
SOCIAL ENTREPRNEURSHIP  

This refers to the process of creating an innovative or social enterprise to make a positive and sustainable impact 

on society.  

Social entrepreneurship involves identifying a social problem in society and using entrepreneurial skill to create 

a business aimed at solving the identified problem, so as to benefit society in general and the individual or 

innovators in particular.  

A social entrepreneur therefore is an individual who identifies a social problem and uses entrepreneurial 

principles to organize resources to start and manage a business so as to create a positive social change in the 

society or community.  

A social enterprise:  This is a business established with the major purpose of solving or eliminating social 

problems in a particular society or community.  They are not created to generate profits but to eliminate social 

hardships at a minimal cost.  

A social problem in any happening or hardship which negatively affects the society as a whole not particular 

individual in a community. Examples of social herds may include refuge problem (wars), poor rubbish disposal, 

poor drainage systems, pollution, street children, prostitution diseases e.g. jiggers.  

 

 Social entrepreneurship is the creation of innovative enterprises to make positive and sustainable impact on 

society.  

A social entrepreneur is some one who recognizes a social problem and uses entrepreneurial principles to 

organize, crate and manage a venture to make social change or 

A social entrepreneur is an individual who identifies a social problem and uses entrepreneurial principles to 

organize resources to start and manage a business so as to create a positive social change in the society or 

community 

KEY CONCEPTS IN SOCIAL ENTREPRENEURSHIP 

Key Concepts in Social Entrepreneurship 

(i) Positive.  Does the enterprise have a mission to crate positive social or environmental impact?  

(ii) Innovative:  Is it an innovative enterprise that accomplishes its mission in a new and better way?  

(iii) Impact:  Can the enterprise measure real impact created by its work? 

(iv) Sustainable: can the enterprise last because it renews its own resources or is the impact of the enterprise 

long lasting in a permanent system?  

(v) Consumer:  Some body that consumes things by buying, eating, drinking or using them. 

(vi) Empowerment:  to increase someone’s power or ability, strength, and capacity to do something.  

The Silent Features of Social Entrepreneurship  

1. Decision making power is not based on capital ownership instead it is based on one’s expertise and 

knowledge about the existing problem.  

2. The mission of the enterprise is mainly to create and sustain social values.  

3. It is mainly formed to benefit the society or community not individuals.  

4. It is participatory i.e. it involves collective participation of all stake holders. Entrepreneurs of the 

community must work together to eliminate the existing social problem.  



5. It involves innovation and adoption to the new environment being created.  

The objectives of social entrepreneurship.  

1. To improve on the standard of living by eliminating the different social problems through crating social 

enterprises which indirectly crate employment opportunities to social.  

2. To generate new goods or services to community as a result of the social enterprise created.  

3. To arouse individual participation in solving social problems that affects their society or community.  

4. To increase creativity and innovation in solving social problems among the individuals in the society.  

5. To forge unity among individuals of different backgrounds living in the same society e.g. immigrants, 

refugees, street children etc there by creating inter cultural competences.  

6. To create wealth through improved investments.  

7. To empower members of a particular society to improve on their lives.  

The Features of Social Entrepreneurs  

Social entrepreneurs have got the following basic characteristics;  

1. Good listeners i.e. they listen and analyze the complaints of members of a particular society from which 

they generate business ideas.  

2. They are visionary i.e. they always have a positive desire towards changing society positively by creating 

businesses that solve social problems.  

3. They are ethical and principle centered i.e. they make decisions basing on the existing rules or ethical 

principles governing a particular society.  

4. They have personal leadership i.e. they can easily influence others to work together to solve an existing 

social problem.  

5. They are goal oriented i.e. they set SMART goals for society improvement.  

6. They are advocators. They speak up and take actions for what they believe is right if there is opposition. 

7. Inspirational i.e. social entrepreneurs tend to inspire others to carry out activities for the benefit of society.  

8. They are risk takers i.e. they normally take up businesses with moderate risks hence the chances of failing 

are very minimal.  

9. Empowering. Social entrepreneurs believe in and use the potential of the people they help 

10. Optimistic and flexible. Social entrepreneurs tolerate uncertainty, despite the changes, they are determined 

to succeed 

 

The Steps Involved In Becoming a Social Entrepreneur 

1. Have a vision i.e. determine what is to be done, how it is to be done and the impact it will cause to the 

community.  

2. Identify opportunities in the community i.e. scan the environment to discover the different opportunities 

form which a social enterprise is selected. 



3. Match the vision with opportunities available inconsideration of the community’s needs.  

4. Act and spread the change.  

The Type of Social Enterprises  

As earlier noted, a social enterprise is a business established to deal with social problems existing in society so as 

to improve on the general welfare of a particular community.  There are mainly three major forms of social 

enterprises namely;  

(i) Non – profit making social enterprises; these are established to purely give assistance to different 

members of the community i.e. their services are provided at no cost, hence, they mainly depend on 

donations from people of good will for their existence e.g. Sanyu babies home, plan international.  

Features of non-profit making social enterprises 

- Their end goal is to create a sustainable impact 

- They are mainly established to cater for the vulnerable, disadvantaged and under served people 

- They aim at achieving long term results 

- They cater for social and environment benefits 

- They aim at empowering people so as to achieve development 

- They are established to achieve social, environmental and economic development 

(ii) Profit making social enterprises;  These are formed to solve social problems at a minimal cost i.e. 

the beneficiaries are required to pay a small amount of money for the services being rendered e.g. 

Green environment (U) ltd, Nabugabo up deal.  

Features of for profit enterprises 

The following are features of profit enterprises 

- They aim at maximizing profits 

- Their impact to create new products/services 

- They aim at satisfying customer needs 

- Their target market is the potential buyers 

- They are less concerned with social costs/problems 

- They aim at developing specific groups of people i.e. the owners 

(iii) Hybrid social enterprises.  This type of social enterprises has got characteristics of both profit and 

nonprofit making social enterprises.  

The characteristics of social enterprises.  

1. They are mainly formed to benefit the community where they operate from i.e. the major aim is to give 

social services to society rather than making profits.  



2. They are majorly voluntary organizations especially at the time of their formation i.e. members work with a 

minimal payment or without any payment.  

3. They strive towards achieving equality by creating equal opportunities to all individual s in society.  

4. They always use entrepreneurial skills of the private sector to achieve a strong social mission of changing 

society.  

5. Work organizations or distribution of tasks is based on the principal of equal participation by all 

stakeholders rather than fulfilling the shareholders or founder members’ demands.  

6. The organization normally strives towards honesty, integrity, humanity and enthusiasm aimed at creating a 

positive change in society.  

7. There is effective communication both vertical and horizontal aimed at creating awareness of the operation 

of the organization both among the workers and the general society.  

The merits of social enterprises.  

1. Since they are community based, they can easily gain support and popularity hence minimizing the cost of 

publicity or advertising.  

2. They promote capacity building in the community where they operate form through encouraging creativity 

and innovativeness.  

3. They contribute to community building through offering practical solutions to the prevailing social 

problems. 

4. They help to preserve the environment since most of their activities are environmental sensitive  

5. They have the ability to raise capital through personal saving and donations form international social 

oriented establishments or organizations.  

b (I) Benefits of social entrepreneurship include  

 It creates sustainable impact on the society by addressing root causes of social problems  

 It makes innovation that bring positive effects on people’s  life and work 

 It leads to more sustainable infrastructure development 

 It turns environment threats into opportunities for profits and conservation of environment 

 It creates employment opportunities 

 It possess a strong transformative  force that generates new ideas to address major social problems  

 It trains community members 

 It leads to conservation of nature. 

 It leads to community building through offering practical solutions to the prevailing social problems. 

 It leads to promotion of capacity building in the community where they operate from through 

encouraging creativity and innovativeness. 



