
iv. Somemessagesaretoobrieftoprovideenoughinformatione.g.telegrams.
v. Itcanonlybeusedbythosewhoareliterate.

vi. Ittakesalotoftimetowriteandsentinformationormessages.
vii. Onecanloseinformationthroughdestructionbyfire,wateretc.

viii. Theblindcannoteasilyusethisform ofinformation.

ImportanceofCommunication
i. Moderncommunicationsystemsenableproducerstokeepintouchwithbuyers
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hencewideningthemarketfortheirgoods.
ii. Communicationsavesmoneyandtimee.g.thetelephonesystem whenusedfor

longdistancecommunication.
iii. Incaseofaccidents,communicationhelpstosavelivesofvictimsandalsosave

goodsfrom damage.
iv. Itenablesconsumerstoforwardtheircomplaintsoropinionsaboutaparticular

commoditytotheproducers.
v. It provides employment opportunities to business mean,mobile phone

companies,postofficeetcprovidejobstomanypeople.
vi. Communicationisimportantinlinking up markets.Regionsofscarcityand

surplusarelinkeduphenceovercomingshortagesandunnecessarysurpluses.
vii. Communicationprovidesalinkbetweenafirm (producer)andtheoutsideworld.

Informationaboutothercountriescanbegotthroughcommunication.
viii. Itenablesgoodsandservicesthatareavailabletobeadvertisedtothepublic.

Thiscreatesmarketforgoodsandservices.
ix. Writtencommunicationprovidespermanentrecordsabouttransactionsandcan

beusedforfuturereference.
x. Communicationmakesitpossibletoacquireinformationconcerningdelivery,

packing,payment,distributionofgoodsetc.
xi. Itmakesthepublicawareofthenatureofgoodsandservicesinthemarket

whichmayincreasethelevelofconsumption.

SERVICESPROVIDEDBYPOSTOFFICE

1. PostalServices
Theseareavailabletosendordelivermessages.Thesemessagescanbeinform of
lettersorparcels.Lettersaresentbythefollowingmeans:-

a) OrdinaryPost
Thisiswherelettersaresentthroughpostofficeafterfixingthenecessaryposting
stamps.Ordinarypostmaybe:-

(i) Surfacemail:Thesearetransportedbyroad.
(ii) Airmail:Thesearetransportedbyair.

b) RegisteredPostMail
Thisisamethodofensuringsafedeliveryofmessagesandvaluableitemsontopofthe
poststampwherebyanadditionalfeeischargedandaletterisregisteredatthepost
office.Areceiptisissuedinreturn.Theletterisputinaspecialenvelopefrom thepost
officeandincaseitgetslost,compensationismadebythepostoffice.

c) ExpressedMail
Underthisservice,extraattentionisgiventothelettertoensurethatitisquickly
delivered.

d) SpeedPost
Underthisservice,lettersarenormallydeliveredonthesamedaytheyareposted.For
thispurpose,thesenderhastopaymoremoneythanitisthecasewithotherservices.
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AdvantagesofLetters
i. Letterskeepinformationforfuturereferencesincetheycanbekeptasrecords.

ii. Letters enable details to be included.Such details may include personal
information,diagrams,illustrationsetc.

iii. Lettersarelesscostlythanotherformsofcommunication.
iv. Privacyisassuredthroughletterssincetheinformationmaynotbeaccessedby

anyotherpersonotherthantherightfulperson.

DisadvantagesofLetters
i. Theydonotprovideimmediaterepliesbecauseittakestimeforthemessageto

reachitsfinaldestination.
ii. Itisaslow meansofcommunicationandthereforenotsuitableforurgent

message.
iii. Theilliterateandblindcannotbenefitfrom lettersunlesshelpedbythethirdparty.
iv. Itistimeconsumingespeciallyforthebusypeoplesinceitinvolveswritingand

sending.
v. Onlythosepeoplewithpostofficerentalboxesenjoytheservicesofpostoffice

forreceivingletters.
vi. Lettersmaygetlostontheway.

2) Telecom ortelephoneservices
Thisisoneofthequickestmeansoforalcommunicationwherepeoplespeaktoeach

otherthroughthetelephonereceiver.

AdvantagesofTelephones
i. Telephonesmakeitpossibleforonetomakeorreceiveacallfrom anywhereas

longastheareahasnetwork.
ii. Itisaveryfastmeansofsendingandreceivingmessages.

iii. Itisaccurateandrelativelycheap.
iv. Itsavesmoneyandtimeformoving.
v. Itisconvenientfortheblind.

vi. Anylanguagemaybeusedonthephone.
vii. Mobilephonesmaybeusedforsendingtextmessageshencebeingeconomical.

viii. Itiseasytoreceiveimmediateresponsesascomparedtoawrittenletter.
ix. Nolandlinescanbeusedorfixedonafaxmachinetofacilitatecommunication
x. Telephonesareportableandthereforeeasytomovearoundwith.

DisadvantagesofTelephones
i. Theiruseislimitedtoonlythosewhocanaffordtobuyandmaintainthem.

ii. Thereisnophysicalcontactbetweenthosewhoarecommunicating.
iii. Thereislimitedprivacysincephoneinformationcanbetrappedbythephone

companies.
iv. Mobilephoneshavenegativehealtheffectonthepeoplewhousethem.
v. Mobilephonesetscaneasilybestolen.

vi. Mobilephoneshavepromotedmoraldecayinsociety.

3. Telegram services
Telegramsarebriefformsofwritteninformationsentbyamethodcalledtelegraph.
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Thecostoftelegram dependsonthenumberofwordsyousayandthereforeitis
necessarytouseasfewwordsaspossiblewhensendingatelegram.

Theaddresseereceivesaprintedcopyofthemessageeitherthesamedayorthe
followingday.

Considerthegiveninformation:-
DearAunt,howareyou?WeareallfineathomeexceptthatAndrewhasnotbeen

goingtoschoolforthepastsevendays.Heissufferingfrom malariaandwasadmitted
inNsambyaHospitalyesterday.Youneedtocomeandseehim andalsogiveussome
fundsfortreatmentandrequirements.

Yourlovingdaughter,
ANGELLA.K.

Belowistheabovelettersummarizedinform ofatelegram.
Aunt, Andrew issickadmittedinNsambyaHospital.Comewithfundsfor

treatment.
Angella.

4) Telexservices
Thisisamethodofsendingwrittenmessagesdownaphonelinefrom oneteleprinterto

anotherallovertheworld.Themessagesaretypedonasender’smachineanddirectly
sentonthereceiver’smachine.

Theadvantageswiththetelexarethat:
 Evenifthereceiver’smachineisunattendedto,itkeepthesentmessages.
 Informationissentveryfastandthereplyisreceivedimmediately.
 Writteninformationbyatelexcanbestoredforfuturereferences.
 Itworksevenifthereisnooperatoratthereceivingend.

Thesystem isdisadvantageousbecauseitisonlyusedbybigacompanywhichisadis-
servicetosmallcompanies.

5) Faxservices
This is a method ofwritten communication where hand-written messages are
transmittedoverlongdistances.

Itisoneofthemodernmethodsofwrittencommunicationanditcanbeusedto
transmitdrawings,marksoverlongdistancesintheirrealform.

6) Radiocallservices
Thisisalsoamoderncommunicationsystem bywhichmessagescanbetransmittedin
onedirectionatatimesuchthatwhenoneisspeaking,theotheronlylistens.Itis
thereforenecessarilytosayoverafteronepersonhasfinishedspeakingasasignalto
theotherpersontoreply.

7) Frankingmachineservices



91

Thisisamachinethatprintstheamountofpostageontheenvelope,nameofthe
senderandthepointofdestination.Thepostofficeispaidthetotalamountindicated
bythemachineattheendofeachmonth.Firmsusingfrankingmachinesthereforedo
nothavetobuypostagestamps.

8) BusinessReplyservice
Thisisamethodusedbyfirms/individualswhowanttogetrepliestothelettersthey
havesentwithouttheaddresseemeetinganyexpenses.Usuallyacardoranenvelope
isenclosedwithintheletterbythesendersuchthattheaddresseedefectsthereply
usingthatcardofenvelopewithoutmeetinganyexpensesforpostage.

9) Expressandspecialdeliveryservices
Underthisservice,thepostofficeoperatesamessengerservicewherethelettersare
deliveredtotheaddresseebythefastestmeanspossible.Anadditionalfeeischarged
forthisservicedependingonthedistanceandweightoftheletter.

Theletterismarkedwiththewordsexpressatthelefthandside/corner.

10) Selectpost
Thisiswhereanorganizationrequeststhepostofficetoarrangethelettersthatthe
organizationistoreceiveaccordingtothedepartmentsinthatorganization.Thismeans
thatthelettersshouldbearthedepartmentwheretheyaretobedelivered.Anextrafee
ispaidtothepostofficetothisservice.

FACTORSTOCONSIDERWHENCHOOSINGACOMMUNICATIONMEDIA
i. Thecost:Onehastoconsiderthecostinvolvedwhensendingamessagee.g.

sendingalettermaybecheaperthanmakingaphonecall.
ii. Urgencyofthemessage:Ifthemessageisveryurgent,itisbettertousethe

fastestmeansofcommunicatione.g.telephone.
iii. Reply:Ifthemessagerequiresanimmediatereply,thenitisbettertousethe

telephoneinsteadofusingaletter.
iv. Confidentiality:Ifthemessagetobesentisconfidentialthenthebestmethod

wouldbebyusingaletterorfacetoface.
v. Contentofthemessage:Ifthemessageisdetailed,itisbettertosenditusing

lettersoffacetofacethanusingtelephone.
vi. Needforreference:Messagesrequiringrecordofreferenceshouldbesentusing

lettersinsteadoftelephone,radio,facetofaceetc.
vii. Distance involved:Letters and telephones are the bestforlong distances

comparedtofacetofacecommunication.

BARRIERSTOEFFECTIVECOMMUNICATION
i. Language barrier:Language is a problem where interpretation of some

informationmaybedifficult
ii. Lackofinterestinthemessage:Sometimespeoplemaylackinterestinthe

message.Thismeansthatthemessagemaynotbeunderstood.
iii. Poorlisteningbythepeoplewhoaresupposedtoreceivetheinformation.This

mayleadtomisunderstandingoftheinformation.
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iv. Differencesinthewayofcommunicationamongdifferentpeople:Thismaybe
duetodifferencesinage,culturalbackgroundsetc.

v. Wrongcontactaddress:Somelettersmaynotreachtheirproperdestinationsas
aresultofusingthewrongaddress.

vi. Distractionsinthesurrounding:Thismayinterferewitheffectivecommunication
e.g.noise,badsmell,peoplepassingbyetc.

vii. Delayinthetransmissionofinformation:Forexampleifaletterhasbeensentto
inform somepersonaboutthedeathofanotherandsuchaletterisreceived
afteronemonth,itmaynotserveanyusefulpurpose.

viii. Politicalinstability in some regions:This leads to interference with the
communicationnetwork.

ix. Poormobilephonenetworksinsomeareas:Thismakescommunicationtosuch
areasverydifficult.

x. Personalityofthesender:Ifthesenderishostileoriftheinformation/message
isnotproperlyprepared,itmaycreateanegativeattitudeamongthosewhoare
supposedtoreceivetheinformation.

xi. Faultytranslation:Thismayresultfrom theuseofdifficultwordsinlettersand
eventelephonecommunication.

MEASURESTAKENTOIMPROVECOMMUNICATIONINUGANDA
i. There has been liberalization ofthe communication industry.Manyprivate

investorshavebeenallowedtoinvestincommunication.
ii. Manynew privateinvestmentshavebeensetuptoimproveoncommunication

e.g.F.M radios,mobilephonenetworksetc.
iii. TheUgandapostsandtelecommunicationshavebeensplitintotwoi.e.Uganda

PostLimitedandUgandaTelecom Limitedetc.
iv. Postalbuseshavebeenintroducedtoenablequickdeliveryoflettersandparcels.
v. Thecomputerizationoftelephoneexchangesystemshasenablesthehandlingof

manycallsatthesametime.
vi. Mobilephonecompaniese.g.MTN,AIRTEL,Orange,UTLhaveexpandedtheir

networkstomanypartsofthecountry.
vii. Introductionofmobilephoneshasalsoincreaseduseofphoneservicesinthe

country.
viii. Theintroductionoftheinternethasalsoimprovedthelevelofcommunication

andprovisionofinformation.

GuidingQuestions:
1. Explainthevariouswayshowthepostofficesends/remitsmoney.
2. Writeshortnotesoneachofthefollowing:-

i. S.T.D(SubscriberTrunkDialing)
ii. P.B.X.(PrivateBranchExchange)

iii. P.M.X.B(PrivateManualExchangeBranch)
iv. P.A.B.A(PrivateAutomaticBranchExchange)

3. Explainthemethodsofcommunication
4. Explainthebarrierstoeffectivecommunication
5. Whataretheadvantagesanddisadvantagesofusingtelephones?

HOW THEPOSTOFFICEREMITSMONEY?
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 Throughmoneyorder:
Thepersonwishingtosendmoneyisrequiredtofillanapplicationform whichhemust
handovertothepostofficialswiththeamounttobesentplusasmallfee.Theissuing
postofficewillissuethesenderwithareceiptwhichwillbesentinadifferentenvelope
tothepayee.Onreceivingthisletter,thepayeetakesittohispostofficeandclaimsthe
money.

 Throughtelegraphicmoneyorders:
Thisisusedforemergencypayments.Thepayeeissentatelegraphthatheusesto
claim themoneyfrom thepostoffice.

 Postalorders:
Theseareusedforsendingsmallsumsofmoney.Theyareissuedinfixdenominations
payabletoanypostoffice.Paymentcanbemadetoanypersonuponpresentingit.

 Moneyorder:

 Payingthroughtheregisteredpostoffice:
Underthis form,a person pays a creditorbysending cash orcheques through
registeredpostoffice.Thepostofficeusuallyoffersspecialenvelopeswheremoneyis
sealedandsenttothepayee’snearestpostoffice.

 Postagestamps:
Someindividualsacceptpostagefrom theirdebtoraspaymentstosmallerorminor
debtse.g.ifyouarestayinginaruralareaandyouhaveadebtorlivinginanurbanarea,
ifitisasmalldebtforexampleonethousand,youcaneasilyaskhim tosendyou
stampsofthesamevalue.Youtakethestampstothepostofficeandmoneyequivalent
isgiventoyou.

S.T.D - SubscriberTrunkDialing
Thisisasystem underwhichanindividualcandialanynumberwithoutpassingthrough
theswitchboardoperatororpostoffice.

P.B.X - PrivateBranchExchange
Thisisaninternaltelephoneservice/system thatconnectsvariousextensionsofthe
samefirm e.g.inaschooltherecanbethissystem tobursar’soffice,staffroom,
warden’soffice,secretary’sofficeetc.

P.M.X.B - PrivateManualExchangeBranch
Thisisatelephonesystem wherethetelephoneoperatorconnectsallincomingand
outgoingtelephonecallsintheorganization.

P.A.B.X - PrivateAutomaticBranchExchange
Thisiswhereincomingandoutgoingcallsaremadewithoutconnectingthetelephone
operatorintheorganization.
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WAREHOUSING
Thisisanaidstotradewhichinvolvesstoringofrawmaterialsuntiltheyarerequired.It
protectsgoodsandrawmaterialsagainstatmosphericconditions,pests,rainfall,theft
etc.

Awarehouseisaplaceorroom whererawmaterials,finishedgoodsandessentialtools
arekept.

Typesofwarehouses

1. Wholesalerswarehousings(houses)
Thesearewarehousesownedbywholesalersandlocatedatthewholesaler’spremises
wheregoodsarepurchased in largequantitiesand arestored untilothertraders
(retailers)comeforthem.

Wholesalersalsostoreseasonalgoodsinthesewarehousesandsellthem during
periodsofnoproductionathigherpricestomakeprofits.

2. Manufacturer’swarehouses
Thesearewarehousesownedbymanufacturerswheretheystoreraw materialsand
finishedgoods.Goodsarestoredbymanufacturersuntilothertraderscometocollect
orpurchasethem.Manufacturerswithouttheirownstoresnormallykeeptheirgoodsin
publicwarehouses.

NB:Manufacturersandwholesalerswarehousesareattimesreferredtoasprivate
warehouses.

3. Publicwarehouses
Thesearewarehousesownedbyindividualswhichcanberentedtoanymemberofthe
publicwhoneedswarehousingfacilities.Publicwarehousesarelocatedinareaswhere
peopleneedwarehousingfacilitiesforhiree.g.nearairports,docks,railwaystationsetc.

4. Bondedwarehouses
Thesearespecialwarehousesownedbythecustom’sdepartmentorgovernment
wherepeopleespeciallyimporterskeepgoodswhichhavenotclearedcustomsduty.
Suchgoodscanonlybereleasesfrom thewarehousewhendutyhasbeencleared.
Bondedwarehousesarelocatednearports,airportsandotherhandlingterminals.
Thesewarehousesmayalsokeepillegalgoods.

ImportanceofBondedwarehouses
a) Tothegovernment:

i. Thegovernmentisensuredofrevenuecollectionfrom importedgoodssincethey
areonlyreleasedaftercustomsdutyispaid.

ii. Bondedwarehouseshelpthegovernmenttocheckonsmuggling.
iii. Undesirablegoodscaneasilybedetectedandprohibitedtoenterthecountry.
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iv. Itisnoteasyforimporters/peopletoevadecustomsdutysincegoodsareonly
releasesafterpayingit.

b) Totheimporter:
i. Theimporterpayslowcustomsdutyincasethegoodsloseweightwhileinthe

bond.Thisispossiblesincecustomsdutyisleviedaccordingtotheweightof
goods.

ii. Theimportercanlookformarket/buyersbeforepayingcustomsdutyorwhilethe
goodsarestillinbond.

iii. Theimportermaydecidetore-exportthegoodsandthereforepayslowdutybut
onlypaysstoragecharge.

iv. Whileinbondgoodsmaybeadvertised,blended,pre-packedandbrandedwhile
inbondedwarehouses.

v. Theimporterdoesnotpaycustomsdutyincasethegoodsareboughtwhilein
bond.Inthiscasecustomsdutyispassedontothebuyer.

vi. Theownerofthebondedwarehousesallowspaymentofdutyinstallmentwhich
helpbusinessmenwithinsufficientfundstogetsmallquantitiesofgoodsthey
cansellandgetthefundstocleartherestofthegoodsinthebond.

vii. Theimporter’sgoodsaresafeguardedagainsttheftsincesecurityisprovidedat
thewarehouses.

Tothepublic
 Theconsumerreceivesbetterqualityofgoods.
 Theconsumersareassuredofconstantsupplyofgoods.