(II) Examples of social enterprises include  

 Heifer project (Uganda) 

 Send a cow 

 ‘’Kampala yange’’ cleaning project 

 Nabugabo up deal project 

3a) Characteristics of successful entrepreneurs in candidates/my community 

 Personal leadership 

 Ethical and principle centered 

 Goal oriented and visionary 

 Good listeners/good communication 

 Risk taker 

 Empowering 

 Optimistic and flexibility 

 Advocator 

 Innovators/creative 

 Hard working and committed 

 Good time managers 

NB: Point in plural a must 

       ‘’should’’ can be used 

b) Responsibilities of social entrepreneurs to the community 

 Provide access to the educational facilities 

 Provision of access to health services 

 Provision of sustainable source of income 

 Provision of employment 

 Improvement of the quality of life of the people 

 Reduce harmful effects/impact on the environment  

 Improve infrastructures 



 Facilitate changes in peoples thinking and attitudes from negative to positive living 

 Equip the community members with survival skills/empowering people /training of the community 

 Provide market for local products or products of the community 

 Provide support for social services 

 Encouraging unity and harmony in the community 

 Utilizing the would be idle resources 

 Teach the community to be innovative and creative 

 Encourage people to identify business opportunities 

 Preventing the end of something good/sustainability 

 Creating a sustainable impact on the community 

 Discovering vision, passion and skills/talents 

 Increasing opportunities to the disadvantaged or vulnerable groups 

 Contributing towards government revenue/paying taxes 

c) Organizations that support entrepreneurs in Uganda 

 Uganda National Chamber Of Commerce and Industry 

 Uganda Manufactures Association (UMA) 

 Business Uganda Development Scheme and Enterprise Support (BUDS-EDS) 

 Uganda Investment Authority(UIA) 

 Uganda Coffee Development Authority(UCDA) 

 Uganda National Farmers’ Association (UNFA) 

 Capital Market Authority(CMA) 

 Uganda Revenue Authority(URA) 

 Private Sector Development Foundation (PSDF) 

 Uganda Women’s Entrepreneur Association Limited 

 International Labour Organization(ILO) 

 National Environment Management Authority(NEMA) 



 Kampala City Traders Association (KASITA) 

 Enterprise Uganda 

 Educate Uganda 

 Uganda National Bureau of Standards (UNBS) 

 Uganda Tourism Board 

 Support of Private Enterprise Expansion and Development (SPEED) 

 Insurance Companies 

 Kampala Capital City Authority (KCCA) 

 Uganda Veterinary Association (UVA) 

 Uganda OU Seeds Producers and Processors Association(OUSPA) 

 Uganda Industrial Research Institute (UIRI) 

 Uganda Cooperative Alliance Limited(UCA) 

 Uganda Fish Processors and Exporters Association (UFFPEA) 

 Uganda National Agro-inputs Dealers Association(UNADA) 

 Uganda Tea Association(UTA) 

 Uganda Pest Control Association 

 Uganda Small Scale Industries Association(USSIA) 

 Uganda Registration Service Bureau(URSB) 

 Uganda National Beans Research and Development (UNBRD) 

 United Nations Development Program (UNDP) 

 Youth Empowerment and Development through Modernized Agriculture (YEDA-AFRICA) 

 Uganda Export Promotion Board(UEPB) 

 Uganda Beef Producers Association (UBPA) 

Services offered by the different support organizations to entrepreneurs in Uganda 

 Advisory service e.g. NAADS etc. 

 Financial support e.g. banks, microfinance 



 Provision of insurance by insurance companies 

 Identification and provision of investment opportunities e.g. UIA etc. 

 Monitoring and evaluation of business activities e.g. UMA enterprise Uganda etc. 

 Provision of entrepreneurship education and training of young entrepreneurs e.g. enterprise Uganda 

,youth enterprise scheme 

 Identification /provision of markets both local a d foreign e.g. Uganda National Chambers of commerce 

and industry/provision of mancets 

 Networking among organizations and entrepreneurs/Aid information of Trade unions 

 Sales promotion through trade fairs e.g. UMA, UNFA etc. 

 Advocating/lobbying and encouraging investment e.g. by private sector foundation 

 Observation of environment laws e.g. NEMA, NFA etc. 

 Advice on tax matters e.g. URA, KACITA etc. 

 Provision of jobs e.g. I.L.O 

 Advising on quality standards e.g. UNBS etc. 

 Mentoring entrepreneurs e.g. Enterprise Uganda 

 Provision of research service 

 Provision of incentives e.g. technical support 

 Provision of transport services e.g. UTODA,UBOA,CAA,RVR,etc 

 Rendering communicating services e.g. UCC 

 Provision of legal services e.g. Uganda law security 

 Rendering power/energy services e.g. solar Uganda, UMEME etc. 

 Provision of water services to the business e.g. NW 

 Construction of roads e.g. UNRA,RCC 

 Provision of accommodation services e.g. Uganda Hoteliers Association 

 Provision of health facilities e.g. TASA,NDA 

 Provision of labour services to entrepreneurs e.g. I.L.O 

 Provision of security services e.g. securiko Uganda, Uganda police 



 Encouraging saving e.g. N.S.S.F,BRAC 

 Provision of childcare services e.g. child care  

Social entrepreneurship refers to the creation of innovative enterprises to make a positive and sustainable 

impact on society /environment 

While 

Social innovation refers to the establishment of new and better ways of accomplishing a social mission 

(II) Elements of a social enterprise plan 

 Introduction 

 Theory of change 

 The opportunity 

 The innovation 

 Management and operations 

 Sustainability 

2(a) Steps involved in the visionary approach 

 Defining vision 

 Examining your current reality/examining the current reality 

 Identifying and acknowledging the gap 

 Setting action steps to close the gap 

 Identifying resources required 

 Setting priorities 

 Choosing who is accountable for what 

 Getting committed from those people 

 Agreeing on the start and end time 

b) Social concern upon which social entrepreneurs emerge are; 

 High levels of unemployment 

 Extreme poverty 

 Deteriorating health status/diseases 

 Extreme illiteracy and disempowerment  



 Excessive dumping of rubbish /garbage/improver waste disposal 

 Production and /or discharge of non-biodegradable materials 

 Irresponsible farming methods 

 Pollution of all nature 

 Deforestation and /or bush burning 

 Food insecurity/famine 

 Swamp reclamation/irresponsible use of wetlands 

 Disrespect of human life 

 Untapped talent/natural abilities of most people 

 Extreme insecurity/social violence and tension 

 Poor sanitation i.e. uncleared bushes, stagnant waters, lack of toilets etc. 

 Dishonesty tendencies of society members that ‘’give birth’’ to corruption and exploitation 

 Social discrimination based on age,religion,race,tribe 

 

The differences between social enterprises and business enterprises.  

1. Social enterprises aim at crating a permanent positive social impact / change in the society where they 

operate form while business enterprises aim at profit maximization regardless of the nature of change the 

business will impact on the community.  

2. Most social enterprises are of a hybrid nature (combination of profit and non profit) while most business 

enterprises are of purely profit motivated.  

3. Social enterprises have great concern for the environment while business enterprises have less or no 

concern for the environment.  

4. The major aims of social enterprises is to serve the vulnerable members the society while business 

enterprises aim at serving potential customers who are financially sound.  

5. In social enterprises, there is partnership between the community and the enterprises while business 

enterprises aim at meeting the superior needs of consumers.  

OPPORTUNITIES FOR SOCIAL ENTREPRENUERSHIP  

(i) Social investment funds.   These pull together various sources of funding form donations or wealthy 

individuals, corporations, and banks to invest in social enterprises. They give out money which is 

paid back over time.  



(ii) Foundations. These generally provide grants (money that does not have to be paid back). They 

distribute start up grant. For new social enterprises e.g. the Asoka foundation and the skill foundation 

are two large global sources of funding.  

(iii) CBOs and NGOs.  Community based organizations (CBOs) and non government organizations 

(NGOs) are organizations which do not earn profit, but have a special mission. They generally aim to 

improve social and economic conditions in what ever way they can.   

(iv) Government and embassies.  Governments often provide policies, grants, technological support and 

other incentives to people who are working to positively impact society and the environment.  

Foreign embassies also often set aside funding for local solutions to local problems.  

(v) Social entrepreneurship as a career option. Social entrepreneurs face unlimited opportunities for 

crating a better world. In countries with high unemployment, it is an especially promising, career 

option for youth who do not want to join the long line of job seekers.  There are new courses, online 

resources and job opportunities for social entrepreneurs.  

Developing Goals and Action Steps  

Long term goals:  Are goals which are to be achieved in a long period of time i.e. more than one year.  

Short term goals: Are goals that can be achieved in a short period of time i.e. less than a year.  

Good goals are; Good action steps are 

- Specific  

- Measurable  

- Time bound  

- Challenging  

- Inspiring  

- Achievable  

 

- Produce a clear impact  

- Have clear start and end times  

- Are measured results or actions  

- Are simple  

- Are in a logical order  

- Further the progress towards delivering a 

goal  

 

ADVOCACY SKILLS 

Advocacy is the verbal, written or symbolic action to promote a mission or a cause. 

Social entrepreneurs are skilled advocates of their vision and social innovation. They aim to 

maximize the positive impact of their work. 

Advocacy is about speaking and writing to others to spread ideas, innovative strategies and 

recruit support. 

The GEPIC structure for Advocacy 
The Gepic structure for advocacy is a statement that involves a presentation of problem or 

solution in the most interesting way. It provides brief and inspiring facts to the public and 

audience. It is structured as follows: 

G – Greet 

This includes recognizing the people present and self-introduction and greeting. 

E – Engage 

This is more concerned with drawing the attention of the audience using relevant story 

quotes or statistics or shocking facts to capture the attention of the audience and make the 

speech interesting.  



P – Problem statement  

This shows the magnitude of the problem and how it is affecting the community showing 

facts clearly without personal option e.g. disease outbreak such as cholera, global 

warming, soil degradation etc.  

I – Inform 

This provides the explanation of the purpose of the project of innovation and what is being 

done or to be done to solve the problem. 

C – Call for action 

Challenging the audience or community members to support the project, e.g. by using 

dustbins appropriately, collecting rubbish, attending sensitization workshops, sensitizing 

people at home or the community. 

 

SAMPLE of GEPIC STRUCTURE 

You are operating a waste  recycling factory in your village. 

Prepare a GEPIC structure for advocacy for promoting a mission. 

 

UNIQUE WASTE RECYCLING FACTORY 

P.O.BOX 124 BUWAMA 

TEL: 07556677889 

 

THE GEPIC STRUCTURE FOR PROMOTING THE MISSION. 

Greeting. The chief guest, invited guests, religious leaders and community members present, 

good morning. Iam mazima Moses, the owner of Unique Waste Recycling factory located in 

katebo buwama subcounty. 

 

Engaging. Last year, the statistics at the district council showed that 10 people died in various 

parts of the district due to diseases related to dirty environment. 

 

Problem communication. From the analysis made, its clear that the poor healthy and disease 

outbreak especially cholera and ebola is a result of poor waste disposal. 

 

Informing. As concerned community members, we have come up with a project to fight against 

poor waste disposal such as sensitizing the community members to use dust bins appropriately, 

gazzeting rubbish collection centers. 

 

Calling for action. We kindly request for your cooperation as we work towards saving the lives 

of people by collecting rubbish for cash. 

 

Qtn you have realized that there is a lot of unemployment in your area. 

Prepare a GEPIC structure for advocacy to fight unemployment in the atea. 

 

KAANA TECHINICAL INSTITUTE 

P.O.BOX 111 BUWAMA 



TEL: 0411234567 

  

THE GEPIC STRUCTURE TO REDUCE UNEMPLOYMENT 

Greeting. The guest of honour, religious leaders, political leaders, ladies and gentlemen good 

morning and welcome to this function. Standing in front of you is Kafene Michael the director of 

Kaana technical Institute which is found in buwama. 

Engaging. Dear community members, it is on a sad note to inform you that last week, 3 men 

were caught stealing goats and were beaten and burnt to death in kayabwe. 

Problem communication. Some of the people in our area are unemployed and have resorted to 

stealing for survival, which is really bad. 

Informing. It is for this reason therefore that we have established a vocational training institute 

to equip the members of the society with skills to overcome unemployment and its negative 

effects. 

Calling for action. I therefore call upon all the members of the community to bring your 

children to this institute to acquire the technical skills so as to overcome unemployment. 
 

 

SOCIAL ENTERPRSE PLANNING  

Personal experience, passion and enthusiasm are valuable but should not be the only factors considered in 

planning a social enterprise.  

Social enterprise planning must include clearly identifying threats and opportunities in the community.  

Structure of a social enterprise plan  

1. (a) Introduction  

(i) Title  

(ii) Vision statement  

(iii) Summary of enterprise  

(b)   Theory of change  

  (i)   Explanation of vision  

  (ii)  Impact  

  (iii)  Outcomes  

(iv) Activities  

(v) Inputs  

 

(c)   The opportunity  

  (i)  Impact areas  

  (ii)  Current reality research  

  (iii)  Impact potential  

  (iv)   Resources and financials of the opportunity  

 

(d)   The innovation  



(i)  Root cause analysis  

  (ii)  Solution or product description   

  (iii)    Innovation matrix  

 

(e)  Management and operations  

(i)  Management roles and responsibilities  

  (ii)  Delivery of products and operation of activities   

  (iii)    Time line   

  (iv)  Strategic partners  

  (v)   Impact on society   

 

(f)  Sustainability  

  (i)  Budget  

  (ii)  Start up funding strategy  

  (iii)    Renewal of resources or profit making  

  (iv)  Profit management  

Steps in identifying opportunities.  

1 2 3 4 

Define impact 

 

 

 

People, plants, 

animals, place.  

Research current 

reality  

- Assets  

- Threat to vision  

- Problems / needs  

- Recent changes  

- Current problems  

- Solutions / 

products 

 

- Brain storm  

- Impact potential  

- Ways to build on 

assets  

- Ways to spread 

impact  

- Root cause of 

problems  

- Ways to innovate  

- List resource and 

finances  

- Resource  

- Requirements  

- Available 

resources  

- Profit potentials  

- Use of renewable 

resources  

 

Theory of change  

It starts with the end goal i.e. to end poverty, Ebola and then work your way backwards to accomplish your 

theory of change.  

(i) Vision: Long term ultimate goal  

(ii) Impact:   What are the long term results of your activities?  Being able to measure the outcomes is 

important i.e. the number of people cured or employed.  

(iii) Impact: what are the long term results of your activities?  How do your results lead to the 

accomplishment of the vision? Does it address a root cause or support something related to the vision 

that is necessary for its achievement? E.g. increasing farming technology leads to better crops which 

lead to the achievement of the vision to end.  



(iv) Outcomes.  What will be the direct results of your activities? Being able to measure outcome is 

important.  

Community resources  

Threats to community development include dependency, discrimination and dishonesty.  

Dependency:  is a state of needing to rely on some body or something for help or support, especially financial 

support. These are two key causes of dependency ignorance and inequality.  

Ignorance is a lack of information or knowledge inequality is when one group has different wealth, privileges, 

rights, status and opportunities compared to others.  

Without enough information and similar information community members can become dependent on those with 

information and power to know what is right and make decisions.  