CHARACTERISTICS/QUALITIESOFWAREHOUSES
i. Itshouldbelargeenoughtoaccommodategoodsinlargequantitiesandensure

steadysupplyofgoodstopeople.
ii. Itshouldhavegoodsecuritytoprotectgoods,rawmaterialsandotherproperty

inthewarehouse.
iii. Itshouldbewellventilatedandnotleaking.
iv. Itshouldhaveskilledandcommittedpersonneltocreateefficiency(forproper

recordkeepingtoavoidlosses).
v. Itshouldbeproperlyplannedi.e.setunderproperdepartmentsforeffective

operations.
vi. Itshouldbestrategicallylocatedforproperutilization.

vii. Itshouldbefreefrom pestsanddiseasestoavoidlosses.
viii. Itshouldhaveenoughtransportandcommunicationfacilities.

ix. Itshouldhaveenoughfacilitiesforhandlinggoodse.g.cranes(liftheavythings,
refrigeratorsetc)

x. Itshould have a good accounting system to determine the income and
expenditureofdifferentdebts.

xi. Alargewarehouseismadeofseveraldepartmentswhichincludethefollowing:-

a) Generaladministrationdepartment
Thewarehouseisheadedbytheboardofdirectorsunderaskilledchairperson.Under
thisboard,thereisageneralmanager/managingdirectortowhom allheadsofother
departmentsareanswerable.Inotherwords,itcontrolsalldepartments.
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b) Purchasesdepartment
Thedepartmentisheadedbythepurchasesmanageranditisresponsibleforbuying
stocktothewarehouse.Otherfunctionsofthisdepartmentinclude:-placingordersfor
goodsneededinthewarehouse,lookingforcheapsourcesofsupplyandaccessing
changesoffashionetc.

c) Salesdepartment
Thisdepartmentisheadedbythesalesmanager/marketingofficeranditisresponsible
forensuringthemarketforthegoodsstockedbythewarehouse.Otherfunctionsofthe
departmentinclude:-

- Carryingoutsalespromotionstrategiesoradvertisinggoods.
- Receivingordersfrom buyersandensuringthatthegoodsorderedforaresent

outordelivered.
- Handlingcustomerscomplaintsregardingthegoodssupplied.
- Ensuringthatgoodsrequiredbythecustomersareavailable.

d) Transportdepartment
Thisdepartmentisheadedbythetransportofficerandensuresthatthedistributionof
goodsisdoneefficiently.

Otherfunctionsinclude:-
- Movinggoodsfrom suppliersanddeliveringthem tothewarehouse.
- Deliveringgoodstothebuyerswhopurchaseinlargequantitiesbutwithout

transportmeans.
- Ensuringthatnecessaryvehiclesareavailableandareingoodconditionstocarry

goodsorrawmaterials.

e) Accounts/Financedepartment
Thisisheadedbythechiefaccountantorthefinancemanageranditisresponsiblefor:-

- Preparingfinancialreportsaboutalltransactions.
- Handlingthebudgetofthewarehouse.
- Controllingtheavailabilityofmoneyinthewarehouse.
- Findingouttheemploymentopportunitiesavailableinthewarehouse.
- Preparinginvoicesandsendingstatementstocustomers.

f) Legaldepartment
Thisdepartmentisheadedbythecompanysecretaryorlegalofficerandithandlesall
legalproceduresanddocumentsofthewarehouse.Suchdocumentsmayincluded;
certificateofincorporation,insurancepoliciesetc.

Thedepartmentalsoensuresthatthereisgoodrelationshipbetweenthegeneralpublic
andthewarehouse.

ADVANTAGESOFWAREHOUSING
i. Warehousinghelpsinstabilizingpricesofgoodssincegoodsarekeptsafely

whentheyareproducedinplentyandreleasedgraduallyinthemarkettomeet
theprevailingdemand.
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ii. Warehousingencouragestraderstostockavarietyofgoods.
iii. Publicwarehousesprovideshortageforgoodsbelongingtoproducerswhodo

nothave enough room forsuch commodities.This protects them against
damage.

iv. Warehousesactasreservoirstherebyenablingshortageandsupplyofgoodsto
continuethroughouttheyear.

v. Ithelpsinpreparationofgoodsforsale,goodscanbegraded,branded,packed
andevenprocesseswhileinthewarehouse.

vi. Itfacilitiesre-exportorentreporttradei.e.exportingacommoditythatwas
formerlyimported.

vii. Itfacilitatespaymentofduties.Thetradermayprocurefundsfordutiesortaxes
whilegoodsareinthewarehouse.

viii. Ithelpsinreductionofoperationexpensesofthetraderbywayofsavingon
transportcosts.

ix. Warehousingenablestheimportertopassondutiestothebuyerwhilestillinthe
warehouse.

Guidingquestions:
1 (a) Whatiswarehousing?

(b) ExplainthetypesofwarehousesfoundinUganda.
(c) Ofwhatbenefitisawarehousetoabusinessman?

2 (a) Describetheorganizationofawarehouseofalargescalebusiness.
(b) Howdoeswarehousingfacilitatetrade?

3 (a) Explaintheadvantagesofabondedwarehouseto
(i)thegovernment (ii)thepublic (iii)theimporter

(b) Whatarethequalitiesofagoodwarehouse?

TRANSPORT
Thisisdefinedasthemovementofpeople,goodsandservicesfrom oneplaceto
another.Transportisanotheraidstotradeincommercewhichassistsintheproduction
process.

ImportanceofTransport
i. Goodorefficienttransportleadstothedevelopmentofregionsbyopeningthem

uptotheproductionprocess.
ii. Transportprovidesemploymentopportunitiestopeoplelikedrivers,pilots,road

workersetc.Thishelpstoimproveontheirstandardsoflivingthroughtheincome
theyearnfrom thesector.

iii. Itpromotes internationaltrade.Countries interactwith one anotherthrough
transactionsthataremadebytransportinggoodsfrom onecountrytoanother.

iv. Itavailsgoodsandservicestopeopleenablingthem tomakeabetterchoice.
v. Itenablesmovementofgoodsfrom placesofsurplustoplacesofscarcitywhich

alsoenablespeopletoenjoygoodswhicharenotproducedintheirlocalareas.
vi. Itfacilitatesindustrialgrowthanddevelopmentthroughtransportationofraw



98

materialsfrom theirproductionareastomanufacturingplants.
vii. Italsoenablespeopletoreachtheirplacesofworkintime.
viii. Itpromotesinternationalspecializationintermsofproduction.Countriesproduce

goodswheretheyincurlowcostsofproductionandexchangewithothersthrough
transport.

FormsofTransport
1. Roadtransport
Itconsistsofcars,buses,lorries,headporters,wheelbarrows,bicyclesandmotorcycles
anditinvolvesthemovementofgoodsandservicesfrom oneplacetoanother.

Advantages
i. Itisthecheapestmeansoftransportespeciallyforshortdistancescomparedtoair

transport.
ii. Itiseasyto constructroadsascompared to othersystemse.g.therailway

transport.
iii.Roadtransportisinuseallthetimesinceitalsodoesnothaveanytimetable.Itis

thereforeconvenienttothepassengers.
iv.Itpromotesadvertisementespeciallytradeshows,promotionse.g.CocaCola,video

promotionbyuseoftrucksthatuseroadstotraveltodifferentplaces.
v. Ithelpsincarryinggoodsovershortdistancesespeciallyperishablesliketomatoes,

bread,drinksetc.
vi.Itisflexibleespeciallywhenpickingpeoplefrom themainroadtosmallfeeder

roads.
vii.Sellingandcollectionofgoodsalongtheroadsispossibleespeciallyfoodstuffs

whichhasledtothedevelopmentofsmalltownsalongtheroads.
viii.Inroadtransport,insurancecostsarelowcomparedtorailwaywheretheyarehigh.

Disadvantages
i. TheratesofaccidentsarehighespeciallyinurbanareaslikeKampalatoMasaka

road
ii. Trafficcongestionandjam normallyoccurinurbancentresmakingadelayfor

goodsandservices.Someoftheperishablegoodsmaygobadintheprocess.
iii.Itisexpensiveforlongdistancesduetohightaxesonfuel.
iv.HighwayrobberyispossibleespeciallythroughheavyforestslikeMabira,Mpanga

whererobbersandthugshide.
v. Road transportistoo slow especiallyheavylorries ortrucksthatcoverlong

distanceswhileloaded.
vi.Roadtransportmaynotbeusedduringbadweatherconditionsespeciallymurrum

roadsduringheavyrains.

2. Railtransport
Thisinvolvestheusingoftrainstotransportpeopleandgoodsfrom oneplaceto
another.Railwaytransportissuitableforcarryingheavycargoforlongdistances.

Advantages
i. Trains cannotbe easily affected by traffic jam since theirmovementis

timetabled.
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ii. Goodstransportedbyrailwaytransportarenotaffectedbyrobbersandthugs
becausetheyarekeptincontainerswhicharesafe.

iii. Itissuitableforcarryingheavyandbulkygoodslikecopper,coffeeetcsince
containersareused.

iv. Itcannoteasilybeaffectedbybadweatherunlikeforthecaseofroadtransport.
v. Therateofaccidentsisminimalascomparedtoroadtransport.
vi. Itis quietcheaperwhen transporting heavy goods forlong distances as

comparedtootherformsoftransportlikeairandroadtransport.
vii. Returncargocanbearrangedsincetrainsmovewithtimetableschedules.
viii. Specialcontainersmaybedesignedforparticularcommoditiesandpeople.
Disadvantages
i. Itisaslowmeansoftransportforoverlongdistances.
ii. Someperishablegoodscannotbetransportedbyrailwaytransportespeciallyfood

stuffsbecausetrainstendtodelayontheway.
iii. Itisonlypossibleinareaswithaflatenvironmentandimpossibleinareaswhich

aremountainousandhilly.
iv. Constructionofarailwaylineisveryexpensivebecauseitrequiresskilledand

adequatemanpower/personnel,equipmentandfinancialresourcestodothework.
v. Railwaytransportisnotflexiblebecauseitfollowsagiventimetable(railway

system isrigidandinconvenient)unlikeroadtransportwherepeoplecanboardon
andoffattheirownconvenience.

vi. Goodsnormallydelayatthedepositsstationbecauseofclearanceprocedures.
vii. Railwaytransportisexpensiveovershortdistances.
viii. Railwaytransportinvolveshighmaintenancecostse.g.highinsurancecostsas

wellasrepair.

Question:
a) Whataretheadvantagesofrailwaytransportoverroadtransport?
b) ExplaintheadvantagesanddisadvantagesofroadtransportinUganda.

3. WaterTransport
Thisinvolvesthemovementofgoods,passengersandcargooverwaterbodieson
mainlyrivers,lakes,oceansetc.Thereareseveralwatervesselsusedi.e.oiltankers,
boats,ships,steamers,ferriesetc.

Advantages

i. Itischeapforbulkygoodsandmaterials.
ii. Itisnotaffectedbytrafficjam unlikeroadtransport.
iii.The rates ofaccidents underwatertransportare minimalcompared to road

transport.
iv.Containerpackingispossiblewhenusingwatertransporthencereducingtherate

oftheft,lossanddamageofgoods.
v. Theuseofautomaticcranesmakeseasyworkofloadingandoffloading.
vi.Specialvesselscanbeconstructedtocarryparticulargoodse.g.refrigerators.
vii.Watertransportcanbeusedtocarryperishablegoodse.g.milk,fish,flowers,fruits

etc.
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Disadvantages
i. Itisaffectedbyweatherchangesespeciallyduringrainyseasons,whereitcan

affectthedirectiontowhichthewatervesselsaretogohenceleadingtoaccident.
ii. Incaseofanaccident,chancesofsurvivalarelimiteddependingonwherethe

accidenthasoccurred.
iii.Theportsorharboursmayleadtolossofcargobecauseofconditionduringthe

timeofclearing.
iv.Somewaterbodiestendtofreezeduringwintermakingthem outofuse.
v. Portorharbourcongestionmayleadtodelayofdeliveryofgoods.
vi.Watertransportislimitedtoonlyareasofwaterbodies.
vii.Thespeedofwatervesselsislow andthereforethismaynotfavourperishable

goodstobetransportedoverlongdistances.
viii.Heavyloadsmaynotgoovershallowwatervessels.
ix.Itisnotflexible.

Containerization
Thisisthepackingofgoodsinametalliccontainerorwoodencontainerwhicharethen
sealedattheexporter'spremisesuntiltheyreachattheimporter'splace.

Advantages
i. Goodspackedincontainersarenotaffectedbyweatherchangesi.e.incaseofrain,

goodsarenotaffected.
ii. Theftandrobberyproblemsareminimizedsincegoodsarepackedandsealedat

theexporter'spremisesandarenotopeneduntiltheyreachattheimporter's
premises.

iii.Itsavestimewhichbewastedloadingsmallnumberofpackagesontheship.
Cranesareusedtoloadonandoffthecontainershencetimesaving.

iv.Itisalsolaboursavingsinceonecraneisusedtoliftalargepackagewhenmany
mencouldbeinvolved.

v. Specialcontainers maybe constructed to carryspecialgoods e.g.crude oil,
chemicals,consumablegoodslikesalt,sugar,foodstuffsetc.

vi.Itispossiblefortheproducer(exporter)toavoidtaxessincesometimesgoodsare
mixedupleadingtotaxavoidance.

vii.Itpromotestheuseofmoderncargoloadingorhandlingfacilitieslikecraneswhich
reducesonthechancesofdamagewhichislikelytooccurwhenhumanbeingsare
used.

viii.Properlypackedgoodsincontainersaccommodateortakelargequantitiesof
goodsthanitwouldbepossibleforgoodspackedonships.

ix.Emptycontainerscanbeusedforotherpurposesi.e.shoppingarcades,barber
shops,storesetc.

Disadvantages
i. Containersareveryexpensivetoacquirei.e.specialequipment,shopsetc.
ii. Containersarenotgoodtotransportsomegoodslikeanimals.
iii. Containersaretooheavyi.e.cannotbehandledwithouttheuseofmachines

whichmakesworkdifficultincaseofabsenceofmachines.
iv. Incasethereisdelayinpackinggoods,therewillbedelayeddeliveryofgoodsas

aresultofusingcontainers.



101

v. Itisunsuitableforsmallquantitiesofgoods.Containerisshared(used)bymany
exporters.Onemaytakeanother'sgoodsaccidentallyorintentionally.

vi. Itisattimesuneconomicalsincecontainersarereturnedemptyafteroffloading
thecommodities.

vii. Incasethetaxesaredodged,thegovernmentislikelytoloserevenuesince
exportersalwayslookforthegaporloopholetoavoidtaxes.

TypesofWaterVessels
1. Passengerlinnears:
Thesearevesselswhichtransportpassengersandsomecargo.Theysailonatime
tableanddonotwaitforpassengersofcargodelayed.

2. Cargolinners
Thesearevesselsmainlyforcargoandtheycarryonlythedriverandtheturnboy.They
aresometimescalledstamps.

3. Bulkycarriers/freighters
Thesearevesselsboughtfortransportingparticularbulktypeofgoodse.g.ironore,
copperetc.

4. Oiltankers
Thesearebasicallytocarrycrudeoiltorefineitandsometimescarryrefinedoilto
markets.

5. RollonandRolloffferries
Thesearelargeferries/carryingvesselsthatareusedtotransportgoodsi.e.vehicles
aresimplydrivenontotheferriesatthetradingplantandoffloadingpoint/pointof
destination.

TermsusedinWaterTransport
a) Charterparty
Thisisanarrangementbetweentheshippingcompanyandtheconsignerorownerof
thegoodstocarrythegoodstothespecifieddestination.Theconsignerandthe
shipping company willagree on terms of transporting goods and takes the
responsibilityofensuringthatthegoodshavereachedthefinalorrightdestination.

b) Billoflading
Thisisacontractbetweentheshipownerandthecargoownertotransportthegoods
toanotherdestinationbyhiringinspecificperiodoftime.Itinvolvesallthedetailsof
transportingthegoodstotheimporter'spremises.

4. AirTransport
Thisisthemostconvenientandfastestmeansoftransport.Itinvolvesthemovement
ofgoodsandpassengersfrom oneplacetoanotherusingcrafts.

Advantages
i. Itisthefastestmeansoftransportascomparedtootherformslikeroad,railway

andwatertransport.
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ii. Itisthebestmeansfordeliveringdelicategoodsi.e.goodsthatcaneasilybreak
e.g.glass.

iii. Therearelimitedchancesoflossofpropertybecausesecurityishighlyobserved.
iv. Itissuitableforlongdistanceswithoutstoppingsincethecraftscannotstop

anywhereuntiltheyreachthepointofdestinationi.e.airport.
v. Itisthemostcomfortableform oftransportfreefrom topographicalbarrierse.g.

mountains,hillsetc.Evenmealsanddrinksareservedinthecrafts.

Disadvantages
i. Itisthe mostexpensive system oftransportcompared to otherformsof

transportlikeroad,railwayandwatertransport.
ii. Itiscostlyintermsoffuelandflyingoperationssincefuelisexpensive.
iii. Aircraftscannottakecargoandpassengerstotheirfinaldestinationbuttheyare

droppedattheairportsunlikeroadtransportwhichmovesdoortodoorwhile
delivering.(boda-boda)

iv. Weightofcargoandpassengerstothefinaldestinationislimitedi.e.specifiedin
termsofquantityduetothefearofaccidents.

v. In case ofaccidents,allcargo and passengers are likelyto be destroyed
completelysinceitfliesatahighaltitude.

vi. Weatherconditionsmayinterferewithairservices.Incaseofweatherchangesit
mayaffectthedirectionofmovementoftheaircraft.

vii. Proceduresinvolvede.g.passports,visas,medicalformsetc.

Note:
Airwaybill:Thisisthedocumentdrawnbetweentheairlinecompanyandbusiness
organizationsusingittocarrytheirgoods.

Anairwaybillissimilartothebillofladingexceptthatanairwaybillisusedforair
transportandabillofladingisusedforwatertransport.

5. Pipelinetransport
Underthissystem,pipesareusedtocarryfuel,waterandgasesfrom oneplaceto
another.

InUgandatodaypipesareusedtocarrywaterandseweragedisposalsinmajorurban
centres.From NairobitoMombasa,thereisapipelineforpetroleum.

Advantages
i. Because they pass underground,pipeline transport is not affected by

atmosphericchangesi.e.weatherchanges.
ii. Speedisreasonablyhighbecausetheflowofmovementisnotlimiteduntilitis

tappedoff.
iii. Thecostofrunning/operatingpipelinetransportisquietlow ascomparedto

otherformsoftransportsinceitdoesnotinvolvefuelcosts.
iv. Largevolumesofliquidsandgasescanbetransportedwithinashortperiodof

timesincetheycan flow in largeamountshencesaving timeand costof
production.

v. Itreducestrafficcongestionandtherateofaccidentsonroadswhichcouldbe
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causedbyfueltanks.

Disadvantages:
i. Pipelinetransportisonlylimitedtotransportationofliquidsandgases.Itdoes

nottransportsolidgoods.
ii. Incaseofpiperusting,itcaneasilyleadtocontaminationofwaterandanyother

liquidwhichmayleadtocomplicationtothosewhoconsumeit.
iii. Piperepairsaretoocostlyanddifficulttolocatewherethepipespassed.
iv. Itmaybeaffectedbythievesincertainplacesnotoccupiedbypeople.
v. Installationofpipesisveryexpensiveespeciallywithlongdistances.Thisis

becausethecostofacquiringpipesissohightherebymakingitexpensive.
vi. Incaseofleakageofpipe,thisbreakageleadstolossofresourcessincethe

liquidwillflowoutthusbeingwasted.