Discrimination: Is the unfair treatment of one person or group usually because of judgments about their place 

and family of birth, age, religion, gender, income level or physical and mental ability.  

Discrimination is a major threat to community development because it prevents the entire community form 

developing by excluding certain groups or individuals.  The excluded groups and individuals do not have the 

same wealth, privileges, rights, status and opportunities compared to others. It also leads to apathy where people 

do not care to change things and feel powerless to do so.  

Dishonesty.  Is the use of lies or misleading words and actions?  Is a serious threat to community development 

because it is the basis for competition and exploitation?  

Corruption: is when people who are in charge of community resources abuse their powers and position to 

redirect the resources to themselves or their partners for private benefits.  

Exploitation: Is to take selfish or unfair advantage of a person or situation, usually for personal gain.  If 

individuals benefit privately, then the community as a whole cannot access those resources for developments.  

Strategies of social enterprises 

There are hundreds of ways for social entrepreneurs to positively impact community development. The following 

are the three most common strategies for community development that are used by social entrepreneurs around 

the world.  

(i) Increasing access to goods and services. Basic goods and services include food, health, housing, 

safety, waste management and education.  This strategy of increasing goods and services does not 

involved inventing something new but involves allowing more people access to what is already 

available to others. There are many barriers for vulnerable, disadvantaged and poor people to access 

the most basic goods and services e.g. limited stand availability, distance to access points, high costs 

cared inappropriate packaging of the goods and series.  

(ii) Increasing knowledge through education and awareness. Knowledge is power. Without education and 

awareness, people can be left behind, taken advantage of or ill prepared to live in and understand the 

dangers and opportunities of their environment.  For example increased awareness of diseases such as 



HIV / AIDS gives people the knowledge to avoid transmission / recognize the symptoms and seek 

proper treatment.  

(iii) Increasing opportunities are created. If these opportunities are not available to certain groups or 

individuals, the result is inequality, social tension and poverty. Having opportunities to work and earn 

a fair wage is important to members of every community.  

Environmental threats caused by unsustainable use of natural resources 

 Deforestation. 

 Pollution of air, noise and water. 

 Degradation of land. 

 Displacement of animals, people, insects, etc. due to land conversion i.e. loss of bio diversity 

 Over exploitation of resources. 

 Swamp and wet land reclamation  

 Depletion of resources 

 Poor health. 

 Vibrations of the earth’s surface causing cracks in buildings. 

 Global warming / destruction of the ozone layer. 

 Moral decay. 

(b) Measures of minimizing environmental threats caused by unsustainable use of resources. 

 Setting environmental standards to be observed by the businesses. 

 Recycling used products. 

 Undertaking compulsory environment impact assessment of all new businesses. 

 Conserving sources of raw materials through re-afforestation 

 Looking for alternative packaging materials such paper bags that are not bio degradable 

 Ensuring proper garbage disposal through construction of proper disposal grounds. 

 Conserving the soil through terracing planting of trees and other types of cover plants. 

 Looking for alternative sources of power for instance bio gas instead of firewood. 

 Avoiding use of chemicals which are dangerous to pants, animals and human life. 

 Undertaking regular self-environment assessments. 

 Using silent machines and tools such as generators. 

 Providing workers in businesses with protective equipment like masks and nose sponges to 

protect them against gasses and exhaust fumes  

 

  



BUSINESS COMPETITION 

Competition is the battle between businesses to win consumer acceptance and loyalty. It is an 

art, a science and a practice. It is all about creating value, capturing and retaining it. 

TYPES OF COMPETITION IN BUSINESS 

There are many things one can do to win the competition. These include the following. 

i) Pricing competition. This type of competition involves charging different prices for the 

same commodity so as to win customers for example charging low prices compared 

to competitors 

ii) Product presentation and appearance competition. This type of competition includes the 

way one decorates his business premises, the way the sales person dresses, color of the 

product, wrappers or containers and neatness in packaging. There are many useless 

products on the market that sell like hot cakes due to the way they are packaged. It is 

therefore important to pay great attention to the way you package yourgoods. 

iii) Quality competition. His type of competition involves producing a product that 

satisfies the needs of customers. The quality of the product is the most significant 

competitive advantage over other people in one’s business. The quality of the product 

determines the precision of the work done. The better the product, the more suitable 

for use .Also, good quality products live longer than poor quality ones and attract 

more customers and thus a larger share of the market is attracted by the enterprise. 

iv) Added convenience competition. This competition includes staying open late or 

during lunch when otherbusinesses are closed. E.g. some commercial banks work for long 

hours on weekends. One could also offer something for nothing to the customer. 

v) Customer care competition. This type of competition involves winning customers 

in terms of treating them well One should always treat customers with respect 

because people always choose to go where they are treated with dignity. 

 

FACTORS TO CONSIDER IN ANALYSING COMPETITION 

The following are some of the things that should be considered when analyzing 

competition:- 

 Size of competition/ numberof competitors. A large numberof competitors implies 

a high level of competition but a small numberof competitors implies a lowlevel of 



competition 

 

 Profitability of competitors . High profits earned by competitors means that there is 

stiff competition with the entrepreneurs’ business but lowprofits earned by 

competitors means lowcompetition with the competitors, business 

 Quality of substitute products or services . High quality products produced by 

competitors indicates a stiff competition with the entrepreneurs’ business but low 

quality products produced by competitors implies low competition with the 

entrepreneurs’ business 

 Hours of operation. Added hours of operation for example early morning and late 

evening indicates a high level of competition among businesses but normal hours of 

serving customers implies low competition existing between businesses 

  Skills/ quality of personnel employed. Use of highly skilled personnel for example 

sales personnel indicates a high level of competition among business but use of 

unskilled/ semi-skilled personnel implies lowcompetition 

 Servicing, war anting and packaging 

 Methods of selling and distribution channels. Use of personal selling and a long 

distribution channel shows stiff competition in businesses but selling directly to 

customers implies lowlevel of competition 

 Location of businesses . Strategic location of businesses in a particular place implies 

stiff competition but locating businesses in inaccessible places/ less strategic 

places implies lowcompetition among businesses 

  Level / nature of advertising. Persuasive advertising in businesses implies stiff 

competition/ high level of competition but informative or no advertising in 

businesses implies lowcompetition in such businesses 

 Promotional methods/ level of product promotion. A high level of product promotion 

among businesses implies a high level of competition but low promotional activities in 

the business implies less competition 

 Level of reputation of the company. A high level of reputation of the business implies 

a low competition with otherbusinesses but a low level of reputation of the business 

implies high competition with competing businesses 



 Inventory levels . High inventory levels implies high competition due to the need for 

continuous supply of products but low inventory levels implies low competition 

among employees 

 Quality of customer care. Good customer care in businesses implies high 

competition but poor customer care among businesses indicates low competition 

among businesses 

 Price charged on similar products. Low prices charged on similar products 

indicates high competition among businesses but high prices charged on similar 

products by the entrepreneur’s business indicate low completion of the business with 

other businesses 

 Product added advantages offered. Excessive benefits attached on a commodity 

imply high level of competition among the businesses but less benefits attached on 

commodities imply low competition 

INDICATORS OF AN INCREASE IN THE LEVEL OF COMPETITION 

 Decrease in the demand forthe business products 

 Decrease in sales 

 Increased advertising/ sales promotion by competitors 

 Increased complaints by customers 

 Increased labourturnover in the enterprise 

 Improved customercare 

 Increased product added advantaged 

 Increased customerconvenience 

 Improved methods of selling 

 Improved aftersales services 

 Increased numberof rival firms 

 Increased in-service training for workers 

 Demand for wage increment by employees 

a) The following are the aspects an entrepreneur can address to win competition 

- Pricing. A similarservice/ product should be offered at a cheaperprice, one stands 

a betterchance of winning the customer’s loyalty. 



- Presentation and appearance. This includes the way one decorates his business 

premises, the way the sales person dresses, colorof the product, wrappers 

orcontainers and neatness in packaging. 

- Production of good quality products . Good quality products live longerthan 

poorquality ones and attract more customers and thus a larger share of the market 

is attracted by the enterprise. 

- Added convenience. This includes staying open late orduring lunch when other 

businesses are closed. E.g. some commercial banks work forlong hours on 

weekends. One could also offersomething fornothing to the customer. 

- Positive attitude towards the customers . One should always treat customers with 

respect. People always choose to go where they are treated with dignity. 

- Rewarding loyal and regular customers like by giving them gifts, prizes, inviting them 

to get togetherparties etc 

- Offering credit to loyal and credit worthy customers 

- Communicating regularly with the customers like by communicating to them 

majorchanges in the business, availability of newproducts etc 

- Maintaining up to date records of regular, loyal and big customers and 

recognizing them when they call orcome to the business 

- Providing appropriate aftersales services like offering delivery services, proper 

packing of goods bought foreasy car ying, helping to install the product bought at the 

customer’s premises 

b) The following are factors affecting competition  

 (Give neutral points and explain them on both sides) 

i) Mobility and accessibility overlap. Travelling opens up a wider geographical 

area for competition hence high level of completion but immobility/ shorter 

distances reduce competition. 

ii) Product overlap. This refers to the selling of products by different kinds of 

establishments that are similar or identical to each other. Big discount stores, 

some times combined with grocery stores provide one-stop shopping for all 

customers’ needs. This reduces completion but dealing in one product increases 



competition 

iii) Substitution. Availability of many substitutes increases competition but few 

substitutes in the market reduce competition 

iv) Public awareness. Increased awareness of the product, its quality and other 

features creates brand loyalty hence reducing the level of competition but 

ignorance of customers about the product features increases the level of 

competition 

 

v) Product priority. A prefer ed product reduces competition but un prefer ed product 

leads to high competition 

How can entrepreneurs improve on theircompetitive advantage in business? 

 Through intensive advertising 

 Improving customercare services 

 Improving customerconvenience 

 Through competitive pricing 

 Through every day lowpricing 

 Through product overlap 

 Using attractive packaging materials 

 Improving the quality of products 

 Offering credit facilities 

 Giving discounts 

 Car ying out promotional sales 

 Motivating business employees 

 Training employees 

 Merging with weak competitive firms 

 Face lifting/ painting business premises 

 Maintain good corporate image 

Effects of competition 

Positive effects 

- It leads to better customer satisfaction/ production of better quality products. 



The producers and sellers ensure that they produce high quality goods and services 

and any other activity that ensures maximum customer satisfaction in order to attract 

more customers 

- It promotes more efficient production; it makes producers more pro-active in 

discovering more efficient production methods like use of fewer raw materials and 

time to produce bettergoods. 

 



- It results in betteremployee remuneration/ payments. It forces employers to pay their 

highly skilled employees better salaries especially when they are likely to be taken 

away by competitors. 

- It results in more product variation. It makes producers vary their products in order 

to make them different from those of competitors hence increased 

customersatisfaction. 

- It results in lower or cheaper prices of commodities. competition makes producers 

and sellers to try to lower the prices of their goods or services, thus making 

consumers enjoy lower prices 

- It enables businesses to earn more profits. Competition makes businesses that enjoy 

better competitive advantage over rival ones to sell more which in turn makes them 

to earn more profits that can be re-invested 

- It leads to expansion of market for some businesses. Competition allows some 

businesses to expand the market fortheirgoods orservices through persuasive 

advertising, hence generating more incomes 

Negatives effects 

- It results into wastage of resources. Competition makes businesses to duplicate 

activities orservices as a way of attracting more customers, which results in 

wastages of the limited resources 

- It leads to poor relationship between business competitors 

- It leads to collapse of small orinefficient businesses/ It results in 

unemployment when the inefficient firms are out competed 

- It makes resources to become more expensive. Competition makes businesses to 

compete orstruggle to acquire the limited resources like skilled workers, high quality 

raw materials etc 

- It lowers profits of businesses. Competitive advertising increases the operation costs 

of businesses and thus lowers theirprofits 

- It reduces the market share perbusiness. Competition from many businesses divide the 

limited numberof customers to different businesses and this reduces the market share 

perbusiness, resulting in lowsales income 

- Some times it misleads customers. Persuasive advertising due to competition some 



times forces customers to buy products they do not really need or which may be of 

lowbenefit to them 

MONITORING AND MAINTAINING A COMPETITIVE POSITION. 

1. Sustainable competitive Advantage. This allows the maintenance and 

improvement of the enterprises competitive position in the market. It is an 

advantage that enables business to survive against its competition overa long period 

of time. It includes the following. 

2. Advertising. This is extremely important in competing effectively. It is the key to 

attracting public attention and building priority to yourproducts. Advertising is the 

first step in competing afteryou build the basic condition of the business. 

3. Image. Once the customeris attracted by some type of advertising, he/ she is 

influenced by the business image. Image can be critical in competing effectively. 

The customeris attracted by the image reflected in the business sur oundings, personnel, 

product displays, etc. Good customer relation techniques, dress requirements, can be 

taught to sales personnel. Location is also part of image 

that can make a difference in customers’ reactions and buying patterns. 

4. Customerconvenience and services . Location is related to convenience and good 

customer relations are part of good service. It also includes attractions like service 

delivery, repair services, acceptance of returns and exchanges and extension of 

personal credit. These factors also help sell a product and create loyal customers as 

well as competing effectively. 

5. Competitive pricing. Businesses that operate efficiently can usually afford to 

price competitively because theircosts are lower. Nevertheless, one mistake that small 

businesses make is to try to undercut the competition before they get theircosts down. 

That kind of pricing can lead to losses orvery lowprofits and result in a decrease in a 

business’ competitive position. 

6. Sales prices . The theory behind seasonal ornewsales is that newcustomers 

will be attracted to the shops by the sale. They will buy otherproducts at regular prices 

while they are in the shop, and the quantity sold at the sale price will make up forthe 

lower unit profit. These principles can be effective if the sale is handled properly. 

However, the sale can attract wrong customers who may only buy sale items and 



nothing else rather than yourloyal customers. And if sale prices are low, you may not 

gain from the sale. 

7. Everyday low prices . Some shops have a standard policy of competitive pricing 

at all times without advertising specific sales. While they may lose some business while 

otherstores feature ‘’lead items’’ at cost, in general, they maintain a steady customer. 

Clearance sales may also be used to unload seasonal orout-of-date items orotherodds 

and ends at cost orless. 

EVALUATING BUSINESS COMPETITION 

In forecasting and monitoring changes and competition in yourbusiness, make sure that the 

following areas are carefully monitored and that clearup-to-date records are available 

i) Sales decline orincrease (may be due to many reasons including competition. 

ii) Production order may be reducing due to competition. 

iii) Flow of customers. The number of customers flowing into the enterprise in a day ( 

this is always affected by competition. 

iv) Cash flow(movement of cash in and out of the enterprise) may be influenced by 

competition. 

v) Movement of personnel. Employees in non-competitive firms often leave to join other 

firms which look more competitive, for higher payment and other employment 

benefits. 

vi) Technology. Enterprises which possess modern machinery and knowledge are more 

competitive than those with old technology. 

Clear records of the above items will enable an entrepreneur to devise means for dealing 

with his competitors. 

METHODS USED TO EVALUATE CHANGES AND COMPETITION IN BUSINESS . 

There are two methods used by entrepreneurs to evaluate changes in competition. First, an 

entrepreneur is required to take an overviewof how well his business venture is going to match 

with his potential customers’ needs. This will force him to identify his business’ strength and 

weaknesses in relation to his market. 