Factorsthatinfluencethechoiceofmeansoftransport
i. Thenatureofcommoditytobetransportede.g.fragileandperishablegoods

needspecialhandling.Theymaynotbetransportedbyrailorwatertransport.
ii. Thecostoftransport.Thiscostshouldbereasonablysmallinproportiontothe

valueofgoods.
iii. Speedandurgency.Goodsneededurgentlymaybetransportedbyurgentmeans

e.g.air.
iv. Distanceinvolved.Forshortdistances,roadtransportmaybeusedwhilelong

distancesrailandwatertransportmaybeused.
v. Weightandsizeofgoods.Heavygoodsareeconomicallytransportedbywater

andrailtransportwhilelightonesaretransportedbyroadandair.
vi. Valueofgoods.Highlyvaluedgoodsshouldbetransportedbyaire.g.diamonds.

Lessvaluedgoodsshouldbetransportedbyfootandsecuremeansoftransport
ofair.

vii. Flexibility.Theabilityofmodeoftransporttoreachanydestinationisimportant.
Inthiscase,roadtransportisflexiblethananyothermeansoftransport.
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MONEYANDBANKING

Moneyisdefinedasanythingthatisgenerallyacceptableasamedium ofexchange.

EvolutionofMoney
Theearliestform ofexchangewasbartertrade.Thisisaform oftradewheregoodsare
exchangedforgoods.Duetothedisadvantagesofbartertrade,thistypeoftradewas
abandonedleadingtothecomingupofcommoditymoney.Commoditymoneyinvolves
theuseofcertaincommoditiessuchassalt,tobacco,maizeetctodeterminethevalue
ofothercommodities.Thesecommoditieswereusedbecausetheyhadvaluei.e.they
couldbeusedtosatisfyhumanneeds.

Howevercommoditymoneyalsohaditsdisadvantages.Someofthecommoditieswere
bulkywhileotherswereperishableandthereforecouldnotserveasgoodmoney.

Commoditymoneywasreplacedbydurablemetals/itemse.g.copper,iron,goldetc.
Thesewereadoptedbecausetheywerelonglasting.
Howeverthesedurablemetals/itemsalsohaddisadvantages.Attimestheywerein
plentyandattimestheycouldbescarce.Thismadethem lesssuitableasamedium of
exchange.

Lateroncoinsweredevelopedasanalternative.Thesecoinsweremademainlyfrom
themetalsofhighvaluee.g.goldandsilver.

BARTERTRADE
Thisreferstotheexchangeofgoodsforgoods.Itwastheearliestsystem ofexchange.

Advantages
i. Itenablesonetogetacommodityorserviceoneneverhadbefore.

ii. Iteliminatestheuseofmoneyordifferentcurrencieswhichalsohaveproblems
ofexchangerates.

iii. Bartertradecaneasilybecarriedoutsinceitdoesnotinvolvetheuseofmany
documents.

iv. Itreducestheriskofmovingwithlargeamountsofmoneywhichmayeasilybe
stolen.

v. Bartertradepromotessocialunderstanding betweenthepartiesinvolved in
exchange.

Disadvantages
i. Bartertradeisbasedondoublecoincidenceofwants.Forexchangetotakeplace,

eachpersoninvolvedmustbewillingtotakewhattheotherpersonhas.Thisis
oftenverydifficult.

ii. Transportproblems:Itinvolvesmovinglongdistanceslookingforapersonwho
haswhatyouwantandalsoneedswhatyouhave.

iii. Theproblem ofdeterminingtheamountofgoodstobeexchanged.Itisdifficult
todecideonthevalueandquantityofeachcommoditytobeexchangedwith
another.

iv. Theproblem ofcommoditiesthatarenotdivisible.Itisdifficulttoexchange
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commoditiesthatarenotdivisibleforsmallunitsofothercommodities.

FUNCTIONSOFMONEY
i. Moneyisamedium ofexchange.Peopleexchangewhattheyhaveformoney

whichmoneytheylaterusetobuywhattheydonothave.
ii. Moneycanbeusedasatoolofmonetarypolicy.

iii. Moneyisastoreofwealth/value.Peoplecankeeptheirwealthinform ofmoney
sinceitisportable,durableandcaneasilybeconvertedinotherformsofwealth.

iv. Moneyisameansoffuturepayment.Itfacilitatescommercialtransactionson
creditwherepaymentisdoneinfuture.

v. Moneyisaunitofaccountusedtoexpresspricesofgoodsandservicesandat
thesametimefacilitatingbusinesscalculations.

vi. Moneyactsasameasureofvalue.Thevalueofcommoditiesandtheassetsis
expressedinmoneyterms.

QUALITIESOFGOODMONEY
i. Acceptability:Goodmoneyshouldbegenerallyaccepted.

ii. Portability:Goodmoneyshouldbeconvenienttocarry.Itshouldneitherbetoo
heavyortoobulkytocarryfrom oneplacetoanother.

iii. Divisibility:Goodmoneyshouldbedivisibleinawaythatitiseasytopayevenfor
thecheapestitems.

iv. Homogeneity:Oneunitshouldbeidenticalwithothersespeciallywhentheyare
atthesamevalue.A1000noteshouldbeexactlysimilartoanother1000note.

v. Durability:Goodmoneyshouldbeabletolastforalongperiodoftimesothatit
canbeusedforlongerperiodssinceitisexpensivetoprintthismoney.

vi. Stability:Itshouldhaveastablevalueforalongperiodoftimesothatitcanbe
usedforlongerperiodsoftimewithoutchanging.

vii. Scarcity:Goodmoneyshouldberelativelyscarce(limited)insupplysothatit
maintainsitsvaluesincemoneylossesvalueitisinplenty.

BANKING
Abankcanbedefinedasaninstitutionthatacceptsdeposits,creditsandsafeguards
themoneyreceivedfrom itsclientsandmakesitavailablewhentheyneedit.

Italsoadvancesloanstothosewhowishtoborrow thereforeabankisgenerally
definedasabusinessorganizationthatundertakesthesafekeepingofpeople’smoney.

TYPESOFBANKS
1. CentralBank
Thisisaninstitutionwhichcontrolsallotherbanksinthecountryanditalsoactsasa
financialagentofthegovernment.

Acentralbankisestablishedbythegovernmente.g.inUganda,BankofUgandaisthe
centralbankthatregulatesthecirculation.

2. CommercialBanks
Thesearebanksestablishedtotheaim ofmakingprofitsfortheirowners.Themain
sourceoftheirearningistheinterestchargedontheloansadvanced.Examplesinclude,
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StandardCharteredBank,StanbicBank,BankofBaroda,CentenaryBank,Housing
FinanceBanketc.

3. Co-operativeBanks
Thesearemainlybanksforthefastgrowingmovementslikeco-operativeunions.These
lendmoneytoorganizationsbutnotindividuals.

4. DevelopmentBanks
Theselendmoneytothepublicfordevelopmentofprojectsandaremainlyusedby
farmersandbusinessmentocarryouttrade.Theyalsoacceptdepositsfrom such
individualse.g.CentralDevelopmentBank.

5. SpecializedBanks
Thesearebanksthatserveaspecialtypeofcustomersallthatareaimedatproviding
specialtypeofservice.E.g.HousingFinanceCompanythatprovidesfundsforbuying
and building housesonlyand co-operativebankswhichmainlyserveco-operative
societies.

6. SavingBanks
Thesearebanksmainlyintendedtoprovideasafeplaceforkeepingmoneyonbehalfof
theirclients.Theyacceptsmalldeposits,payinterestonsuchdepositsandoffera
limitedwithdraw facilities.ThemostcommonandbiggestsavingbankinUgandaare
thePostOfficeSavingsBank.

FUNCTIONSOFCOMMERCIALBANKSINUGANDA

i. Commercialbanksprovidefacilitiesfordomesticandforeigntradei.e.they
assisttradersininternationaltradebygeneratingpaymenttooverseassupplies
throughtelegraphicmoneytransfer.

ii. Theysafeguardconsumers’money(acceptdeposits)bypermittingthem toopen
upvarioustypesofaccounts.

iii. Theyprovideexcellentmeansofpaymentinform ofcheques.
iv. Theyofferadviseforinvestmentmatters,typesofaccountstoopentotheir

clients.
v. Theyoftenprovideworkingcashforthebusinessmenbyextendingshortterm

loanstothem.
vi. Commercialbankscanadviseandencourageentrepreneursonwhethertoinvest

on a project or not through the section or department.This enables
entrepreneurstoinvestinproductiveventures.

vii. Theycollectmoneyonbehalfoftheircustomersandthisisthrough:-
- Acceptingmoneyfrom individualsanddeposititontheircustomer’saccount.
- Presentingchequesdepositedbytheircustomerstoothers.
- Acceptingcredittransfersfrom theircustomers’accounts.

viii. Making paymentonbehalfoftheircustomers.Commercialbanksserveas
payingstationsofmoneyfrom thecustomersthroughthechequesystem.

TYPESOFACCOUNTS
Therearemainlythree(3)typesofaccountsusedinUgandanamely:-Savingaccount,
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currentaccountandfixeddepositaccount.

1. CurrentAccounts
Thesearenormallyoperatedbybusinessmenlikesoletraders,partnershipsandlimited
companies.Currentaccounthasthefollowingcharacteristics:-

i. Itrequiresaminimum initialdepositof100,000/=especiallyincommercialbanks.
ii. Theholderoftheaccountcanmakedepositsanytimeinanyform e.g.cash,

draftsandcheques.
iii. Withdrawscanbemadeinform ofchequesandcashanditdoesnotrequirea

minimum balancetobemaintainedi.e.anaccountholderisfreetowithdrawall
hisdeposits.

iv. Chequebookfacilitiesareavailablei.e.chequebooksareissuedtocurrent
accountholders.

v. Acurrentaccountholderisissuedwithabankstatementattheendofeach
calendarmonth.

Note:Abankstatementisarecordofalltransactionsmadebyanaccountholder
duringthemonth.

vi. Inacurrentaccount,draftfacilitiesareallowed.

2. Savingsaccount
These are accounts offered byboth saving and commercialbanks and theyare
providedtoencouragesmallsavings.

Characteristicsofsavingaccount
i. A minimum initialdepositis required and differs from bank to bank e.g.

CentenarybankandPostBankrequireaninitialdepositof10,000/=
ii. Moneycanbedepositedanytime.

iii. Withdrawsareallowedatmosttwiceaweekandthereisalwaysalimitandthe
maximum amountthatcanbewithdrawnatatime.

iv. Nochequebooksareprovidedtoaccountholders.
v. Accountholdersareissuedwithpassbookswhichcontainrecentdepositsand

withdraws.ThisiscommonwithPostBankUgandaLimited.
vi. Onasavingaccount,thereisafixedminimum balancerequirede.g.StanbicBank

is10,000/=
vii. Savingaccountsdonotofferoverdraftsservicestotheiraccountholders.

viii. Nobankstatementsareissuedtosavingaccountholders.

3. Fixed/Timedepositaccount
Theseareaccountsopenedbythoseindividualswhohavesparemoneythattheydonot
needinthenearfuture.

Characteristics/features
i. Accountsareopenedforaspecificperiode.g.month,2yearsetc.

ii. Thisaccountcanbeopenedwithaspecificamountandno withdrawsare
allowedbeforetheexpirydate.

iii. Thedepositscanbeusedbycommercialbankstoadvanceloanstootherpeople.
iv. Theaccountholdersareissued withareceiptwhichtheymustpresentto

withdrawtheirmoneyatexpirydate.Theaccountholdersalsohavetoremindthe
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bankoneweekbeforesothattheymaymakepaymentarrangements.
v. Thedepositscanbeusedassecuritytoapplyforaloaninanotherbank.

CHEQUES
Achequeisawrittenorderbythedrawertohisbanktopayondemandaspecificsum
ofmoneytoapersonnamedonit.
Or
Itisawrittenorderfrom anaccountholdertohisbanktopayaspecificsum ofmoney
ofthenamedperson.
Ithasthreeparties

(i) Drawers
(ii) Drawee
(iii) Payee

(i) Drawer
Thisisapersonwhowritesachequeincludingtheaccountnumber,wherepayments
aretobemadeandsignsit.Inotherwords,adrawerisanaccountholderwithspecified
bankinstructingittopaythenamedpersonbyuseofcheques.

(ii) Drawee
Thisreferstothebanktowhichthebankthechequeisdrawn.Inotherwordsthepaying
bankisthedrawee.

(iii) Payee
Thisreferstothepersonentitledtoreceivemoneyanditistowhom thechequeis
madepayable.

FORMATOFACHEQUE
a) Adate
Achequeisdatedonthedayitisdrawnandthisistoremindwherethedraweehasan
accountandthatitwasissuedorgivenout.

b) Nameofthepayee
Thenameofthepersontobepaidisstatedimmediatelyafterthewordpay.

c) Amount
Theamountofmoneytobepaidiswritteninwordsandfigures.Itmustcorrespond.

d) Signature
Thedrawerofthechequemustsignindesignatedchequesofthebottom.Thissign
mustbethesamelikethespecimensignatureusedinthebankandsometimesathumb
printmayusedforpeoplewhocannotreadandwrite.

e) Counterfoil/serialNo.
Eachchequeisattachedtoacounterfoilwhichbearsthesameserialnumberasthatof
thecheque.Thecounterfoilenablesthecustomerstokeeprecordsofthepaymentby
thechequesanditalsoenableshim tocheckonthebankstatement.
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Specimenofacheque
A.No.24/973

14/03/009
Payment

B.No.24/973
CentenaryRuralDevelopmentBank
PayMr.Mpangaanorder
Onehundredthousandshillingsonly
AccountNo.6,301

Signature

Aisthecounterfoil
Bisthecheque

A+Bisachequelist

Drawer - MukasaSteven
Drawee - CentenaryRuralDevelopmentBank
Payee - Mr.Mpanga
Drawer’saccountno.61301

TYPESOFCHEQUES
Theyarebasicallydividedintotwo:-

1. Opencheque
Thisisachequethatcanbecashedacrossthecounterbutmoneyonthechequemay
bedepositedonthepayee’saccount.Therearetwoformsofopencheques:-
(i) Bearercheques
These are cheques on which the payee is notnamed.This means thatanyone
presentingitwillbegivenmoneyprovidedthedrawer’saccounthasenoughmoneyat
thebank.Thesechequesareveryriskyinthatevenathiefcangetachancetogetthe
money.

(ii) Ordercheques:
Thesearechequesinwhichthepayeeisnamed.Anorderchequeisonlypayabletoa
namedpersononitsspace.

2. Crossedcheque
Thisisonewhichbearstwoparallellinesacrossitsface.Thischequecannotbecashed
atthecounterbutmaybedepositedinthebanktobecreditedonthepayee’saccountin
thenearfuture.Therearetwotypesofcrossedcheques:-

(i) Generalcrossing
Thisismadebydrawingtwoparallellineswritingbetweenthem anyofthefollowingi.e.
Accountpayeeonly,notnegotiable.
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(ii) Specialcrossing
Thisismadebydrawingtwoparallellinesandenteringbetweenthem inadditiontothe
wordsmentionedabove.

Thedifferencebetweenthegeneralandspecialcrossingisthatwithachequethathas
beencrossedgenerally,fundscanbetransferredtoanotherpersonlegallywhilespecial
crossing,thepayeecannottransferfundstoanotherpayee.

Othercategories;
1. Postdatedcheques
Thisisonebeingwrittenoutwithadatewhichhasnotyetcome.Theaim ofthis
chequeistodelaypaymentsespeciallywherethedrawerhasinsufficientfundsonhis
accountorhasrefunds.Thepersonnamedcanonlybecashedwhenthedatestated
hasmatured/come.

2. Stalecheque
Thisisonethathasbeenwrittenoutandstaysfor6monthsbeyondwhichthebank
mayrefusetopay.

3. Blankcheque
Thisisachequebearingthedrawee’saccountonly.Thischequeissignedbythe
accountholderwithoutindicatingtheamounttobepaidout.Thiskindofchequeisvery
riskybecauseanyonecanfillinanyamountofmoneyandgetspaidbythebankincase
theaccountholderhassufficientmoney.

4. Stoppedcheques
These are cheques thatcannotbe paid bybankbecause ofthe accountholder
instructingthebanknottoadvanceanymoneytoaspecifiedcheque.Thismayhappen
ifsomechequeswerestolenfrom him.
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5. Countercheques
Thesearechequessoldatthebankcountertothecustomerswhoonreachingthebank
mayrealize thattheydo nothave theircheque books.In such situation,proper
identificationbythecustomertothebankisrequiredbeforeacounterchequeissoldto
him.However,itshouldbenotedthatmostbanksdiscouragetheuseofthissystem for
securityreasons.

6. Dishonouredcheques
Thesearechequeswhichthebankhasrefusedtocash.Achequemaybedishonoured
underthefollowingcircumstances:-

i) Whenthechequeisnotdated
ii) Whenthechequeisnotcompletelysigned.
iii) Whenthechequeisforged.
iv) Ifthedrawerdoesnothaveenoughmoneyonhisaccounttocoverthe

amountwrittenonthecheque.
v) Iftheamountinwordsisdifferentfrom theamountinfigures.
vi) Ifthechequeispostdatedandispresentedtothebankbeforethematurity

date.
vii) Ifthedrawer’ssignatureisdifferentfrom thespecialsignatureheldbythe

bank.
viii) Ifthedrawerhasnotifiedthebankthatnopaymentshouldbemadedueto

occurrenceofthedeathoftheaccountholderorduetostolencheques.
ix) Whenthedrawerhasclosedhisaccountwiththedrawee(bank).
x) Incasethechequeisstalei.e.ifithasstayedbeyondtheexpecteddate.
xi) Ifthechequeisdamagedormutilatedtorn.

Advantagesofcheques
Paymentbychequesystem isoneofthemostcommonwaysofsettlingdebtsinthe
moderncommercialworldandthefollowingaretheadvantagesofcheques:-

i. Thechequesystem isconvenientbecauseittakesaveryshortperiodoftimeto
writethancountingthebanknotesandcoins.

ii. Itenableslargesumsofmoneytobetransferredfrom onepersontoanother
withlittleornoriskoftheft.

iii. Itisverysafe.Cashcanbeusedafterthechequehasbeendepositedespecially
throughcrossedcheques.

iv. Counterfoilsofthechequebooksarenecessaryforpaymentsandthishelpsthe
accountholdertokeeprecords.

v. Chequesareeasiertomovewiththancashwhichisbulkyinmostcasesand
heavyincaseofcoins.

vi. Achequepaidisevidencethatpaymentshavebeenmadeandconsequentlya
writtenreceiptneedstobeobtained.

Disadvantagesofcheques
i. Achequemayberejectedbythebakersforsomereasonslikeifitisnotdated,if

itisforged,notsignedetc.
ii. Chequesarenotlegaltendersunlikebanknotesmeaningthatanindividualhasa

rightofrefusingpaymentbyacheque.
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iii. Chequesarenotsafebecausetheycanbecashedtoanybodypresentingittothe
bank.

iv. Apersonpaidbyuseofachequemaynoteasilyandquicklyusethemoney
becausehehastomovetothebanktodepositthechequeandattimeswaitfor
thedaytogetthemoney.

v. Chequebooksarepaidforbytheaccountholdere.g.leafbookmaycost5000/=
whichmeansthatforanychequewrittenoutthedrawerincurs200/=asextra.

vi. Chequeswrittentobepaidbythebanktakealongperiodoftimetomaturei.e.2
–3weekswhichdelaysapersontousehismoney.

vii. Giventhehighilliteracylevelsprevailinginthecountry,themajorityofpeoplewill
notunderstandthefunctionofthechequeandcanenduprejectingthem.

ReasonswhytheuseofchequesisnotverypopularinUganda?
i. Chequessometimestakelongtomature.

ii. Mostpeopleareilliteratesorignorantanddonotknowhowtousecheques.
iii. Somepeoplefearchequestobedishonouredbybanksduetodishonestyamong

peoplebecauseitisnotlegaltender.
iv. Mostbanksarelimitedtourbancentresi.e.notwelldistributedhenceleavingthe

ruralpeopleoutofthesystem.
v. Mostpeoplepreferoperatingaccountswhichdonotusecheques.

vi. Majorityofpeoplepreferkeepingthemoneyathomeinsteadofbanking.
vii. Mostpeopleareengagedinsmalltransactionswhichmakechequeseconomical.

BANKOVERDRAFT
Thisisdefinedasatemporaryloanwherebyabankcurrentaccountholderisallowedto
withdrawmoneyoverandabovewhathehasonhisaccount.

THEROLEOFCOMMERCIALBANKSINTHEDEVELOPMENTOFANECONOMY
i. Theyfacilitatetheprocessofcapitalaccumulationorformationthroughthe

promotionofsavingsandinvestments.Thisexpandsthecapacitycadleadsto
economicgrowthanddevelopment.

ii. Commercialbanksprovidethedesiredinfrastructurelikeroadsandresearch
centreswhichfacilitatedevelopment.

iii. Theyaremediathroughwhichthegovernmentprogrammesareexecutede.g.
ruralfarmers’schemes,crop finance schemes which are sponsored by
commercialbanks.

iv. Theyofferemploymentopportunitiestothenationalsatdifferentbranches.
v. Byadvancingloansonindustry,agricultureandotherproductivecapacityofthe

country.
vi. Theycultivatesavingshabitsinthenationalsbyofferingreasonableinterestson

savingdeposits.
vii. Commercialbanksincreasegovernmentrevenuethroughtaxingtheprofitsthey

make.
viii. Awelldevelopedcommercialsectorfacilitatesthedevelopmentofinternational

tradethroughenjoyingitsadvantage.
ix. Commercialbankscarryoutinvestments.Someoftheirmoneyisinvestedin

form ofshares,debentures and otherassets which improve the capital
accumulationandleadtodevelopment.
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PROBLEMSFACEDBYCOMMERCIALBANKS
i. Thelargesubsistencesector:Uganda’seconomyislargelysubsistenceand

dependsonafewcropsforexportwhichrestrictsthebankingsector.
ii. Thehighilliteracylevel:Thesehavealsohinderedthedevelopmentofbanking

habitsespeciallyinruralareaswheremanypeopledonotknow how toopen
accounts.

iii. Conservation:ManypeopleinUgandaarestillconservativeaboutkeepingmoney
inthebank.Somestillwanttokeepitintins,underbedsorundergroundandthis
hindersdevelopmentofcommercialbanks.

iv. LowincomelevelsofmanypeopleinUganda:Thislimitslevelofsavinghence
limitingbanking.

v. Poverty:Thisiswidelyspreadinthecountryandpeopletendtolookatcurrent
survivalratherthansavingforthefuture.

vi. Politicalinstability:Insomepartsofthecountrye.g.northernUganda,thereare
rebelactivitieswhichscareawaytheestablishmentofcommercialbanks.

vii. Presenceofuntrustworthycustomers:Thesemaketheconditionsofgivingout
loansrigidhencelimitingtheserviceofcommercialbankstothecustomers.

viii. Foreignownership:Sincemostofthecommonbanksareownedbyforeigners
ix. Nationalization of commercial banks: Such as commercial banks are

characterizedbymismanagementandcorruptionhenceleadingto
x. There are limited skilled personnelin the banking sector.This hinders

developmentaswell.
xi. HighinterestratessetbyBankofUgandascaresawayborrowershencelimiting

thedevelopmentofbanks.

THECENTRALBANK
Acentralbankisthenationalbankofanycountrythatisestablishedandmanagedby
thegovernmenttocontrolandguideotherfinancialinstitutionsinthecountry.Itisthe
mainfinancialinstitutioninthecountryestablishedandcontrolledbythegovernment.
To controland guide governmentfinance,commercialbanks and otherfinancial
institutions.InUganda,BankofUgandaisthecentralbank.

FUNCTIONSOFTHECENTRALBANK
i. Thecentralbankoffersbankingfacilitiestothegovernmentaswellasthe

commercialbankswhichthenprovidesuchservicestogeneralpublic.
ii. Itisalsoresponsibleforcontrollingthevolumeofmoneyincirculationthrough

monetarypolicies.Thecentralbankistheonlybodyinthecountryallowedto
printandissuenewcurrencyonbehalfofthegovernment.

iii. ItactsasabankertofinancialinstitutionslikeIMF,WorldBanketc.Eachofthese
organizationshasanaccountwiththecentralbankofthecountry.

iv. Itactsasalenderoflastresort.Ifcommercialbanksfailtoraisethenecessary
cashtosettletheircustomers’demands,thecentralbankcanlendthem money;
likewisethegovernmenttoocanborrowfrom thecentralbank.

v. Itcontrolsandmonitorsallfinancialactivitiesofcommercialbanks.
vi. Itactsasthecontrollerofcreditintheeconomythroughregulatingtheamount

ofmoneyincirculationbyusinganumberofmonetarytoolslikebankrates,open
marketoperation.
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vii. Itcollectsandkeepsdataorinformationconcerningvariousaspectsofthe
country’seconomy.

viii. Itisresponsibleforpayingthemoneythatthegovernmentborrows.
ix. Itcontrolsforeigncurrencyinthecountryandthereforebeforeanyforeign

currencyisconvertedtolocalcurrency,permissionhastobesoughtfrom the
centralbank.

FUNCTIONSOFCENTRALBANKTOTHEGOVERNMENT
i. Itacceptsdepositsfrom thegovernmente.g.extrarevenuefrom taxes.

ii. Itextendsshortterm loanstothegovernment.
iii. Itmakesoutpaymentstocommercialbanksonbehalfofthegovernment.
iv. ItconnectsthegovernmenttotheforeigninstitutionsabroadliketheIMFand

WorldBank.
v. Itmanagesthepublicdebtonbehalfofthegovernment.

vi. Ithelpsintheformulationofbudgetsandestablishingstatisticsonbehalfofthe
government.

vii. Itadvisesthegovernmentonfinancialandeconomicaffairs.
viii. Itisthebankwheregovernmentbodiesandinstitutionskeeptheirmoneyfor

theiractivities.

TOOLSOFMONETARYPOLICY/MTDS/INSTRUMENTS
Thisreferstoagovernmentpolicyestablishedtoregulatemoneyincirculationand
othereconomicactivitieswithinthecountrythroughthecentralbank.

Alternatively,itreferstothevariousmethodsadoptedbythecentralbanktocontrol
credit(money);duringinflation,thecentralbankadoptsmeasurestoreducemoneyin
circulationthroughtheuseofthesamepolicies.

Thesetoolsinclude:

1. BankRate:
Thisreferstotherateofinterestchargedoncommercialbankswhentheyborrow
moneyfrom thecentralbank.

Whenthecentralbankwantstoincreasemoneyincirculation,itwilldecreasethebank
ratetocreateroom forthecustomerstoborrow whileifthecentralbankwantsto
reducemoneydiscouragingotherbanksto getloanswhichtheywouldgivetheir
customers.

2. Openmarketoperation:
Thisinvolvesthesaleorpurchaseofgovernmentsecuritytoandfrom thegeneral
publicrespectively.Whengovernmentwantstoreducemoneyincirculation,itbuysoff
security from generalpublic which reduces theirpurchasing powerand when
governmentwantstoincreasemoneyincirculation,itsellsoffbigsecuritiestothe
generalpublichenceincreasingtheirpurchasingpower.

3. SelectiveCreditControl:
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Underthisthecentralbankmayrestrictorlimitleadingtoonlyspecificcreditors.This
reducestheamountofmoneyincirculationwhilewhengovernmentwantstoincrease
moneyincirculation.Itlendsmoneytothedifferentinstitutionsthatneeditthrough
commercialbanks.

4. CashRatio/LiquidReserveRatio:
Thisisacounterfoilusedbycommercialbankstokeepacertainpercentageofthe
depositincash.Thecentralbankmayrisethecashratioinordertoreducemoneyin
circulation and mayreduce the cash ratio when itwants to increase moneyin
circulation.

5. Compulsorydeposit
This is one ofthe mosteffective instruments ofmonetary policy.Underthis,
commercialbanksarerequired to makeandmaintaincertainproportionsoftheir
depositswiththecentralbankwhichvariesaccordingtotheprevailingconditionsinthe
economy.Whenthecentralbankincreasesthedeposit,moneyincirculationreduces
andwhenitreducesthedepositmoneyincirculationincreases.

6. LegalReserveRequirement
Thisiswherebylawcommercialbanksarerequiredtokeepaminimum balancewith
thecentralbank.Thecentralbankmayraisethelegalminimum revenuerequiredor
reduceit.Ifitreducesit,therewillbeincreaseinmoneyincirculationandifitincreases,
therewillbeadecreaseinmoneyincirculation.

7. MarginalRequirement
Thisisthedifferencebetweentheamountoftheloanandthevalueoftheassetgivenin.
whenthecentralbankwishestorestrictcredit,itwillincreasethemarginalrequirement
whilewhenitwishestoincreasemoneycirculation,itreducesthemarginalrequirement.

8. CurrencyReforms
Thecentralbankasksthepublictoforwardcertainnotesandcoinsforexchange.When
moneybecomesexcessive,thegovernmentfindsitnecessarytocarryoutcurrency
reformssoastoreducetheamountofmoneyincirculationandthenthevalueof
money.

9. MoralSuasion
This is where the centralbank persuades,requests,appeals and advises the
commercialbankstocontrolandregulatetheirlendingpolicies.Thisreducesinflation
andmoneyincirculation.

FACTORSTHATHINDERSUCCESSFULOPERATION OFTHEMONETARYPOLICYIN
UGANDA

i. Ignoranceofthepublicaboutthetoolsusedbythecentralbanke.g.openmarket
operation,selectivecreditetc.Manypeopledonotunderstandhowthesetools
areused.

ii. ThereisalotofcorruptioninUgandawhichhinderstoolslikeselectivecredit
control.

iii. Mostbanksdonotfollowinstructionsandguidelinesgiventothem bythecentral
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banksincetheyaremainlyprivatelyowned.
iv. Externalinfluencefrom donorandfinancialinstitutionslikeIMFandtheWorld

Bank.
v. There is a lot of borrowing outside the banking system therefore the

effectivenessofthebankratepolicyislow.
vi. Highliquiditypreference:Manypeopleinthecountrypreferkeepingtheirmoney

incashthaninbanks.Thereforebankshavelessinfluenceoversuchmoney.
vii. Governmentinfluence:Thereisalotofgovernmentinterferenceintheoperation

ofthecentralbanktoprintmoremoneytohelpitfinanceitsprogrammes.
viii. Limitedcapitalandfinancialmarkets:Theseareunderdevelopedandsothe

governmentsecuritiesandsharescannotbesoldandboughteasily.
ix. LimitedentrepreneurshipinLDC’slimitstheutilizationofcreditforinvestment.
x. Thebanksarenotevenlydistributedinthecountry.Theymainlyconcentratein

urbancentreshencemakingtheruralpopulationunawareoftheoperationof
thesetools.

xi. Politicalinstabilitiesalsohindertheeffectivenessofthebankingsystemsthus
limitingmonetarypolicy.

xii. Thedominanceofprivateforeigncommercialbankswhicharenotunderdirect
controlofthecentralbankalsohindersthepolicy.

xiii. Theexistenceoflargesubsistencesectorwherepeoplebasicallyproducefor
theirownconsumptionandhavelittleornothingtosavewiththebank.

ReferenceQuestions:
1 (a) Statethedifferencebetweenabankloanandbankoverdraft.

(b) Howdoesacurrentaccountdifferfrom thesavingsaccount?

2 (a) Explainthedifferencebetweenachequeandabankrate.
(b) Whatservicesareofferedbycommercialbankstotheircustomers?

3 Underwhatconditionsmayabankrefusepaymentagainstachequeorrefera
chequetoadrawer?

4 (a) Whatarethefunctionsofmoney?
(b) Describethequalitiesofgoodmoney.

5. (a) Distinguishbetweenabillofladingandabillofexchange.
(b) Whatarethefeaturesofthebillofexchange?
(c) Underwhatconditionsmayabillofexchangebedishonoured?

6 (a) Explainthetypesofbanks.
(b) WhatproblemsdocommercialbanksexperienceinUganda?
(c) WhatfunctionsdoesthebankofUgandaperform?

7. Whatfactorswillthebankmanagerconsideringivingaloantotheapplicant?
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SALESPROMOTION
Itreferstoanattemptmadebyabusinessenterprisetogiveatemporaryboasttoits
productsinordertocreateahighdemandwhichincreasessales.

Tradersemployvariousformsofsalespromotionactivitieswhichincludethefollowing:-

1. Offeringfreegifts(premium)
Thepremium isanitem ofvalueorafreegiftgiventoabuyerofagoodorserviceas
takenofbonuse.g.offeringonefreeopenerwhenhebuystencreatesofbeer.Omoand
soapforbuyingmorelitresoffuel.

2. Offeringcreditfacilitiesofworthcustomers
Thiscanalsopromotesalessinceitattractsbuyerstobuymoregoodsatagothanthey
wouldotherwisebuyiftheyweretobesoldoncashbasis.

3. Offeringfreesamples
Asampleisanitem giventotheintendingbuyertotryoutandlaterbuytheproductif
she/heisimpressed.Thismayleadtoanincreaseinsales.(freesanitarypadsare
alwaysgiventogirlsinfreesamples).
4. Pricereduction
Reducingpricesofproductscanpromotesalessincemorecustomerswillbeattracted
bythereducedpricestobuytheproducts.Boththenewandoldshouldbeshowne.g.
Batashoes.

5. Offeringaftersalesservices
Aftersalesservicesarefreeservicesofferedbythesellertothebuyerafterhehas
boughtgoodsandservicesfrom him.Thiscanbeinform offreetransport,advise,free
packingmaterialetc.Thismayattractmorecustomersandincreasessalesaswelle.g.
roofings,Lwezaclaysetc.

6. Advertising
Thisisthemeansbywhichinformationisspreadbyproducersandsellersaboutthe
availabilityoftheirgoodsandservicesinanattempttoincreasesalese.g.coca-cola
advertisesonradio,TVsandnewspapers.

7. Marketresearch
Thismeanstheactofobtaininginformationaboutthedemandoftheproductsand
opinionofthecustomersregardingtheproductsofthecompetitivefirms.Inviewofthis
information,afirm canmakebetterdecisionstopromotehesalesofitsproducts.

8. Branding
Thisistheactofgivingtrademarksandnamestoenablecustomersdifferentiatethe
products.Itisusedtoattract/winmorecustomerswhichalsoincreasessalese.g.
Gardentea.

9. Packing
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Thisisthedesigningofattractivecontainersforgoodsbeingsoldandalsomakingsure
thatcontainerscanbeputontootherusese.g.omo,NOMI,Kimboetc.
10. Exhibitionandtradefairs
E.g.UMA’sregularshowsatLugogo andtheagriculturalshowsinJinjawillalso
promotesales.

11. Sponsorshipofprogrammes
ThisisdoneonbothradioandTVe.g.MTN,Airtel,Coca-cola,KatumwaSportsCentre,
Peacockpaintsetc.

12. Givingoutbrochuresandmanualstocustomers
Thesewillincreaseorpromotesalesofproducts.

13. Promotionaloffers
Itisasystem wherebyafirm givesacustomermoreunitsforagivenamountofmoney
e.g.anextracrateofbeerfor10cratesbought,hirepurchase,wideuseofbillboards
etc.

QUALITIESOFAGOODSALESMAN
i. A good salesman should beableto offercreditfacilitiesespeciallyto his

trustworthycustomers.
ii. Oneshouldbehonesttohiscustomers.

iii. Heshouldhavegoodcustomercare.
iv. Heshouldhavegoodsaleslanguagei.e.shouldbepolite.
v. Heshouldofferaftersalesservicestohiscustomersandthosewhobuyinbulk.

vi. Heshouldhavethoroughknowledgetotheproductsheissellingi.e.how to
operatethem.

vii. Heshouldbeattractivetothecustomersbecausesomeareattractedbythe
appearance.

viii. Heshouldbeabletotakeuptheadvicegivenbyhisclients/customersasfaras
theproductsareconcerned.

Questions:
1 a) Distinguishbetweensalespromotionandmarketresearch.

b) Outlinewaysafirm producing anew brand ofsodawouldmakeits
productstobeknowntothepublic.

2 (a) Withexamples,explaintheformsofsalespromotion.
(b) Whatarethequalitiesofagoodsalesman?

ADVERTISING
This refers to the means bywhich producers and sellers conveyinformation to
consumersregardingtheavailabilityoftheirgoodsandservicesinattempttoincrease
sales.

Itisalsodefinedasthepublicationoffactsandopinionsongoodsandservices
availableforsaleinordertoinfluencethepublictopurchaseorbuythem.
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OBJECTIVES/AIMSOFADVERTISING
i. Toinform thepotentialconsumersofnewproductsorservices.

ii. Toindicatenewusesoftheexistingproduct.
iii. Toincreaseonthesalesoftheproduct.
iv. Togiveinformationonpricecharges,specialordersetc.
v. Tobuildthefirm’simage.

vi. Tocreatemoreemploymentopportunities.
vii. Toencouragemoreefficientuseoftheproductse.g.anadvertisementlikeMTN

everywhereyou.
viii. Tocreatebrandloyalty.Advertisingcreatesbrandloyaltysothattheconsumer

continuestobuyafirm’sproductinpreferencetootherfirm’sproducts.

GENERALFUNCTIONSOFADVERTISINGINBUSINESS
i. Itbridgesthegapbetweenthemanufacturerandtheconsumer.

ii. Itenablestheconsumertoknowtheavailablegoodsonmarketforproperchoice
making.

iii. Itinducescustomerstobuyhenceincreasingsales.
iv. Itenablesintroducingofnewproductsonsaletotheconsumers.
v. Itencouragescompetitionleadingtobetterqualityproductsandatreasonable

prices.
vi. Itprovidesnecessaryinformationaboutthesalientfeaturesofdifferentproducts

e.g.size,quality,colouretc.
vii. Ithelpsconsumerstoknowthetechnicaluseofproductsandtheirapplications.

TYPESOFADVERTISING

a) IndirectAdvertising
Thisisadvertisingtothepublicasawholee.g.meansofposterssinceitdoesnot
appealtoanyspecificgroupsofcustomers.Itisthemosteffectivewhenusedforbasic
essentialcommoditieslikesalt,sugar,soapetcwhichareboughtbythemajorityofthe
population.

b) DirectAdvertising
Thisismeantforcertainincomegroupsorpeopleincertainprofessions.Itisapplicable
whenaproductorserviceappealsonlytoalimitednumberofpeoplee.g.throughthe
pressaimsofsellingtothosewhocanread.

c) InformativeAdvertising
Thissimplyalerts/makestheconsumerawareoftheexistenceofacommodity.It
merelyannouncesthepresenceoftheproductsandgivesdetailstothepotentialbuyers
e.g.coldsodaissoldhere,buysparepartsfrom here.

d) PersuasiveAdvertising
Thisaimsatconvincingtheconsumersthattheadvertisedproductisbetterthanoneof
thesimilarkind/betterthananothere.g.“omodigestsstainsanddirt”.MTN,thebetter
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connectionetc.Persuasive/competitiveadvertisingaimsatcreatingandmaintaining
demandandmarketrespectivelyanditiscommonlyusedbyfirmsproducingsimilar
products.