The features which are important to customers include colour, taste, ease of use, 

presentation and appearance, delivery, opening times, payment terms and price. When the 

entrepreneur has graded each attribute, he should join up the respective ratings with a pencil 



line to obtain two clearprofiles, one of the customer’s reference and anotherof the strength 

and weaknesses of the business. 

 

 

 

 

This profiling method can be put in a table as follows. 

List of features / attributes 

that potential customers will 

be looking for in the 

business product or 

service. 

Score how important each 

attribute is to customers. 

Score business product or 

service on each attribute. 

1. Colour 1 2 3 4 5 1 2 3 4 5 

2. Taste 1 2 3 4 5 1 2 3 4 5 

3. Smell 1 2 3 4 5 1 2 3 4 5 

4. Quality 1 2 3 4 5 1 2 3 4 5 

 

Secondly, an entrepreneur must try and be as objective and consistent as possible. Avoid the 

temptation to pretend yourbusiness idea is something otherthan what it is. An entrepreneur 

can compile a more detailed analysis by extending and modifying the profile to suit his 

particular business. Furthermore, it is a good idea to compile a numberof profiles, one 

foreach of yourmajormarket segments. This will enable the entrepreneur clearly identify; 

 Which market segment he/ she satisfies best? 

 Which market segment he/ she satisfies betterthan his/ hercompetitors? 

By using the same format, as the previous table, the entrepreneur should analyze the strength 

and weaknesses that the competitors present. 

Features The 

business 

Competitor 1 Competitor 

2 

Competitor 

3, etc 

Average score

 of 

competition 



1 Colour 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 

 

 

 

 

Another profiling method which has an advantage over the first is that it takes into account 

the relative importance of each feature to the market. 

Procedure forsecond method. 

 

 Give each feature a weighing from 1to 5, to signify its importance to the market 

segment. 

 Award points, on a scale of 1 to 5, to each business including yourown, on how strong 

they are in each area. 

 Multiply the importance weighing by the points awarded for each business to 

obtain its score. 

 Total each business’ score and analyze the results. 

 

Featur 

es 

Importan 

ce 

Your 

busine 

ss 

Competitor 

1 

1 

  Competit 

or 

2,etc 

 

  Points score Point 

s 

Scor 

e 

Points Score 

        

        

Total        

In an entrepreneur can identify a market segment where he/ she is strong in both areas, he/ she 

is likely to take a larger market share aware from the competition than would otherwise be 

the case. This will improve the entrepreneur’s position concerning finance, personnel, 
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technology and profitability 



CAPITAL MARKETS 

 

Capital markets are markets that trade in long term financial products known as securities 

(e.g. shares, bonds). They are a facility for raising long term capital, which is done through the 

selling of debt ( bonds, commercial paper) and equity instruments (shares).They provide 

avenues forthose who require additional capital and others who wish to invest theirmoney. 

KEY PLAYERS IN CAPITAL MARKETS. 

Different people, groups of people orcompanies play different roles on the stock 

exchange. The roles of each are very vital in the smooth running of the market. Some of these 

players include the following. 

Different people/ groups/ companies play different roles in the stock exchange markets as 

explained below 

1. Brokers/ dealers . These are licensed financial professionals authorized to buy and 

sell shares on behalf of theirclients. Brokers execute trade deals on behalf of their clients 

and receive a commission formatching buyers and sellers 

Dealers buy shares and latersell them fora profit. They also provide advice to their clients on 

management of investment. Dealers can be bulls, bears orstags. A bull is a 

dealer who buys shares when they are cheap hoping to sell them when the price rises. A bearis 

one who sells shares when prices are high hoping to buy them back at a much lower price to 

make profits. A stag is one who deals in newissues (shares) issued by the company 

2. Registrar. This is a person in charge of keeping records in respect of stocks and 

shares of a floated company, a floated company is one which goes public by issuing its shares 

forsale 

3. Investment advisors. These are licensed persons who advise theirclients about the 

profitability of selling and buying securities. They also manage a range of investments 

undera contact oron agreement with investors 

4. Share holders . These are individuals orcompanies that purchase shares in a company 

orbusiness and own a part of that company. They earn dividends forthe shares bought 

5. Capital Markets Authority (CMA). This is a government established body which ensures 

the regulation and development of capital market industry. The capital markets industry 

in Uganda is regulated by the capital markets authority (CMA). CMA was established in 1996 

following the enactment of the Capital Markets Authority Act Cap 84. It is an autonomous 



   

 

 
  

 

body responsible forpromoting, developing and regulating the capital markets industry 

in Uganda, with the overall objectives of investorprotection and market efficiency 

Objectives of capital markets authority 

Functions of the capital market Authority in Uganda 

 To regulate and promote the development of capital market in Uganda 

 To approve stock exchange and securities central depository system 

 To license brokers ordealers, investment advisors, fund’s managers and 

trustees 

 To approve collective investment schemes 

 To advice government on rules and regulations governing operations of capital market 

 To provide protection to both local and foreign investor 

 To create market in which securities are issued and trade 

 To provide facilities for raising long term capital (funds) 

 To act as a barometer/ yardstick/ guidance to company’s performances 

 To provide avenues forthose who require additional capital and others who wish 

to invest theirmoney 

 To regulate the operation of a compensation fund To 

approve all offers of securities to the public 

6. Fund managers’ .Are companies who undera contract of management with a client 

undertaking the management of a portfolio of investments (portfolio refres  to  the funds 

managed on behalf of clients at the discretion of a fund manager). 

7. Custodians . These perform the actual role of holding or safekeeping the assets or 

securities (including cash) on behalf of the owners (investors) 

 

 

 



 

 

 

 

PRODUCTS/ INSTRUMENTS IN UGANDA’S CAPITAL MARKETS. 

Capital markets use different instruments to raise capital which include the following: 1.Bonds 

. A bond is a long term debt instrument that is used to bor owa stated amount of money fora 

fixed period of time and gives a stated rate of interest orit is a debt or loan instrument issued 

by the government orcorporate body that car ies a fixed rate of interest and with a maturity of 

longerthan one yearand gives the holderclaim on the interest and principle promised by the 

issuer. Orit is a bor owing ar angement in which the issuermakes an obligation to pay back 

interest and principle at specified times and intervals (maturity date) 

There are two types of a bond namely: 

Government bonds . Are issued by the government to bor owa stated amount of money from 

the public, fora fixed period of time at a stated rate of interest 

Corporate bonds are bonds issued by private orpublic companies that wish to bor ow a 

stated amount of money from the public fora fixed period of time at a stated rate of interest 

Features of a bond 

- It has a maturity date. It is a period of time over which the bond contract is 

extended at the endof which the bond contract expires 

- It has a bond coupon. It is the periodic interest paid on a bond the issuerto the bond 

holder 

- It has a principle. This is the fixed period value of the bond initially paid by the 

creditor when buying the bond and paid at the maturity date 

- It has name of the lender 

- It includes name of the bor ower 

NB. Treasury bills . These are short term financial instruments issued by the government to 

raise money from the public with a maturity date of less than one year 

2. Shares. A share is a unit of ownership in a limited liability company and gives the 

holderclaim overany dividends that the company may pay. Orit is a unit of capital of a joint 

stock company. Share holders become part of the company where they have bought shares 

3. Debentures. A debenture is a unit of a joint stock company. Orit is a document or 



certificate issued by a company evidencing that it has bor owed a specified amount of money 

from a named person and promises to pay back the principle with interest rate at the maturity 

date 

Types of debentures 

- Naked debentures These are debentures which have no security orproperty 

declared against them. This means that if the company fails to pay, the debenture 

holderhas no powers to take overthe company’s property orto suit it. 