ADVANTAGESOFADVERTISINGTOTHEPRODUCER
i. Advertisingexpandsthemarketforproducers’goodsandservicesbyinforming

consumersoftheexistenceoftheproductsonthemarketinducingthem tobuy.
ii. Itincreasessalesoftheproducerleadingtomassproductionandmoreprofitsto

theproducer.
iii. Itbridgesthegapbetweenproducerstoestablishcontactswithcustomers.
iv. Itenablestheproducertoretainhisshareofthemarketthroughconstantly

remindingconsumersofhisproducts.
v. Itencouragesconsumerstofrequentlyusetheproductswhichincreasesalesfor

profits.
vi. Inareaswheretheirdemandoftheproducerproductislow,advertisingmay

remindtheconsumersabouttheproducer’sproducthencepromotingsales.

TOTHEGOVERNMENT
i. Advertisingprovidesemploymenttosomepeoplewhichenablethegovernment

tosolvetheproblem ofunemployment.
ii. Thegovernmentgetsrevenuethroughtaxationofadvertisingfirms,advertising

mediaand allthoseengaged inadvertising whichenablesitto financeits
activities.

TOTHECONSUMERS
i. Itcreatesemploymentamongproducersofsimilargoodswhichforcesthem to

improveonthequalityofgoodsandserviceswhichisanadvantagetothe
consumer.

ii. Throughadvertising,consumersareexposedtoawiderrangeofgoodsand
servicesfrom whichtomakechoice.

iii. Advertising enables consumers to know the prices ofdifferentgoods and
serviceswhichsavesthem from beingoverchargedbytraders.

iv. Itcreatescompanionshipamongproducersofsimilargoodsorserviceswhich
forcethem toreduceprices.

v. Itsavestheconsumersform theburdenoflookingfortheproductssincethey
arefedwiththeinformationofwheretofindthecommodities,theirappearance,
sizeetc.

vi. Consumersgettoknowthecommoditiesavailableonthemarket.
vii. Someadvertsexplaintoconsumershow besttousesomegoodswhichsaves

theconsumersfrom theproblemsassociatedwiththemisuseoftheproducts.

DISADVANTAGESOFADVERTISMENT/ADVERTISING
i. Advertisingisexpensiveanditscostsareusuallypassedontotheconsumersin

form ofhighprices.
ii. Persuasiveadvertisingmayforceconsumerstobuygoodsorserviceswhich

theydonotreallyneed.
iii. Someadvertsaremisleadingandendupdrivingconsumerstobuypoorquality

goods.
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iv. Advertisinginterfereswiththefreechoiceofgoodsorservicestotheconsumers
especiallypersuasiveadvertisements.

v. Itmaysometimesforceconsumerstolivebeyondtheirmeansbecauseattimes
consumersareforcedtoborrowmoneyandbuywhattheycannotaffordunder
theinfluenceofadvertising.

vi. Itoutcompetessomeindustrieswhichleadtotheriseofmonopolieswhichhave
atendencyofoverchargingtheconsumersandofferingpoorqualitygoodsand
services.

vii. Some advertisements promote immorality such as adverts forcondoms,
cigarettes,videos,lockersetcwitchdoctors,childabuselikekidnapping.

ADVERTISINGMEDIA
This refers to the various ways ormeans/channels through which advertising
information is conveyed to the public.They include the following:-Newspaper,
magazines,TVs,radios,tradefairsandexhibitionsetc.

Newspapers:
Thisisoneofthemostimportantmedium inE.Africa(Uganda)firmsandsellers
advertisetheirproductsandservicesthroughdailyEnglishnewspaperlikeNewvision,
monitor,Bukedde.

The nationalnewspapercirculates throughoutthe countryand theyare therefore
suitableforadvertisementsaddressedtothegeneralpublic.

ADVANTAGESOFADVERTISINGUSINGNEWSPAPER
i. Newspapersarecheap:Manypeoplecanaffordbuyingthem whichenablesthe

messagetoreachmanypeople.
ii. Advertsmadeinnewspapercanstayforalongtimesothatitcannoteasilybe

forgotten.Anytimeapersonreadsanewspaper,themessagewillbereceived.
iii. Newspaperscanbefoundindifferentlanguageswhichfavourthosewhocan

readandwritethelanguageusede.g.English,Luganda,Swahili,Langietc.
iv. Newspapershavegotawidecoveragei.e.canbesenttodistantplaceswithin

thecountryandbeyond.
v. Theyfavourboththedeafandthedumbwhocannotreadandwritesinceit

involvesseeingandwritingonly.
vi. Theypromotesportsactivitiesinthecountrysincemostofthem givesports

detailstotheteachers.

DISADVANTAGES
i. Itisveryexpensivetobuythem everyday.

ii. Theydonotfavourtheblindwhomayalsoneedtheinformationcontainedin
them.

iii. Theydonotfavourtheilliteratessincetheyinvolvereadingandwriting.
iv. Somenewspapersdonotreachallpartsofthecountrywhileothersreachvery

lateandwhensomeinformationhasalreadypassed.
v. Itisexpensivetoadvertisethroughnewspapersandthereforesmallfirmsarenot

favouredwhichmakestheircommoditieslessknowntothepublic.
vi. Newspaperscaneasilybedestroyedbywater,fire,rainandcaneasilybeharmed



122

incaseofmishandling.
vii. Newspaperssometimesleadtomoraldecayespeciallythosewhichdisplayrude

picturese.g.redpepper.

RADIOS
Thisiswhereadvertisementsarebroadcastedfrom theradiostation.

Advantages
i. Itcoversawideareaandthereforeinformationreachesverymanypeople.

ii. Itfavoursboththeilliteratesandliteratessinceitinvolvesonlylistening.
iii. Advertscanbeconveyedindifferentlanguages.
iv. Itcatersfortheblindsinceitdoesnotinvolveseeing.
v. Itisfastsincemessagesarereceivedassoonastheyaresent.

vi. Onceanerrorismade,itcanbecorrectedunlikewrittenmessages

Disadvantages
i. Onlypeoplewithradioscanreceivetheinformation.

ii. Itleavesonrecordforfuturereferencesinceradiosdonotshareinformation.
iii. Itisexpensivetoadvertiseusingradios;theadvertsneedtoberepeatedover

andover.
iv. Languagesusedtoadvertiseovertheradioarelimitedbecauseofthelimited

time.
v. Radioadvertisementsneedtobeoverexaggeratedsincealotofpersuasive

wordsareusedwhichmayencouragebuyerstobuypoorqualitygoods.
vi. Manypeoplewithradiosmaynotlistentotheadvertisementespeciallytheyouth

whoprefermusicandsports.

TELEVISION
Thisiswhereadvertisinginformationisbroughttothenoticeofviewersandlisteners
withinashorttime.

Advantages
i. Itfavoursboththeliteratesandilliteratessinceitdoesnotrequirewritingand

readingbutseeingandlistening.
ii. Itisfast.Thetimetakenisshortandmessagesarerequiredeffectively.

iii. Itcoversarelativelywideareaandhencethemessagereachesabignumberof
people.

Disadvantages
i. ItcanonlyfavourspeoplewithT.VsetsyetveryfewpeoplecanaffordtobuyTV

sets.Thereforemanypeopledonotreceivethemessage.
ii. The costs ofadvertising on TVs are too high to be afforded by many

businessmen.
iii. Itdoes notleave anyrecord forfuture reference so information is easily

forgotten.
iv. Itdoesnotfavourtheblindsinceitinvolvesseeing.
v. Informationisnotalwaysdetailedcomparedtothatinnewspaperbecauseofthe

costinvolved.
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vi. T.Vtransmissionislimitedtoaparticulargeographicaldistancethereforesome
peopleespeciallyinareaswhicharenotreacheddonotgettheinformation.

vii. Exaggerationshenceenjoyingpoorqualitygoodssometimese.g.omo.

MAGAZINES
Advantages

i. Magazinesarewidelycirculatedbothdomesticallyandinternationallysothe
messageisreceivedbymanypeople.

ii. Theyarepublishedinmanylanguagesbothlocalandforeignmakingiteasilyfor
themessagetobeunderstoodbymany.

iii. Theuseofcoloursispossiblewhichmakestheadvertsattractivetoread.
iv. Itleavesrecordforfuturereferencei.eadvertmadecanbestoredforquitealong

time.

Disadvantages
i. Advertsmadeinmagazinestendtobeexpensivecomparedtonewspapers.

ii. Theyaremostlywritteninforeignlanguagesneglectingthelocallanguage.
iii. Someadvertstendtobemorepersuasivethaninformative.
iv. Somemagazinescarryimmoralpictureswhichmaybeaproblem especiallyto

theyoungchildren.

OUTDOOR
Thisinvolvesalladvertsdisplayedoutsideshops,stadium andonstreets.Theyinclude
posters,signpost,bannersetc.

POSTERS
Thisreferstoallpaperadvertisementshangingupordisplayed.Theyareattractively
designedwhichencouragespeopletoreadthem.Postershaveawidecoveragebut
theyareusuallyaffectedbyrainfallandwind.

SIGNPOSTS
Thesearedesignedonwoodenormetallicmaterialandaredisplayedinstrategic
placesalongside roads.Sign postsare permanentlynatured and are affected by
weathere.g.school,signposts,witchdoctorsetc.

BANNERS
Theseareinform ofaclothbearingthemessagebeingadvertised.

NEONSIGNS
Thesearenormallyhangedoutsideshopsandarelightedatnightsothatthemessage
canbereadbothduringdayandnight.

Theyareadvantageousbecauseinformationcanreachmanypeoplesincetheyare
displayedinstrategicpoints.

Disadvantages
i. Theyarenotsuitableforilliteratepeoplesincetheyinvolvereading.
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ii. Installingandmaintainingneonsignisexpensive.
iii. Theydonotfavourblindsincetheyinvolveseeing.

TRADEFAIRSANDEXHIBITIONS
Tradefairsisamediaadvertising whosemanufacturesand businessmendealin
variousproductsdisplaytheirproductsfrom welldesignedstockstoshowgroundsto
makethem knowntothepublice.g.UMA(UgandaManufacturersAssociation).

Tradeexhibitionreferstoanoccasionwherebyoneormoreproducersofrelated
produceddisplaytheirproductsatashowgroundonwelldesignedstocksatashow
groundtomakethem knowntothepublice.g.UgandaNationalFarmers’Association
AnnualAgriculturalshowinJinja.

Advantages
i. Itiseffectiveespeciallywithadvertisingnew productsonthemarketsinceit

attractsmanypotentialcustomersfrom outsideandwithinthecountry.
ii. Manufacturersareabletointeractfacetofacewithpotentialcustomerswhich

enablethem tofindoutthecustomer’sopinionabouttheirgoods.
iii. Manufacturerscaninteractwithoneanothertotradefairsandmaybeableto

improveonthequalityoftheirproductstomatchthoseofothercompetitive
firms.

iv. Businessmenandmanufacturerscangetagentssincetradefairsattractmany
buyersbothdomesticallyandinternationally.

v. Itbooststhesalesofbusinessmensinceduringtradefairsmanycustomers
takeadvantagesofpricereductiontobuyinbulk.

Disadvantages
i. Tradefairsarelimitedtofewareas.

ii. Theyareinmostcasestemporary.
iii. Theyareexpensivetoorganize
iv. Theydonotfavourtheblind.

WINDOW DISPLAY
Thisistheplacingofgoodsinglasswindowsofshops,wellarrangedinsuchawaythat
theyattractpeoplewhostop,lookandadmire.Thispracticeisknownaswindow
shopping.

Advantages
i. Goodscanbeseenclearlyattractingpeopletobuythem.

ii. Itisavailabletoallpassersbyatfreecharge.
iii. Goodscanbearrangedatalowcost.

Disadvantages
i. Windowglassesareveryexpensive.

ii. Onceglassesbreak,theycancauseinjuries
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iii. Itdoesnotfavourtheblind.

SPECIALITYADVERTISING
Thisinvolvesproducersorbusinessfirmsofferingspecificarticlestocustomerswith
theirtrademarks,tradenamesandsymbols.SucharticlesmayincludeT-shirts,openers,
containers,pens,cigarettesetc.

TRANSPORTADVERTISING
Thisiswhereafirm advertisestheirproductsinmovingvehiclee.g.localmusicians.It
is also directmailadvertising which involves suppliers and producers sending
cataloguestopotentialcustomersadvertisingtheirgoodsthroughthepostoffice.

Thisinmostcasestakesplaceinreplytothelettersofinquiry.

FACTORSAFFECTINGTHECHOICEOFANADVERTISINGMEDIA
i. Costofthemedia:Manufacturersortradersshouldconsiderthecostofthe

mediainrelationtothevalueofthecommoditytobeadvertised.Moreexpensive
goodslikecars,machineryetccanbeadvertisedthroughmoreexpensivemedia
liketelevisionswhilecheapproductsadvertisedmainlythroughlessexpensive
medialikeradio,postersetc.

ii. Theagegrouptowhichthemediaappealsitsgoodstobeadvertisedmainlyfor
teenagersthanmediasuchasmagazines,T-shirtsetcwhichsupplytoteenagers
shouldbeused.

iii. Thegeographicalareacoveredbythemedia.Iftheproducerswanttointroducea
productaimedatthelocalmarket,thenthemediasuchaspostersandother
localappealmediamaybeused.Howeveriftheproducttobeadvertisedis
intendedforthewholecountry,thenmediawithnationalwideappealsuchas
radio,televisionsandnewspapermaybeused.

iv. Thecommongrouptowhichthemediaappealswithadvertisingacommodity
which is mostly demanded by the rich people,one can use television or
magazines.Ontheotherhandwhenadvertisingcommoditiesdemandedby
commonpeople,signpostsandpostersandlocalnewspaperscanservebest.

v. Socialclass:Ifgoodsaremainlydemandedbylocalpeople,radioandlocal
newspaper can work, televisions and magazines can work better for
commoditiesdemandedinurbancentres.Radiosandtelevisionsaregoodfor
literatesandilliteratesociety.Iftheadvertisingisintendedtocovermanypeople,
themanufactureandtradersmaypreferusingradios,newspapers,magazines
andtelevisions
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INSURANCE
Thisistheprotectionagainsteventswhichmayormaynottakeplacee.g.fire,theft,
accidents.Itisanaidtotradewherebyindividualsororganizationssubjectedtocertain
receiptscontributemoney(premiums)to acommonpoolfrom which who suffer
financiallossesfrom thestatedriskscanbecompensated.

Theprotectionagainsteventswhichwilldefinitelyoccuriswhatistermedasassurance
e.g.death,oldageetc.

Examplesofinsurancecompaniesinclude:
i. EastAfricanGeneralInsuranceNationalCompany(EAGIN)

ii. NationalInsuranceCorporation(NIC)
iii. PanWorldInsuranceCompany(PAWIC)
iv. UnitedAssuranceCompany(UAC)
v. ExcelInsuranceCompany(EIC)

vi. StateWorldInsuranceCompany(SWICO)

TERMSUSEDININSURANCE
1. Premium
Thisreferstotheamountofmoneypaidbyapersonororganizationtowardsan
insuranceproduce.Premium makeupapoolfrom whichcompensationismadeto
thosewhosufferlosses.

2. Insurer
Thisreferstotheinsurancecompanyofferingtheinsurancepolicy.Itisalsocalled
Assurerorunderwriter.

3. Insured
Thisreferstothepersonororganizationwhichtakesupaninsurancepolicy.

4. Risk
Thisreferstotheeventagainstwhichinsuranceistakenupwiththeinsurere.g.risks
includefire,accidentsetc.

5. Loss
Thisistheoccurrenceofthelosteventsagainstwhichinsuranceistakenout.Ifthe
entirepropertyinsuredisdestroyed,thelossissaidtobeatotallossandifonlypartof
thepropertyinsuredisdestroyed,thelossissaidtobeapartialloss.

6. Surrendervalue
Thisreferstotheamountofmoneygivenbacktotheinsuredpersonororganization
whenheorshedecidestocanceltheinsuranceagreementbeforetheperiodspecified.

7. Co-insurance
Thisiswhereanitem isinsured againstsimilarriskto thenumberofinsurance
companies.Theinsurancecompaniesarecalledco-insurers.Itshouldbenotedthatco-
insuranceisofnovaluetotheinsuredsince incaseofalossofthem willcontribute
onlytheamountforthelossjustasitwouldhavebeenwithoneinsurancecompany.
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8. Re-insurance
Thisiswhen an insurancecompanyinsuresariskwith insurance.Thisnormally
happenswhenthepropertyistooexpensivetobehandledbythefirstinsurance
companyorwhen the originalinsurance companydoes notofferthatparticular
insuranceproduct.

9. No–claim bonus
Thisisthediscountgiventotheinsuredinform ofreducedpremium whenitmakesno
claimsfrom itspolicy.Carefuldriverswhoavoidaccidentsbenefitfrom this.

10. Sum insured
Thisreferstotheexactvalueoftheitemsinsuredwhichtheinsurancecompany
undertakestopayinform ofcompensationincaseofaloss.

11. Insurancepolicy
Thisisadocumentthatactsasanevidenceofacontractbetweentheinsuredandthe
insurancecompanygivingalldetailsandcommissionsofacontract.

12. Proposalform
Thisisthedocumentgivenbytheinsurancecompanytoapersonororganization
intendingtotakeupinsurancewherealltherelevantmaterialactsarefilledconcerning
thepropertytobeinsuredi.e.itisanapplicationtotheinsurancecompany.
13. Covernote
Itisadocumentgivenbytheinsurancecompanytotheprospectiveinsuredorpayment
andthefirstpremium asthepolicyisbeingprepared.Itindicatestheamountofmoney
paidtotheinsurerbytheprospectiveinsuredandagraceperiodof30daysisgiven
withinwhichthepolicyisprepared.

14. Actuary
Thisisapersonwhocalculatesthepremium tobepaidbyapersonororganization
intendingtotakeupinsurancebasingonthefirststatistics.

15. Assessor
Thisisaspecialistininsurancewhodeterminestheamountofgoods.Hisworkisto
quantifythe magnitudes ofa loss and to help with advises during the time of
compensation.

16. Overinsurance
Thisiswhentheinsuredovervalueshispropertyatthetimeoftakinguptheinsurance
policy.Howevershouldtheinsurancecompanydiscoversuchalie,thepolicymaybe
canceledandthealreadypaidpremium maynotberefunded.

17. Underinsurance
Thisiswhentheinsuredundervalueshispropertyatthetimeoftakinguptheinsurance
policy.Theinsuredispaidonlythesum insuredwhichislessthantheactualvalueof
theproperty.



128

18. Poolingofrisks
Thisiswherepeopleororganizationsexposed to theriskpaysmallamountsto
insurance from where a few suffering from losses arising from such risks are
compensated.

19. Insurancebroker
Thisisamiddlemanwhoconnectspeopleororganizationinneedofinsurancecoverto
theinsurancecompanies.Theydonothandlethepolicythemselvesbutsimplyconnect
prospectiveinsuredtotheinsurers.