- Secured / mortgaged debentures . These are debentures which have security 

tied to them i.e. if the company fails to pay, the debenture holdercan sell off the 

company’s property to recover the loan. 

- Redeemable debentures . These are debentures that can be paid back by the 

company aftera specific period of time i.e. the money bor owed is returned by the 

company within a given period of time. 

- Ir edeemable debentures . These are debentures which are neverpaid back by the 

company until it is liquidated orended i.e. the money bor owed remains outstanding 

orunpaid until the company winds up. 

4. Commercial paper. This is a short-term unsecured promissory note issued by a 

company oreven a bank with a shorter- term maturity date (usually one to nine months) 

indicating a promise by the issuerto repay the among bor owed a against it on a 

specified date with a specified rate of interest. Commercial papers are usually issued by large 

companies orbanks to get money to meet theirshort term debt obligations and are not 

backed by collateral security 

Role of capital markets 

1. Providing market to shares being sold. Capital market forshares being sold hence 

enabling companies and individuals to buy such shares 

2. Improving on people’s standards of living. People who buy shares get dividends which 

increase theirincome levels and hence improved standards of living 

3. Providing employment opportunities. Capital markets provide jobs to dealers/ 

blockers, registrar of companies and investment advisors. This enables them to earn a 

living 

4. Encouraging inflowof international capital. Capital markets enable investors from 

abroad to invest theircapital in the country by buying shares being floated orsold 



5. Providing revenue to the government. Capital markets provide revenue to the 

government in form of taxes imposed on them 

6. Promoting investments. Capital provide technical advice to investors, identify 

investment opportunities and encourage people to save through buying shares hence 

increasing investment levels 

Advantages of capital markets 

1. They provide market to shares being sold. Capital markets provide market for shares 

being sold hence enabling companies and individuals to buy such shares 

2. They improve on people’s standards of living. People who buy shares get 

dividends which increase theirincome levels and hence improved standards of living 

3. They provide employment opportunities. Capital markets provide jobs to dealers/ 

blockers, registrar of companies and investment advisors. This enables them to earn a 

living 

4. They encourage inflowof international capital. Capital markets enable investors from 

abroad to invest theircapital in the country by buying shares being floated orsold 

5. They provide revenue to the government. Capital markets provide revenue to the 

government in form of taxes imposed on them 

6. They promote investments. Capital provide technical advice to investors, identify 

investment opportunities and encourage people to save through buying shares hence 

increasing investment levels 

Objectives of promoting capital markets 

1. To provide market to shares being sold. Capital markets provide market for shares 

being sold hence enabling companies and individuals to buy such shares 

2. To improve on people’s standards of living. People who buy shares get dividends 

which increase theirincome levels and hence improved standards of living 

3. To provide employment opportunities. Capital markets provide jobs to dealers/ 

blockers, registrar of companies and investment advisors. This enables them to earn a 

living 

4. To encourage inflowof international capital. Capital markets enable investors from 

abroad to invest theircapital in the country by buying shares being floated orsold 

5. To provide revenue to the government. Capital markets provide revenue to the 

government in form of taxes imposed on them 



6. To promote investments. Capital provide technical advice to investors, identify 

investment opportunities and encourage people to save through buying shares hence 

increasing investment levels 

The stock exchange. Is where already issued out share orsecurities are formally traded and 

sold orit is an ar angement through which the already issued out shares are traded. In Uganda 

they are traded under Uganda securities exchange 

THE UGANDA SECURITIES EXCHANGE. This is the market place in Uganda where securities are 

traded. The Uganda Securities Exchange (USE) was licensed to operate as an approved stock 

exchange in J une 1997 by the CMA. The USE began formal trading operations in J anuary 

1998 following the listings of the first instrument, the East African Development Bank (EADB) 

Bond. 

The basic function of USE is to provide a facility for raising funds forinvestment in long-

term assets and is regulated by the CMA 

FUNCTIONS OF STOCK EXCHANGE 

i) It provides ready market forshares already issued out in the primary market to be 

transfer ed 

ii) Stock exchange market facilitates lowincome earners to save in order to invest in 

companies listed on stoch exchange 

iii) Stock exchange market helps companies in need of long-term finance to raise the 

required finances through selling theirshares to the public 

iv) It creates a means through which natives of a country can attain ownership in the 

various companies especially the privatized companies 

IDENTIFYING  INVESTMENT  OPPORTUNITIES  THROUGH CAPITAL MARKETS . 

INVESTMENT refers to purchase of assets that are used to generate more income or financial 

gains. The capital markets industry offers various avenues forsaving and investments covered 

below. 

Types of investors 

Private investors. These are people who hold securities fortheirown benefit in terms of 

eitherinterest on lent funds ordividends on shares. They tend to hold a small 

percentage of shares in a list company 

Corporate investors . Are companies that hold shares in othercompanies fortheirown 

benefit 



Institutional investors . These are private orinstitutions that invest money in securities in the 

capital market on behalf of others e.g. insurance companies, pension funds etc a)Investing in 

shares. A share orstock is a unit of ownership in a company. When you buy a share, you 

become a part owner orshareholder of the company. Shares can be bought eitherduring the 

offerperiod orfrom existing shareholders. Newissues of shares take the form of initial 

public offerings (IPOs), where shares are sold in a primary market. 

The IPO refers to the first time a company offers its shares to the public. To buy shares, there 

processes/ steps taken as discussed below 

STEPS TAKEN IN BUYING SHARES 

1. Finding and contacting the broker. The buying process begins with finding and contacting 

a stock broker and the services he/ she offers. This helps the buyerto find out whether the 

broker has the type of shares he/ she wants 

2. Deciding on the type of shares to buy. The buyerdecides on the type of shares and 

the company from which to buy shares depending on its financial performance and future 

prospects as advised by the broker 

3. Deciding on the price and numberof shares to buy. This involves deciding on the price 

to pay foreach share and numberof shares to buy aftergetting the prevailing 

market prices of shares 

4. Placing an order. Afterguidance by the broker and making a decision on the type of shares 

to buy. The buyerissues a market order ora limit order to the broker. Market orders are 

simple buy orsell orders that are to be executed immediately at cur ent and best market 

prices. The limit orders on the otherhand are those in which investors or buyers specify the 

price at which they are willing to buy shares. The investororbuyer is supposed to fill 

1. The security central depository account opening forms 

2. A client information form, 

3. An order form and also signs a purchase transfer form 

5. Receiving a copy of the prospectus . A prospectus is a legal document that gives 

general and material information on the company’s history and operations or 

performance. The intending buyer receives this document and takes time to read it 

carefully 

6. Paying forthe shares to the broker. The buyermakes forpayment of the shares to the 

broker and in turn gets a receipt from the broker who then delivers the payment to the 



clearing house on the settlement day 

7. Receiving a contract note. This is a document that spells out the numberof shares bought, 

the price at which they are bought, amount of commission to pay to the broker, details of 

government taxes which include the contract stamp, transfer duty and capital gains tax and 

the total amount which the investors orclient owes to the broker which has to be paid on the 

settlement day indicated on the contact note. 