20. Insuranceunderwriters
Theseareindividualswhoworkontheirownaccounttoofferinsurancecasestothe
prospectivecustomersinneedofthem.

21. Aninsurancemarket
Itisamedium throughwhichaninsuredandinsurerarebroughtintocontact.

PRINCIPLESOFINSURANCE
Thesearetheregulationsthatgoverninsurancebusiness.Theyarebasically5andthey
include:-

1. Indemnity
Thisprinciplestatesthatcompensationhastobemadetothosewhosufferlossesbut
oneshouldnotmakeprofitsfrom hispolicy.Theaim oftheinsurancecompanyisto
compensatetheinsuredfrom whatislostbutnottoputhim infinancialposition,
thereforetheinsuredisnotallowedtomakeagainoutofthecompensation.

2. Utmostgoodfaith
Thisisaprincipleofinsurancewhichrequiresthepersonororganizationintendingto
takeupinsurancetodisclosealltherelevantmaterialfactsconcerningtheitemstobe
insured.

Shouldanyinformationbehiddenregardingtheitem,thepolicymaybecanceledand
thealreadypaidpremium maynotberefunded.

3. Subrogation
Thisprinciplestatesthataftercompensation,theremainsofthedestroyedproperty
shouldnotbelefttotheinsuredbutmustgototheinsurancecompany.Thisisbecause
theinsuredmaysellofftheremainshencemakingprofitsfrom hispolicywhichis
againsttheprincipleofindemnity.

4. Proximatecause
Thisprinciplestatesthatbeforecompensationismade,thecauseofthelossmustbe
closetotheactualriskinsuredagainst.Accordingtothisprinciplethereforeitone’scar
sinsuredagainstaccidentsandthenitisdestroyedsincethereisnorelationship
betweenfireandaccidents.
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5. Insuranceinterests
Thisprinciplestatesthatonemustinsureaninsureanitem inwhichhehasinterest
suchthatwhenalossoccurstoproperty,heorsheisboundtosuffere.g.onecannot
insurehisfriend’scarorneighbour’shouseaccordingtotheirprinciple.

STEPSTAKEN(PROCEDURE)INOPENINGANINSURANCE
i. Selectinganinsurancecompanytoinsurewith.Itmustbefinanciallystable.

ii. Thepersonwillingtotakeaninsuranceagainstaparticularriskmustfillina
proposalform.Aproposalform isaquestionnaireconsistingofquestionswhich
areansweredbytheintendinginsuredandwhoshouldtakegreatcarewhen
fillingtheform.Allthematerialfactsaboutthepropertytobeinsuredmustbe
disclosedandtheinsurancecompanyoritsagentcalculatesthepremium.

iii. Theinsuredpaysthefirstpremium andisissuedwithadocumentcalledacover
note,(Actsasan evidence ofpaymentofa premium).After30 days,the
insurancecompanygivestheinsuredapolicy.Thisisthemaindocumentof
insurancewhichcontainstheconditionsofinsurance.

iv. Itisanagreementbetweentheinsuredandinsurerandintheagreementsthe
insuredagreestopayapremium totheinsurerandtheinsurerinturnpromises
compensationtotheinsuredinaneventofloss.

v. Ifthelossoccurs,theinsuredmustnotifytheinsurerimmediatelyandfilla
documentcalledclaim form.Hemustgivefulldetailsofthelossandnolies
shouldbetold.

vi. Valuingofthelosstakesplacewheretheassessorvaluestheextentoftheloss
andtheamounttobepaidascompensation.Compensationisdonewhenthe
insurerissatisfiedwiththeassessor’sworkandheclaim made.

TYPESOFINSURANCE
Therearetwomajorcategoriesofinsurancei.e.lifeinsuranceandgeneralinsuranceor
insuranceofproperty.

1. LIFEINSURANCE
Itisreferredtoaslifeinsurance.Thiscoversinsuranceofhumanlife.Apersoncan
enteracontractwithaninsurancecompanytoguardorgiveprotectiontolifehehas
gotasinsurableintereste.g.hisownlife,adebtor’slife,abusinesspartner’slifeetc.
policieswhichareavailableunderlifeinsuranceinclude:-
(i) Wholelifepolicies
Thisisalifeassurancepolicyaimedatassistingthefamilyoftheinsuredwhenhedies.
Premiumsunderthispolicyarepaidthroughoutthelifeoftheinsuredorspecified
period.Thereforethepolicyismeanttoprovidefinancialassistancetobeneficiaries
afterthedeathoftheinsured.

(ii) Endowmentpolicy
Thisisalifeinsurancepolicyaimedatbenefitingtheinsuredafterhehasretiredfrom
thejoborduringhisoldage.

Premiumsunderthispolicyarepaidforaspecifiedperiodoftime.Claimsaremadeat
theexpiryofsuchaperiodoratdeathwhichprovestobeearlier.Theselifepoliciesare
normallytakenbyindividuals.
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(iii) Grouplifeinsurancepolicy
Thisisalifeassurancepolicyunderwhichfamiliesorbusinessestakeupinsuranceto
providethem personsduringoldage.

(iv) Sicknesspolicy
Thisisalifeassurancepolicytakenuptocovertheinsuredagainstaspecifieddisease
orallformsofcurablediseases.Underthispolicy,theinsurerpaysthemedicalbillsof
theinsuredandotherexpensesinvolveddependingoncontract.

2. GENERALINSURANCE(INSURANCEORPROPERTY)
Therearethreebranchesofgeneralinsurancenamely:-

(i) Fireinsurance
(ii) Accidentinsurance
(iii) Marineinsurance

(i) FIREINSURANCE
Thiscoverspropertyagainstdamageanddestructionbyfireorlossthroughhousehold
breaking.Itissometimesreferredtoasfireandtheftinsurance.Fireinsurancehas
policieslike:-
a) Firepolicy
Thisisapolicyaimedatprotectingpropertyagainstfireoutbreaks.

b) Householdriskpolicy
Thisisapolicythatcovershouseholdpropertyagainstdamagesorlossespecially
householdfurnitureandkitchenutensils.
c) Burglary(theftpolicy)
Thisisapolicythatcoversagainstforcedoutbreakingofburglars.Thispolicyis
normallytakenupbybusinessmen,banksandlandlords.

d) Fidelityguarantee
Thispolicycoversagainstlossesarisingfrom thedishonestofparticularemployeesor
theentireworkingstaff.Thispolicyisnecessaryespeciallyforcashiers,accountants
andbankingofficerswhohandlelargesumsofbusinessmoney.

e) Cashintransitpolicy
Thispolicysafeguardsmoneylosseswhilegoingtoorleavingthebusinessfirm.

f) Cashinsafeovernight
Thispolicycoversagainstlossofmoneywhichhasbeenkeptinofficeovernight.Itis
necessaryforbusinesseswhichreceivelargesumsofmoneyafterbankshaveclosed
e.g.nightclubs,barsetc.

g) Baddebtspolicy
Thispolicyprotectstheinsuredagainstlossesarisingfrom debtorsfailingtopaythe
firm.
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(ii) ACCIDENTINSURANCE
This protects the property againstdamage orloss arising from accidents.This
insurancehasgotanumberofpolicieswhichinclude:-

a) Motorvehicleinsurancepolicy
Thispolicyinsuresvehiclesormotorcyclesagainstdamageorlossresultingfrom
crashingoroverturning.

b) Comprehensivepolicy
Thiscoversthevehicle,itsoccupantandanyotherpersonwhomightbeaffectedbythe
accident.

c) Thirdpartypolicy
Thispolicycoversagainstdamagesorlossescausedbythevehicletothepeopleeither
travellinginthatvehicleorknockeddownbythevehiclee.g.pedestrians.

Note:
Therearethreepartiesinvolvedinmotorvehicleinsurance:-

- The1stpartyistheownerofthevehicle
- The2ndpartyistheinsurer.
- The3rdpartyarethepassengerstravellinginthevehicle.

Thethirdpartypolicythereforecoverspassengerstravellinginthevehicleandthe
peopleinjuredorpropertydestroyedasaresultofaccident.

Bylaw,allvehiclesinUgandaarerequiredtotakeupthethirdpartypolicy.

d) Aviationinsurancepolicy
Thispolicysafeguardsagainstlargedamagesorlifelossesresultingfrom aircraft
clashes.Itisusuallytakenupbyairlinecompanies.

e) Personalaccidentpolicy
Thisisapolicytakenupbyindividualstocoveragainstanyaccidentwhichmayaffect
them especiallyduetovehicles.

f) Employer’sliabilitypolicy
Thispolicyistakenupbyemployerstocovertheiremployeesorcustomersagainstany
injurythatmayoccurtothem whileatworkduringworkinghours.

g) Publicliabilitypolicy
Thispolicycoversagainstanyinjurywhichmayoccurtoapersonwhoispassingnear
thepropertyoftheinjured.Thispolicyisnormallytakenupbybuildingconstruction
companies.

ROLEOFINSURANCEINDEVELOPMENTOFACOUNTRY
i. Businessmencanuseinsurancepoliciesassecurityforloans.
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ii. Insurancecompaniesactastrusteesforthebusinessmen.
iii. Promotetrade.
iv. Compensationincaseofsicknessorlossoflifeleadstoreductionfcosts.
v. A largerpartyofthefundscollectedareusedtosetuprealestatesandre-

investmentsindevelopmentprojectse.g.factories,buildingsetc.
vi. Itenhancesthehabitofsavingamongpeopleespeciallyinlifeinsurance.

vii. Insurancecontributesto acountry’sinvisibleexportshenceearning foreign
exchange.

viii. Employmentopportunities.
ix. Providerevenuetothegovernmentthroughpaymentoftaxes.
x. Compensationincasesofsicknessorlossoflifeleadstoreductionofsocial

coststothegovernment.

Disadvantagesofinsurance
i. Itdoesnotcoverallrisks.

ii. Thedoctrineofinsurableinterestlimitsthescopeofitemstobeinsured.
iii. Thecompensationisnotobtainedimmediately.
iv. Thelegalprinciplesofinsuranceareconfusinge.g.proximatecause.

Problemsfacinginsuranceindustry
i. Manypeoplearenotwellsensitizedaboutinsurancebusiness.

ii. Lossofconfidenceininsurancebecauseofreluctancetocompensateincaseof
loss.

iii. Highratesofinflation
iv. Limitedmarketforinsurancepoliciesduetowidespreadpoverty.
v. Insufficientcapitalbytheinsurancecompany.

vi. Gettinganinsurancepolicyhasmanycomplicationswithconfusingpolicies.
vii. Benefitsastheinsuranceareinvisible.

Similaritiesbetweengamblingandinsurance
i. Bothhaveparticipantscontributingmoneytoacommonpool.

ii. Botharebasedontheelementofprobabilityorchance.
iii. Inboth,membershiporentryisvoluntaryandoutoffreeconsent.
iv. Inboth,atleasttwopartiesareinvolved.

Differencesbetweengamblingandinsurance
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BUSINESSCALCULATIONS
Abusinessisanactivitycarriedoutwiththeaim ofmakingprofitswhilestandingarisk
ofmakinglosses.

Everybusinesspersonmustkeeprecordsofthedaytodaytransactions.Theserecords
arekeptforthefollowingreasons:-

i. Toenabletheownerofthebusinesstoknow whetherheismakingprofitsor
losses.

ii. Toenabletheownerofthebusinesstoestablishtheamountofstockexistingin
thebusiness.

iii. Toenabletheownerknowthedebtorsandcreditorsofthebusiness.
iv. Therecordsenablethegovernmenttodeterminetheamountoftaxtobepaidby

thebusiness.
v. Toenablepotentialinvestorstoaccesstheperformanceofthebusinesssoasto

decidewhethertheyshoulddothesamebusinessornot.
vi. Ithelpsbusinesspersonstodeterminetheamountatwhichtosellofftheir

businesses.

COMMONTERMSUSEDINBUSINESSCALCULATIONS

1. OpeningStock
Thisreferstoitemsorgoodswhichabusinessstartswithatthebeginningofits
operations.Forastartingbusiness,openstockconsistsofthegoodsboughtfrom
producersandwholesalers.

Howeverforabusinessthathasoperatedforatleastoneyear,itsopeningstockisa
combinationofwhathasbeenboughtatthebeginningofthenew yearandremain
unsoldatehendoftheprevioustradingperiod.

2. Closingstock
Itreferstogoodsthatremainunsoldattheendofthetradingperiod.

3. Stocktaking
Itistheactofmakingalistofgoodspossessedbythebusiness.Duringtheperiodof
stocktaking,tradingactivitiesarestockedandeachitem isphysicallycountedand
recordedonthestocksheet.

4. Stockvaluation
Thisistheactofcalculatingthevaluesofallgoodsheldinthebusiness.Afterstock
taking,astocksheetishandledovertotheaccountsdepartmentforstockvaluation.

Stockcanbevaluedatcostpricei.e.thepriceatwhichgoodswereboughtoratselling
pricei.e.thepriceatwhichthebusinessintendstosellthegoods.

5. Purchases
Thisreferstogoodsoritemsboughtforsaleinthebusinessduringtheyear.The
businesswillcontinuetobuymoregoodsforsalethroughoutthetradingperiod/year.At
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theendofthetradingperiod,thesegoodsarevaluedattheircostpricetogetpurchases
fortheyear.
6. CarriageInwards
Thisreferstotransportchargesforthegoodspurchased.Carriageinwardsarepartof
thecostofbuyinggoodsandthereforeitisaddedonthevalueofpurchases.

7. CarriageOutwards
Thisreferstothetransportchargesforthegoodssold.Thesearechargesforgoods
leavingthebusinesstoitscustomer.Itistreatedasabusinessexpense.

8. Netpurchases
Sometimessomeofthegoodsthatareboughtbythebusinessforsalemaybereturned
tothesuppliers.Thismaybeonthegroundsthatsomeofthesegoodsaredamaged,
poorquality,expiredetc.Thevalueofthesegoodsthatarereturnedtothesuppliersis
subtractedfrom thevalueofpurchasesoftheyeartogetnetpurchases.
Netpurchases=purchases-returnsoutwards(purchasesreturned)

9. Returnsinwards(Salesreturns)
Thisreferstogoodssoldtocustomersbuttheyarereturnedtothebusiness.Thismay
beduetodamages,expiryetc.Returnsinwardsarealsoreferredtoassalesreturns.
Netsales=sales-salesreturns(returnsinwards)

10. Returnsoutwards
Thesearegoodspurchasedbythebusinessforsalebutlaterreturnedtothesupplier
beforesellingthem.
Netpurchase=purchases–purchasereturns(returnoutward)

ds)11. Averagestock
Thisreferstotheaverageofopeningstockandclosingstock

Averagestock=
openingstock+closingstock

2

12. Turnover(sales)
Thisreferstothetotalsalesofthebusiness.Itmeansthetotalvalueofgoodssold
from thebeginninguptotheendofthetradingperiod.
Turnover=costofsales+grossprofit

13. Costofsales/Costofgoodssold
Thisreferstothevalueatwhichthegoodswerepurchased.

14. Expenses
Thisreferstothecostinmoneytermsincurredtorunthebusinessondaytodaybasis.
Theseincludewages,salaries,rent,rates,transportexpenses,electricity,telephone,
stationeryetc.

15. GrossProfit
Thisisthedifferencebetweenmoneygotfrom thesales(turnover)andthetotalcostof
sales.Itisthedifferencebetweenthesalesrevenueandthecostofthegoodssold.
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Grossprofit=sales(turnover)–costofsales.
NOTE:Expensesarenotdeductedwhencalculatinggrossprofit

16. Netprofit
Thisisthefinalprofitafterallexpensesofchargeshavebeendeductedfrom thegross
profitandafterallotherincomeshavebeenadded.

Netprofit=grossprofit-expenses

Netprofitaspercentage=
Netprofit

turnover
x100

17. RateofTurnover
Thisreferstothenumberoftimesthestockhastobesoldandreplacedinorderto
makeuptotalsalesduringthetradingperiod.(Itmeasuresthespeedatwhichthestock
isclearedinagivenyear).

RateofTurnover=
costofsales

Averagestock(atcost

18. Markup(Grossprofitmark-up)
Itisthegrossprofitexpressedasapercentageofcostofsales(costprice).

Mark-up=
Grossprofit

costofsales(costprice)
x100

19. Margin(Grossprofitmargin
Itisthegrossprofitexpressedasapercentageofthesales.

Margin=
Grossprofit

sales(turnover)
x100

SUMMARYOFTHEFORMULAE

Averagestock=
openingstock+closingstock

2

Purchases = Netpurchases+purchasesreturns
Costofsales = openingstock+netpurchases-closingstock
Grossprofit = sales-costofsales
Netprofit = grossprofit-expenses
Sales = costofsales+grossprofit
Netsales = sales–salesofreturn(returninwards)

Rateofturnover =
costofsales

Averagestock
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Markup(Grossprofit) =
grossprofit

costofsales
x100

Margin(grossprofitmargin) =
Grossprofit

sales
x100

Giventhefollowinginformationfrom John’sbooksofaccounts
Stock(1-1–2000)200,000/=
Purchases 700,000/=
Sales 950,000/=
Purchasesreturn 50,000/=
Salesreturn 40,000/=
Expenses 50,000/=
Stock(31-12-2000)200,000/=

Calculate
a)Averagestock
b)Netpurchases
c)Costofsales
d)Netsales
e)Grossprofit
f) Netprofit
g)Rateofturnover
h)Markup

a) Averagestock=
openingstock+closingstock

2

=
200,000+200,000

2

=200,000/=

b) Netpurchases = Purchases -Purchasesreturns
= 700,000-50,000
= 650,000

c) Costofsales = Openingstock+Netpurchases-closingstock
= 200,000+650,000–200,000
= shs.650,000

d) Netsales = Sales-salesofreturn(returninwards)
= 950,000-40,000
= shs.910,000

e) Grossprofit = sales(netsales)-costofsales
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= 910,000–650,000
= shs.260,000

f) Netprofit = Grossprofit-expenses
= 260,000-60,000
= shs.200,000

g) Rateofturnover =
costofsales

Averagestock

=
650,000

200,000

= 3.25times

h) Mark–up =
grossprofit

costofsales
x100

=
260,000

650,000
x100

= 40%

Given
Openingstock = shs.12,000
Closingstock = shs.15,000
Netpurchase = shs.82,000
Netsales = shs.82,000

Calculate
a)Averagestock
b)Costofsales
c)Grossprofit
d)Rateofturnover

a) Averagestock=
openingstock+closingstock

2

=
12,000+15,000

2

=13,500/=

b) Costofsales = openingstock+netpurchases-closingstock
= 12,000+82,000 -15,000
= 79,000/=

c) Grossprofit= Netsales–costofsales
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= 82,000-79,000
= 3,000/=

d) Rateofturnover =
costofsales

Averagestock

=
79,000

13,500
= 5.85times

BALANCESHEET
Thisisastatementthatshowsthefinancialstandofabusinessatagivendate/time.

Itshowsassets,liabilitiesandcapitalatagivendate.

Balancesheetequation:
Assets=liabilities+capital

COMMONTERMSUSED
1. Assets
Theseareitems/goodsownedbythebusiness.Theyaredividedintotwo:-

(i) FixedAssets
Theseareitemsthatstayinthebusinessforlong.Theyareassetsboughtforuseand
notforsale.Theyincludeland,buildings,machinery,vehicles,furnitureetc.
FixedAssets= Totalassets-currentsassets

(ii) CurrentAssets
Theseareitems/goodsthatstayinthebusinessforashorttime.Theyarealwaysin
continuouscirculation.Theyinclude:thestockofgoods,debtors,cashathand,cashat
banketc
CurrentAssets=Totalassets-fixedassets

2. Liabilities
Thisreferstomoneyborrowedfrom outsideusedinthebusinessandhastobepaid
back.Liabilitiesarealsocategorizedintolongterm liabilitiesandcurrentliabilities.

(i) Currentliabilities
Theserefertoliabilitiesofdebtsthatarepayableinashortperiodsoftimeusuallyless
thanayear.E.g.creditors,bankoverdrafts,wages,shortterm loanslikeof3months.

(ii) Longterm liabilities
Theseareliabilitiesordebtspayableafteralongperiodoftimee.g.loansof1year,3
yearsetc.

3. Capital
Thisreferstothetotalresourcescontributedbytheowners/owneratthestartofthe
business.Itistheclaimsbytheownersagainstthebusiness.
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Therefore
Capital=Assets-liabilities

Capitalisclassifiedinto:-borrowedcapital,capitalowned,capitalemployed,working
capital,circulatingcapitalandfixedcapital.

(i) WorkingCapital
Itisthecapitalneededforthedailyrunningofthebusinesse.g.forpurchaseofstock,
payingwagesandanyothertransactions.
Workingcapital=currentassets-currentliabilities
(Itistheexcessofcurrentassetsovercurrentliabilities)

(ii) Capitalemployed
Thisisthetotalofallassetsusedinthebusinessbothfixedandcurrentassets.
Capitalemployed=fixedassets+currentassets

(iii) Capitalowned
Theamountofmoneythebusinessowestoitsowners.Itisthenetworthofthe
business.
Capitalowned=totalassets-totalliabilities
Note:
Totalassets=fixedassets+currentassets
Totalliabilities=long–term liabilities+currentliabilities

(iv) Borrowedcapital
Thisisthemoneyborrowedbytheownerofabusinessfrom otherpeopletobeusedin
thebusinesse.g.bankloans,overdraftsetc.

(v) Circulating/liquid/floatingcapital
Thisreferstocapitaltiedupincurrentassets.
Circulatingcapital=totalassets-fixedassets
Thereforecirculatingcapital=currentassets

(vi) Fixedcapital
Thisiscapitaltiedupinfixedassets.Itisthesameasfixedassets.

4. Solvency
Thisisasituationwherethebusinesshasmoreassetsthantheliabilities.

5. Insolvency
Thisisasituationwhereabusinesshasmoreliabilitiesthanitsassets.Itmeansthat
evenifthebusinesssellsoffallitsassets,itcannotpayoffallitsdebts.

6. Bankruptcy
Thisiswhenabusinessisnotinpositiontopayoffitsdebts.

7. Drawings:
Itreferstothegoodsofcashwithdrawnbythebusinessfrom theownerforitsuses.
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Thisshowswhattheownerofthebusinessowesthebusiness.

SUMMARYOFTHEFORMULAEUSEDINBALANCESHEET

1. Workingcapital = currentassets-currentliabilities
Currentassets = workingcapital+currentliabilities
Currentliabilities = currentassets-workingcapital

2. Capitalemployed = fixedassets+currentassets
Fixedassets = capitalemployed-currentassets
Currentassets = capitalemployed-fixedassets

3. Capitalowned = totalassets-totalliabilities
Totalassets = capitalowned+totalliabilities
Totalliabilities = totalassets-capitalowned

4. Borrowedcapital = liabilities

5. Circulatingcapital = currentassets

6. Fixedcapital = fixedassets

Example
Mukasahadthefollowingassetsandliabilitiesason31-12-2009
Land
Buildings
Machinery
Capital
Stock
Creditors
Loanof2years
Cashatbank
Debtors
Cashathand

6,000/=
4,000/=
20,000/=
53,000/=
30,000/=
5,000/=
10,000/=
4,000/=
2,500/=
2,000/=

a) PrepareMukasa’sbalancesheet

MUKASA’SBALANCESHEETASAT31-12-2009
Capital 53,500
Longterm liabilities
Loanfor2years 10,000
Currentliabilities
Creditors 5,000

Assets
Fixedassets
Land 6,000
Building 4,000
Machinery 20,000
Currentassets
Stock 20,000
Cashatbank 4,000
Debtors 2,500
Cashathand 2,000
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68,500/= 68,500

Usingthebalancesheettocalculate
(i) Capitalowned = totalassets–totalliabilities
(ii) Capitalemployed = fixedassets+currentassets
(iii) Borrowedcapital = longterm liabilities
(iv) Workingcapital = currentassets–currentliabilities
(v) Circulatingcapital = currentliabilities
(vi) Fixedcapital = fixedassets

Capitalowned=totalassets-totalliabilities
68500 -15,000

=53,500/=

Capitalemployed=fixedassets+currentassets

STOCKEXCHANGEMARKET
Thisisanorganizedcapitalmarketwherebuyersandsellersofsecurities(shares,
bonds,stocksetc)representedbylicensedbrokers/dealersmeettoacquireordispose
ofsecurities.

Itisamarketwherealreadyissuedsharesandstocksareboughtandsold.

Securities
Asecurityisterm giventoanydocumentwhichgivesitsholdersarighttomoneyor
otherpropertynotactuallyinhispossessione.g.sharecertificates,billsofexchange,
loanstocks,bondsanddebentures.

UgandaSecuritiesExchange(U.S.E)
Thisisasecondarymarketwherealreadyissuedsecuritiesareboughtandsoldthrough
licensedstockbrokers.

Thelicensedbrokers/membersofUgandasecuritiesexchangeare:
i. BarodaCapitalMarket(U)Ltd

ii. CraneFinancialServicesLtd
iii. EquityStockbrokers(U)Ltd
iv. G.A.OnegiObelandCo.Ltd
v. MBEAbrokerageService(ULtd

vi. DyerandBlair(U)Ltd
vii. AfricaAllianceUgandaLimited

TYPESOFSECURITIESTRADEDONTHESTOCKEXCHANGEMARKET
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1. Bluechips
Thesearesharesincompanieswhichhaveahighandsoundreputationfrom the
historicalperspective.Holdersofbluechipsarenormallyassuredoftheirrepaymentof
dividends.

2. Giftedgedsecurities
Thesearesecuritiessoldbythegovernmenttoraisemoney.Theyareverysafeinthat
theycarryafixedrateofinterestpayableonduedatesandreredeemable.

3. Bonds
Thesearelongterm fixedinterestsecuritiesissuedbythecentralgovernment,national
corporationsandparastatalstoraisemoneyincaseoffinancialdifficulties.

4. Treasurybills
These are shortterm high liquid financialinstruments issued regularly by the
governmenttoraisemoneyforshortterm obligations.

5. Bearersecurities
Thesearesecuritiesthatcanbetransferredbyendorsementratherthanusingregisters
andtransferformse.g.cheques,billsofexchange,promissorynote.

6. Portfoliosecurities
Thisisacollectionofvarioussecuritiesheldbyanindividualinvestororinstitutionina
numberoffirmsorcompanieswiththeaim ofdiversifyingsourcesofprofitsand
reducingtherisksoflosses.

AGENTSOFSTOCKEXCHANGE(STOCKEXCHANGEMEMBERSHIP)
Thebusinessiscarriedoutbyspecializedagentswhoarelegallyregisteredbythestock
exchangecouncilcalledbrokersandjobbers.

Stockbrokers
Astockbrokerisalicensedprofessionalauthorizedtobuyandsellsharesonbehalfof
others.(hisclients).Apersonwishingtobuysharesapproachesthebrokerwhothen
looksforapersonwillingtosellthetypeofshareshisclientisinterestedinbuying.

Stockjobbers.
Theseareprincipalswhobuyandsellsharesontheirownbehalf.Theybuysharesand
stocksinlargequantitiesforthepurposeoftradinginthesesharesandstocks.Usually
thejobbermakesaprofitknownasthejobbersturn.

TypesofJobbers

a) Abear
Thisisastockexchangejargonusedtodenoteajobberwhosellsstocksandshareson
themarketwhenthepricesarehighwithanticipationthatthepriceswillsoondrop(fall)
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forhim tobuythem backatalowerpricethusmakingaprofit.

b) Abull
Thisisstockexchangejargonusedtodenoteajobberwhobuyssharesonthemarket
withanticipationthatthepricewillraisesufficientlyforhim tobeabletosellthem ata
profitinthefuture.

c) Astag
Thisisastockexchangejobberwho specificallydealsin new shares.A stag is
contactedbycompaniestosellandissuenewshares.

TERMSUSEDINSTOCKEXCHANGE

1. ParValueofShares
Thisisthefacevalueornominalvalueofashare.Whenalltheparvalueofsharesare
added,wegetthesharecapitalofacompany.

2. MarketValueShares
Thisisthepriceatwhichashareissellingonthestockexchange.Ifacompanyhas
goodreputation,itssharesarelikelytobesoldatahighervaluethanthefacevalue.The
marketvalueofasharemayeitherbebeloworabovethenominalvalue.

3. Dividends
Adividendistheamountpaidoutofprofitsbyacompanytotheshareholders.

4. Bonusshares/scripissue
These are shares issued usually free ofcharge by a company to its existing
shareholdersoutofaccumulatedreservessoastoincreasethecapitalandallowthem
toearnhigherdividendsinthefuture.

Itis actuallythe distribution ofprofits in form ofshares and this actis called
capitalizationofreserves.

5. Rightissue
Thisiswhenanalreadyestablishedcompanygivesexistingshareholdersprioritytobuy
sharesoutofthenewissue.

Thismethodencouragesexistingshareholderstoinvestmorebecausetheyaregiven
preferentialtreatmentandusuallybuythenew issuesatalowerpricethantheother
applicants.

6. Publicoffering
Thisiswhenacompanyissuesaprospectusadvertisingforthesaleofsharestothe
generalpublic.Publiclimitedcompaniesusethismethodtoraisecapital.

7. Quoted/listedcompanies
A quotedorlistedcompanyisonewhosesharesareboughtandsoldonastock
exchange.
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Onlypubliclimitedcompaniescanbequotedatthestockexchangebecausetheir
sharesarefreelytransferrable.

8. Unquotedcompanies
Anunquotedcompanyisonewhosesharesarenottradedonstockexchange.

Allprivatecompaniesareunquotedcompanies.

9. Targopublic
Thisisanactofconvertingaprivatecompanyintoapubliccompanytherebyenablingit
toobtainastockexchangequotationandsellsharestothegeneralpublic.

10. IssuingHouse
Thisisabankthatspecializedinlaunchingnewissuesofshares.

11. Underwriter
Thisisaninstitutionorapersonwhobuysanysharesofacompanythatmaynotbe
takenupbythepublicduringthelaunchingofnewissueofsharesbyacompany.

SELLINGPRICEOFSHARES
Sharesmaybeboughtandsoldatthefollowingprices.
1. Cum -div
Thisstandsfor“withdividend”.Itmeansthattheshareshavebeensoldalongwith
rightsofthenewshareholdertoreceivedividendthathasbeenalreadydeclared.

2. Ex–div
Thisstandsfor“Withoutdividend”.Itmeansthatthesellerretainstherighttoreceive
alreadydeclareddividendwhenitispaidbythecompany.

3. Cum rights
Thismeansthattheshareshavebeensoldwiththerightstothenewshareholdertobuy
sharesoutofthenewrightsissue.

4. Ex–rights
Thismeansthatthesellerofthesharesretainstherighttobuysharesoutofthenew
rightsissue.

5. Cum –cap
Thisstandsforcum capital.Itmeansthattheshareshavebeensoldalongwiththe
righttothenewshareholdertoreceivethebonusshares.i.e.thebuyergetsfreebonus
sharesinadditiontotheonesheisnowbuying.

6. Ex–cap

Thisstandsforex-capital.Itmeansthatthesellerofsharesretainstherighttothefree
bonusshares.Thebuyeronlygetsthesharesheisnowbuying.
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STEPSINPURCHASEOFSHARES
Aninvestorwhowishesinstocksandsharescanbuythem throughabroker.

Thefollowingstepsarefollowed:-
i. Theinvestorapproachesthebuyingbroker.

ii. Thebuyingbrokermakesinquiriesforthetypeofsharesthattheinvestorwishes
tobuy.

iii. Thebuyingbrokerinformstheinvestorofthedealbeingprocessed.Ifthebuying
brokerconcurswiththeinvestorheproceedsandsealsthedeal.

iv. Thebuyingbrokerpreparesacontractnoteandsendsittohisclient(investor).
Thecontractnotecontainspriceofshares,commissionrateofthebroker,
registrationfees,stampdutyandtransferduty.

v. Thesellingbrokerontheotherhandpreparesastocktransferfrom whichis
signedbythesellerforwhom heisacting.

vi. Thesellingbrokerpassesthestocktransferform andsharecertificatetothe
buyingbroker.

vii. Theinvestor/buyerpaysthebuyingbroker.
viii. Thebuyingbrokerpaysthesellingbroker.

ix. Thesellingbrokerdeductshiscommissionandtaxoncapitalgainonthesaleof
sharesandpaysthebalancetotheseller.

PROBLEMSFACINGTHESTOCKEXCHANGE/SECURITIESEXCHANGEINUGANDA
i. Limited liquidity in the country due to poverty which limits savings and

investmentinsecurities.
ii. Lackofcountrywideeducationoncapitalmarkets.Majorityofpeoplehavenot

beensensitizedabouttheimportanceofstockexchangeandtheneedtoinvest
insecurities.

iii. Limited awarenessofwho thebrokersarehencedifficultyto placeorders
throughthestockbrokers.

iv. Lack ofconfidence among the public to incesttheirsavings with some
companiesinform ofsharesduetofearofincompetentandcorruptmanagers.

v. Slowgrowthinthesecuritiesexchangemarket.Therearefewpubliccompanies
inthecountryandveryfewhavebeenlistedsofar.

vi. Politicalinstabilityinthecountryandpooreconomicperformanceofthecountry
scaresawayinvestors.

vii. Low interestrates offered on securities.They discourage people to buy
securities.Theyinsteadprefertoinvestinrealassetslikeland,buildings,cattle
etc.
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STUDYQUESTIONS(MULTIPLES)

1. Aconsumerwilldemandacommoditywhich
A.Satisfieshis/herneeds C.Issoldinbulk
B.Isoftenscarce D.Hasbeenextensivelyadvertised

2. Theprovisionofservicesfallsundertheproductioncalled
A.Commerce B.Primary C.Tertiary D.Secondary

3. Acarpenterwhomakesfurnitureforhisorherownuseisengagedin
A.Indirectproduction C.Directproduction
B.Indirectservices D.Directservices

4. Whichoneofthefollowingactivitiesisanexampleofprimaryproduction?
A.Roadconstruction C.Teaching
B.Manufacturing D.Fishing
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5. Thebearingofrisksinproductionprocessfallon
A.Capitalowners C.Landowners
B.Labourers D.Entrepreneurs

6. Whichofthefollowingisclassifiedundersecondaryindustries?
A.Miningand farming C.Miningandtextilemilling
B.TextilemillingandroadconstructionD.Farmingandroadconstruction

7. Whichoneofthefollowingisnotconsideredaproductiveactivity?
A.Lookingaftercattle C.Preparingfoodfortheschool
B.Huntingforleisure D.Playingfootballforasoccerclub

8. ………..isthefinalstageintheprocessofproduction.
A.Exchange B.Distribution C.Consumption D.Trade

9. Twokindsofgoodsusuallyproducedare
A.InvestmentgoodsandcapitalgoodsC.Assetsandcapital
B.Labourandcapital D.Consumergoodsandcapitalgoods

10. Whatdoestheword“market”meanincommerce?
A.Aplacewhereitemsareboughtandsold
B.Buyingandsellingofgoodsandservices
C.Aplacewhereconsumershaggleoverprices
D.Anarrangementbywhichbuyersandsellersarekeptinclosecontact.

11. Landandcapitalarefactorsofproduction,whichofthefollowingwouldprovide
a3rdfactor?
A.Staff B.PremisesC.Vehicles D.Machinery

12. Retailerswhosellonlycocacolaproductsareexamplesof
A.Singleshops B.Multipleshops C.Tiedshops D.Mobileshops

13. Aretailbusinessthatdependsonextensiveadvertisingisthe
A.Mailordershops C.Departmentalstores
B.Multipleshops D.Selfservicestores

14. Acommissionagentisonewho
A.Linksbuyersandsellersforafee
B.Sellsgoodsonbehalfofthemanufacturer
C.Sellsgoodsbyauction
D.Guaranteespaymentfortheprincipal

15. Thepracticebylargescaleretailerstokeeppricesaslowaspossibleiscalled
A.Resalepricemaintenance C.Loss
B.Minimum pricelegislation D.Maximum pricelegislation

16. Theprocessofdistinguishingrelatedproductsbyproducersiscalled
A.Branding B.Blending C.Pre-packagingD,Standardisation
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17. Awholesaleroffersthefollowingservicestoamanufacturerexcept
A.Givingcreditfacilities C.Promptcashpayment
B.Buyinggoodsinbulk D.Advertisingthegoods

18. Anagentwhosellsgoodsonbehalfofhis/herclientisknownas
A.Broker B.Commissionagent C.Factor D. Del –

credere

19. Whichofthefollowingisanadvantageoftheretailertotheconsumer?
A.Offeringwidevarietyofgoodstoconsumers
B.Sellinggoodsatlowpricestoconsumers
C.Keeppricesstablefortheconsumers.
D.Buyingfortheconsumersonlycheapgoodsfrom wholesalers

20. Whichoneofthefollowingfunctionsofawholesalerbenefitsconsumers?
A.Helpinginkeepingpricesofgoodsstable
B.Extendingcreditfacilitiestoconsumers
C.Buyinggoodsinlargequantitiesandsellinginsmallquantitiestoconsumers
D.Transportinggoodstotheconsumer’spremises

21. Whatisaretailestablishedstockingoneclassofgoodsunderonemanagement?
A.Departmentstore C,Multipleshops
B.Hypermarket D.Supermarkets

22. Supermarketsaredifferentfrom otherlargescaleretailbusinessesbecauseof
A.Sellingonetypeofgoods C. Extending credit facilities to

customers
B.Selfservice D.Sellingtoonlyregisteredmembers

23. Thedifferencebetweenabrokerandafactoristhata
A.Brokerownsthegoodsunlikeafactor
B.Factorpossessesgoodsunlikeabroker
C.Factorgetshighercommissionunlikeabroker

24. Theactofgivingnamestocommoditiesisknownas
A.Pre-packing B.Branding C.Trademark D.Blending

25. Departmentalandmultipleshopsaregroupedunder
A.Wholesaler C.Chainstores
B.Supermarkets D.Largescaleindustries

26. Lossleadersareusedbylargescaleretailersto
A.Keepthepriceaslowaspossible C. Dismiss unfaithful shop

attendants
B.Stockmoregoodsintheshelves D.Increasesales

27. Whichofthefollowingform ofsmallscaleretailbusiness?
A.Departmentalstores C.Supermarkets
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B.Multipleshops D.Mobileshops

28. …………guaranteespaymentagainstgoodstotheprinciplewhetherthegoodsare
soldornot.
A.Factor B.Broker C.Jobber D.Del–credere

29. “Salespsychologyisscientificallyapplied.”Thisisoneofthechieffeatureof
A.Multipleshops C.Supermarkets
B.Retailco-operatives D.Departmentalstores

30. Itineranttraderswouldinclude
A.Tiedshops B.Villagestores C.Barrowboys D.

Supermarkets

31. Thedocumentthatacknowledgessettlementofadebtis
A.Anorder B.Aninvoice C.Areceipt D. A statementof

account

32. Adocumentwhichshowsasummaryoftransactionbetweenasellerandabuyer
fora particularperiodiscalled

A.Aninvoice B.Astatementofaccount
C.Aconsignment D.Acreditnote

33. Theterm ofpaymentwherethecarrierdemandsforpaymentbeforereleasing
goodstothebuyeris
A.Spotcash B.Promptcash C.CashondeliveryD.Cashwithorder

34. Whichofthefollowingabbreviationsincludedinaninvoicesignifiestheseller
reservesarighttocorrectoninvoice?
A.F.O.B B.C&F C.C.I.F D.E&OE

35. Whatisakindoftradewhereabuyercanclaim compensationfrom thesellerif
thegoodsarefounddefective?
A.Acondition B.Caveatemptor C.Subrogation D.Warranty

36. Which ofthe following documents does a buyerreceive ifhe has been
overchargedinaninvoice?
A.Advicenote B.Debitnote C.Creditnote D. Proforma
invoice

37. Inthefollowingsets,whichoneisthecorrectorderofuseofthedocument?
A.Pricecurrent,Advicenote,InvoiceandDebitnote
B.Order,Pricecurrent,Invoice,AdvicenoteandDebitnote
C.Pricecurrent,Invoice,Order,AdvicenoteandDebitnote
D.Pricecurrent,Order,Advicenote,DebitnoteandInvoice

38. Whichofthefollowingthreecombinationsisacorrectalternativeforeach
transaction?
A.Cashwithorder,C.T.L,Spotcash
B.Cashanddelivery,F.O.B,cheque
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C.Pricelist,Cashondelivery,Catalogue
D.Cashwithorder,cashondelivery,Spotcash

39. Whenestimatesforthecostofsupplyingacertainproductarerequired,abuyer
may invitesuppliertosubmit

A.Contracts B.Tenders C.Invoice D.Proformainvoice

40. Statusinquirieswillalwaysbeconductedonanew prospectivecustomer.A
procedurecarriedonby………….
A.thebuyer B.theseller C.thebank D.anagent

41. F.O.Bquotedpricesexclude
A.costofcarriagetothedocks C.Insurancecharges
B.Loadingexpensesontotheship D.Handlingchargesatthedocks

42. Which one ofthe following documents enables the correctcalculation of
customsdutiesonthegoods?
A.Billsoflading C.Letterofcredit
B.Letterofhypothecation D.Certificateoforigin

43. Entrepottraderefersto
A.Re-exporttrade C.Bartertrade
B.Tradebetweentwocountries D.Multi-lateraltrade

44. Apricequotationwhichexcludesthebuyerfrom theimportexpensesisreferred
toas

A.Ex-works B.In-bond C.Franco D.Loco

45. Governmentcanbestcontrolimportsthrough
A.Levyinglowexciseduties C. Charging high taxes on foreign

goods
B.Fixingimportandexportquotas D.Givingsubsidiestolocalproducers

46. Ifimportpricesrisefasterthanexportprices,acountryissaidtobeexperiencing
unfavourable
A.Termsoftrade C.Termsofpayment
B.Balanceoftrade D.Balanceofpayment

47. Adocumentwheretheimporterspecifiesthemanufacturerofthegoodstobe
importediscalled
A.Anorder B.AclosedindentC.Aninvoice D.Acertificateoforigin

48 Dumpingasappliedintrademeans
A.Disposalofgoodsthathavegonestale
B.Disposalofgoodsinwatertosaveashipfrom sinking
C.Producingoftoomanygoodsthatcannotbebought
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D.Sellingofgoodsabroadatagiveawayprice.

49. Whichofthefollowingsetsarefunctionsofabilloflading?
i) Itactsasareceipt
ii) Itisacontractofcarriage(forthegoods)
iii) Itisadocumentoftitletothegoods
iv) Itputstheliabilityofdamagesintransitontotheshipper

A.(i),(ii),(iii) B.(i),(iii),(iv) C.(i),(ii),(iv)D.(ii),(iii),(iv)

50. WhichoneofthefollowingmethodsoftraderestrictionisbeingusedbyOPEC?
A.Tariffs B.TotalbanC.Pricecontrol D.Quotas

51. Abillofladingis
A.Anindent
B.Adocumentoftitlewhichevidencestheownershipofgoods
C.Acertificateofinspection
D.Abillofgoodsininternationaltrade

52. ………isthedocumentthatissignedbyUgandaHighCommissionerinLondonfor
animporterinUganda.
A.Letterofhypothecation C.Letterofcredit
B.Proformainvoice D.Consularinvoice

53. Thelawofcomparativeadvantageencouragescountriesto
A.Dumpineachother’scountry
B.Setuplimitedtradebarriers
C.Increasefriendshipamongstthemselves
D.Specialiseinproductionofthegoodssuitabletotheirresources

54. WhydoyouthinkGovernmentpolicymayputrestrictiononinternationaltrade?
A.Toevaluateitscurrency
B.Toencourageexpatriatesintoacountry
C.Toencourageexpatriatesintoacountry
D.Toimproveonitsbalanceofpaymentposition

55. Whichofthefollowingexpenseswilltheimportersnotincurifhissupplierquotes
F.A.Sprice?
A.Shipfreight C.Insurance
B.Dockhandlingcharges D.Shiploadingexpenses

56. In a consumer’sco-operation society,profitsareshared according to each
member’s……

A.Roleinthesociety C.Initialcontributiontothesociety
B.Purchasefrom thesociety D.Numberofsharesheld

57. Whichoneofthefollowingistrueaboutmarketingboards?They
A.Onlyselltolocalmarkets
B.Buyfrom farmersthroughco-operativesocieties
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C.Onlyselltoforeignmarkets
D.Buygoodsdirectfrom smallscalefarmers

58. Adebenturewheresomepropertyispledgedagainstiscalled
A.Irredeemabledebenture C.Redeemabledebenture
B.Nakeddebenture D.Mortgagedebenture

59. Whichoneofthefollowingstatementsiscorrectaboutco-operatives?
A.Membersshareprofitsequally
B.Decisionmakingisaccordingtothenumberofsharesheld
C.Profitsaresharedaccordingtoparticipation
D.Thenumberofmembershipislimitedtofifty.

60. Themostcommonform ofbusinessinEastAfricais
A.Soleproprietorship C.JointStockcompanies
B.Partnership D.Co-operatives

61. Apartnerwhocontributescapital,sharesprofitsandlossesbutdoesnottake
partinthedaytodayrunningofthebusinessis
A.Limited B.Quasi C.General D.Dormant

62. Thefollowingareadvantagesofasoleproprietorshipbusinessexcept
A.Enjoymentoflimitedliability C.Enjoymentofalltheprofits
B.Highlevelofflexibility D.Quickdecisionmaking

63. Thepaymentofdividendsinaproducercooperativesocietydependsoneach
member’s
A.Capitalcontribution C.Numberofshares
B.Amountofsales D.Honestyandloyalty

64. Whichoneofthefollowingdocumentsallowsapubliccompanytoappealfor
sharesfrom thepublic?
A.CertificateofIncorporation C.Memorandum ofAssociation
B.Articlesofassociation D.CertificateofOrigin

65. Adocumentthatempowersthepubliclimitedcompanytocommencebusiness
iscalled
A.Certificateofincorporation C.Certificateoftrading
B.Memorandum ofassociation D.Articlesofassociation

66. Anaccumulativepreferenceshareholderhadmisseddividendsoverthelast
threeyearsduetolackofprofits.Ifheholdsfiftysharesofshs10,000eachata
rateof6%,howmuchdividendswillhegetthisyear?
A.shs.18,000 B.shs.25,000 C.shs.30,000 D.
shs.90,000

67. Thearticlesofassociation
A.statestheliabilityofmembersofacompany
B.statesthesharecapitalofacompany
C.outlinestheobjectivesforformingacompany
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D.statestherightsandpowersofshareholdersinacompany.

68. Themainreasonwhypartnersregistertheirnameswiththeregistrarofbusiness
namesisto
A.stopfuturequarrelsamongthemselves
B.makenamesofrealbusinessownersknown
C.getpermissiontoproceedwiththebusiness
D.hidethenamesoftherealbusinessowners.

69. Whichofthefollowingmaynotcausewindingupofalimitedcompany?
A.Petitionform thecreditors
B.Companyassetsfailtocoverdebts
C.Voluntarywindingupbyshareholders
D.Oneoftheshareholdersdecidestosellhisshares

70. Thetotalfacevalueofsharesthathavebeenprovidedbythecompanyare
referredtoas
A.Paidupsharecapital C.Calledupsharecapital
B.Issuedsharecapital D.Nominalsharecapital

71. Whichofthefollowingservicesisnotafunctionofamarketingboard?
A.Buyingproduce C.Storingproduce
B.Stabilisingprices D.Processingproduceintofinishedgoods

72. Nominalcapitalis
A.theamountthattheshareholdershavebeenaskedtopay
B.theamountthathasactuallybeenreceivedfrom shareholders
C.themaximum amountacompanymayraisebysellingshares
D.thetotalfacevalueofthesharesthathavebeenissued

73. ….Handlesonlyonetypeofagriculturalproduce.
A.Centraltenderboard C.AdvisoryBoardoftrade
B.ProduceMarketingBoard D.CommodityMarketingBoard

74. AStatutoryMarketingBoardisnormally
A.Setbytheproducerstomarkettheircrops
B.Setuptocontroltheactivitiesofothermarketingboards
C.SetupandcontrolledbythegovernmentunderanActofParliament
D.Establishedandcontrolledbytheregistraroftheco-operativesocieties

75. ……isthemostimportantdocumentpreparedbytheownerswhenforminga
limitedliabilitycompany.
A.CertificateofIncorporation C.ArticlesofAssociation
B.Memorandum ofAssociation D.Certificateoftrading

76. Whenacompanyis“limitedbyshares”,Itmeans
A.thesharesthatacompanymaysellarelimitedinnumber
B.thecompanyitselfenjoyslimitedliabilitybuttheshareholdersdonot.



154

C.Eachshareholderhasguaranteedtopayacertainsum tothecompanyin
insolvent.
D.theliabilityofshareholdersislimitedtothecapitaltheyboughtin.

77. Whichoneofthefollowingorganizationsisresponsibleforconsumerprotection?
A.UgandaRevenueAuthority(URA) C.UgandaInvestmentAuthority
C.UgandaHumanRightsAssociation D.UgandaBureauofStandards

78. Thegovernmentmaysetupabusinessenterpriseto
A.Earnmoreprofits
B.Enlightenthepubliconhowtoconductbusiness
C.Provideessentialservices
D.Sellsharestomembersofthepublic.

79. Ataxleviedongoodsproducedwithinacountryiscalled
A.Specifictax C.Exciseduty
B.Advalorem tax D.Customsduty

80. Whichoneofthefollowingistrueofindirecttaxes?Theyarechargedon
A.Personalincomes C.Excessgoodsproduced
B.Expenditure D.Illegalgoodsandservices

81. Themainpurposeofsettingupcorporationisto
A.Maximiseprofits C.Provideessentialgoodsandservices
B.Sellsharestothepublic D. Advise the public on how to conduct

business

82. Ataxwhichischargedonimportedgoodsaccordingtothecommoditypriceis
called

A.Advalorem tax C.Specifictax
B.Directtax D.Quantitativetax

83. Whyisconsumerprotectionessentialinadvertising?
A.Checksthedangersofmisleadingadvertisements
B.Createsdemandforgoods
C.Helpsinreducingprices

84. ValueAddedTax(VAT)is
A,Ataxleviedongoodsfrom othercountries
B.Ataxpaidbyconsumersatthetimeofpurchaseofacommodity
C.AdirecttaxpaidontheValueAddedtotheproduct
D.Anindirecttaxpaidonthevalueaddedtotheproduct

85. Whichofthefollowingisnotanestablishmentwithinthepublicsector?
A.Parastatalbodies C.PublicCorporation
B.LocalAuthorities D.PublicLimitedCompany
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86. Assurancereferstocoveragainst
A.Eventsthatmayormaynothappen C.Damagebyfire
C.Eventsthatareboundtohappen D.Non–Insurablerisk

87. Whichoneofthefollowinginsurancepoliciesiscompulsoryforallvehicles?
A.Comprehensive C.Fidelityguarantee
B.Accidentpolicy D.Thirdparty

88. Joyceinsuredhernewcarforss.12,000,000.Bythetimeonaccidentoccurred,it
wasvaluedatshs.9,000,000andthescrapwasvaluedatshs.120,000.IfJoyce
hopedtoretainthescrap,how muchwouldsheobtainfrom theinsurance
company?
A.shs.7,800,000 B.shs.9,000,000 C.shs.1,000,000 D.shs.10,800,000

89. Theinsurancepolicywhichcoversgoodsinshipsorinportsiscalled
A.Voyagepolicy C.Marinehullpolicy
B.Floatingpolicy D.Marinecargopolicy

90. Theprincipleofinsuranceviolatedwhentheinsuredovervalueshis/herproperty
is

A.Utmostgoodfaith C.Subrogation
B.Insurableinterest D.Proximate

91. Moneyborrowedfrom abankforwhichinterestisonlypaidontheexcess
amountiscalled
A.FiduciaryIssue C.Loan
B.Bankoverdraft D.Bonus

92. Whichofthefollowingmayadrawerusetopayrentto alandlordonmonthly
basisforayear?
A.Credittransfer C.Bankdraft
b.Moneyorder D.Standingorder

93. Theadvantageofcreditcardisthatit
A.Canbeusedanywhere C.Guaranteespaymentoverthesetamount
B.Economisestheuseofcash D.Enablestheholdertobuygoodscheaply

94. Doublecoincidenceofwantsoccurswheneachofthepartiesinvolvedinbarter
tradehas
A.Exactlywhattheotheronehas C.Twiceasmuchastheother
B.Exactlywhattheotheronewants D.Similarwantsastheother

95. Theinterestchargedbycentralbankonanyshortloaniscalled
A.Bankoverdraft C.Bankdraft
B.Interestrate D.Bankrate

96. Whyisachequecrossed?Sothat
A.Itmaynotbeendorsed
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B.Paymentisdonethroughthepayee’account
C.Itcanbecashedacrossthecounter
D.Itcanbounceeasily

97. Theaccountinabankwherewithdrawalisonlybychequeis
A.Fixeddepositaccount C.Savingsaccount
B.Currentaccount D.Jointaccount

98. Legaltenderisaterm usedtomean
A.Currency C.Acountry’sbanknotes
B.Money D.Acountry’searningsfrom herexports

99. Whatdoyoucallabankingpolicyusedbyapersonwhopaysmanypeopleata
time?

A.Payroll B.Bankloan C.Anoverdraft D.Credittransfer

100. AchequeisdrawninfavourofWinnie.HowisWinniedescribed?
A.Apayee B.Adrawee C.Adrawer D.Anendorsee
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STRUCTUREDQUESTIONS

1 (a) Whatismeantbystockexchange?
(b) Explaintheimportanceofstockexchangetoacountry.
(c) Describetheroleofthefollowinginstockexchange:

(i) Brokers
(ii) Jobbers

2 Outlinetheproceduresofpurchaseofsharesinthestockexchangemarket

3. Describethefollowingasusedinstockexchange
(i) Stags
(ii) PerValueshares
(iii) Bluechips

4 (a) Explainthefunctionsofthestockexchange
(b) Describethelimitationsofstockexchange

5 (a) Whatisafinancialmarket?
(b) Identifythetypesoffinancialmarkets
(c) Describethefunctionsofafinancialmarket.
(d) Outlinethesourcesoffinancesoffinancialmarkets

6 (a) Distinguishbetweenthefollowing:
(i) Consumergoodsandproducergoods
(ii) Primaryproductionandsecondaryproduction

(b) Explainanyfourfactorsofproductionindicatingarewardforeach.

7 (a) Whatisthedifferencebetweendemandandsupply?
(b) Explainthefactorsthatinfluencethedemandofacommodity.

8 (a) Distinguishbetweentermsofexchangeandspecialization.
(b) Howarethetwotermsmentionedin(a)aboveinter-related?
(c) Givethedisadvantagesofspecialization.

9 Somefarmerspreferconcentratingononeortwocropsotherthandealingin
manycrops.Whataretheadvantagesanddisadvantagesofthispractice?

10 (a) MentionandexplainwhatyouwouldincludeunderTradeandAids.
(b) Givethereasonswhythestudyofcommerceisofimportance.

11 (a) Whatisretailtrade?
(b) Statethedifferencesbetweenmultipleshopsanddepartmentalshops.
(c) Explain whymosttraders prefersmallscale retailing to large scale
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retailing.

12 (a) Whatarethefunctionsofawholesaler?
(b) Underwhatcircumstances may the service ofa wholesalernotbe
required?

13 (a) Whatfactorsshouldbeconsideredbeforesettinguparetailbusiness?
(b) Explainthefunctionsofaretailerinhometrade.

14 (a) Differentiatebetweenpeddlersandhawkers.
(b) GivereasonswhythenumberofhawkersisonanincreaseinUganda.

15 (a) Definetheterm branding.
(b) Outlinethefunctionsofbrandedgoods.
(c) Howdoesbrandingassistretailtrade?

16 (a) Statethecontentsofaninvoice.
(b) Whatstepsshouldbetakenbythebuyerwhenaninvoiceisreceivedfrom

theseller?

17 (a) Givethedifferencebetweenacashtransactionandacredittransaction.
(b) Whatdocumentcanbeusedofindoutwhetheratraderiscreditworthor

not?
(c) Explain thesourcesavailable ofobtaining a confidentialreporton a
buyer’scredit

worthinessinyourcountry.

18 ThePurchasingManagerMr.DDTKombeofMagodaFencyStoreP.O.Box4761
Mbalewishestoorderfrom TongaEnterprisesLtdP.O.Box1003Kampalathe
followingitems.
- 20g 8cm Baatisaucepans
- 15g13kgm L.P.gascylindersand
- 40gofsize6Masandasleepers.

a)Whatdocumentwillbepreparedbeforemakingtheorder?
b)Whatisthemainuseofthedocument?
c)Whatisthenameofthedocumentmadeintheresponseofthedocumentin

(a)above?
d)Prepareanorderfrom theinformationgivenabove.Usetoday’sdateand

orderNo.9011.
e)Inwhichwayscantheerrorsintheinvoicesbecorrected?

19 Stateclearlythemeaningofthefollowing
a) Dumping
b) Proformainvoice

20 (a) Whatismeantbytheterms“Balanceoftrade”and“Balanceofpayment”?
(b) WhatadvantagesdoesUgandaenjoybytradingwithothercountries?
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(c) WhymightitbedisadvantageousforUgandatobetoodependenton
international

trade?

21. (a) DifferentiatebetweenthefollowingtermsasusedinInternationaltrade.
i. BilateraltradeandMultilateraltrade

ii. Balanceoftradeandtermsoftrade
iii. Openindentandclosedindent

(b) Describethefactorsthatlimitinternationaltrade.
END