It is a legal document that acts as proof ownership of the shares until a share certificate is 

issued 

Payment of the total amount. This involves paying the total shown on the contract note on the 

settlement day 

8. Receiving the share certificate from the registrar. This is a document issued to a person as 

evidence that he/ she has bought shares of the issuing company and there 

fore has claim to the dividends on the shares indicated on it  

THE PROCESS OF SELLING SHARES 

Below are the steps involved in selling shares 

1. Finding out howmuch shares are selling in the market through brokers/ dealers 

2. Contacting a broker/ dealerto sell the shares at a satisfactory price 

3. Pressing an order to sell the shares 

4. Sending a sales contact note afterselling the shares by the broker to the seller. It 

shows the net sales payable to the seller 

5. Receiving the cheque by the selleras advised by his/ herbroker 

ADVANTAGES OF INVESTING IN SHARES. 

i) It is a source of income to share holders in form of dividends. When a company that 

issued shares makes a profit , the board of directors gives a percentage of the profit to 

its share holders (dividends) 

ii) It increases the value of capital. When shares are sold at a price that is higher than 

the price at which they were purchased, this represents a profit called capital gain. 

iii) Investing in shares gives share holders voting rights. Shares give a shareholder 

the right to attend and vote on important company decisions at the companies’ 

annual General meetings. 

iv) Shares act as collateral securities. Shares certificates are used as collateral securities 

to obtain credit facilities like loans, credit supplies etc. 



v) Share are transfer able. Shares can be passed on from one person to another and 

can also be inherited. 

DISADVANTAGES OF INVESTING IN SHARES. 

i) It results in depreciation in the value of investment. Share prices sometimes fall due to 

changes in demand and supply conditions or when the company’s performance 

declines 

ii) Share are not freely transfer able in private limited companies hence limiting 

transfer of the holder’s funds to othernewpriority areas due to failure of selling the 

shares to anotherinterested person 

iii) Decisions are made on the basis of rule of the majority in the annual general meetings 

hence the minority share holders with contrasting and opposing views are not treated 

fairly 

iv) Share holders especially in public limited companies lack direct control over 

theirinvestments orday-to-day activities of the business 

v) It leads to fluctuation in the value of share capital. This is due to fall and rise in prices 

of shares 

vi) If the company goes into liquidation, shareholders are the last to be paid after all 

othercreditors and debtors. 

b). Investing in bonds 

A bond is essentially a loan an investormakes to the issuerof a bond. The investor receives 

regular interest payments on the loan until the bond matures or is called, at which point 

the issuer repays you the principal. Certain bonds have special provisions. Bond funds pool 

money from many investors to buy individual bonds that meet the fund’s investment 

objective. Most bonds pay regular interest until the bond matures. 

 

HOWBONDS WORK. 

Bonds have three majorcomponents. 

 

 The first is the face value (par value). This is the value of the bond as given on the 

certificate or instrument. It is the value the bond holder will at maturity unless the 

issuer defaults. Investors pay face value when they buy the bond at its original face 



value and the price may be more orless than the par. 

 Second is a coupon rate. This is the annual rate of interest payable on the bond. The 

higherthe coupon rate, the higherthe interest payments the owner receives. The rate is 

set at the time the bond is issued and does not change. 

 The third is the maturity. This is the date upon which the issuer pays back the face 

value of the bond. The bond terminates at maturity. 

Example; 

A typical bond- a company issues a shs 300,000 10- year bond with a 6% coupon rate. 

Each year, the owner receives shs 18,000 (6% of shs 300,,000) paid in two semi-annual 

installments of shs 9000. 

Advantages of investing in bonds. 

 

i) Bonds are predictable. You know how much interest you can expect to receive, 

howoften to receive it, and when the bond’s face value will mature. 

ii) Bonds are steadier than stocks (which can fluctuate in short-term).Some investors 

prefer bonds to equity investments since they are less volatile. 

iii) People on a fixed income and retirement will receive a predictable amount of regular 

income from bonds. Most bonds pay interest to bondholders on a regular basis, with 

the exception of zero coupon bonds. 

iv) The interest rates paid by bonds typically exceed those paid by banks on savings 

accounts, especially short-term bonds. 

Disadvantages of investing in bonds. 

 

i) Bond lose value most especially when companies and municipalities go bankrupt 

ii) Long-term bonds tied up money in lowyielding bonds. 

iii) Unlike stocks, bonds don’t offer the possibility of high long-term returns. Younger 

investors and those with several years to go until retirement would be betterserved by 

liming theirbond purchases and opting forequity buys instead. 

iv) Although bonds are less volatile than stocks, they are not immune from price 

fluctuation. Bonds from riskier companies can be very volatile. It is also possible 

fora company to default on bonds issued hence a loss of principal for the bond holder. 



 

c. Collective Investment Schemes . 

This is a type of investment scheme that involves collecting money from different investors and 

then combining all the money and investing in various products. Or are private financial ar 

angements that pool together resources of many small savers, generating a large pool of 

resources which is managed professionally and invested in various assets such as shares and 

bonds with a purpose of making profits. It may also be called a mutual fund. There are two types 

of collective investment schemes. 

i. Unit trust schemes. These are types of schemes where investors buy units, 

which represent the various holdings of the scheme. One’s investment is 

represented by the units they hold in the scheme. 

ii. Investment Companies with Variable Capital (ICVC). Where one’s investments are 

represented by the shares they hold. The scheme takes the form of an 

ordinary company. However, unlike other companies, it is allowed to buy back shares 

when an investor wishes to pull out. 

Advantages of investing in collective investment schemes. 

i) It leads to diversification of risk. Investors can secure a much wider diversification of 

risk, because these funds usually invest in different investments. The greater the 

diversification, the lower the risk in relation to return. 

ii) It enables private individuals to access securities investments. Collective investment 

schemes help the individual investors access investment in securities which would be 

difficult forindividual investors 

iii) It lowers transactions costs -. By investing in CIS, investors incur lower costs than if 

they were to buy and sell bonds directly. This is because transaction costs are generally 

related to the size of the transaction and investors benefit from the fund managers’ 

ability to deal in large quantities of shares at lower average dealing costs. 

iv) They promote professional management-. CISs provide full time professional 

management in a direct and simple form and this is especially important where 

market information is not widely available. 

v) It protects investors . People need to have confidence that their money is protected 

from fraud, thieves and other abuses. The CIS Act and regulations 



made under it provide the desired regulatory framework that will protect 

investors in Uganda. 

vi) It makes Liquidity easy. It gives an opportunity to easily liquidate investments by 

selling yourunits back to the manager. 

DISADVANTAGES OF COLLECTIVE INVESTMENT SCHEMES (CISs) 

i) Loss of control/ ownership rights . When you invest in CISs, you are not involved directly 

in deciding howyourmoney is invested. As long as the unit trustee 

managerinvests yourmoney in the scheme, there is little that you the unit 

holdercan do if you disagree with theirinvestment decisions. The unit trust fund 

managers are more likely to make right investment decision than small investors. 

ii) It leads to high operational costs due to fees and charges . The services 

provided by the fund managers are not free. There are fees and charges paid by the unit 

holders to the collective investment schemes. 

COLLECTIVE INVESTMENT SCHEMES – PURCHASE PROCESS. 

 

i) Going to Unit Trust Manager– African Alliance (Workers House Floor 1). 

ii) Filling in an account opening form. 

iii) Selecting the type of unit trust account; short term orlong term. 

iv) Depositing money on account given. 

v) Sending copy of deposit slip to African Alliance. 

vi) You become a unit trust account holder. 

 

RAISING LONG TERM FINANCE THROUGH CAPITAL MARKETS. 

Many businesses struggle with financing especially long term financing. Questions arise as to 

howto expand a business. 

Advantages of raising long term finance through capital markets. 

i) Raising funds. Through the sale of shares on the capital markets, businesses are 

enabled to raise funds. Un like in commercial banks, interest rates may be very high, 

security required, and others. but in capital markets the raising of funds is cheaper, 

easierand faster 



ii) Provision of market to sell and buy shares. They provide members of the public or 

company a chance to buy shares. This provides them an alternative method of 

investing theirsavings. They can also sell theirshares in case they would like to opt out 

of the company. 

iii) Inflow of international capital. Foreign investors who may wish to invest in the 

country will find it easier to do so through the capital market where they will easily 

buy shares. This leads to inflow of international capital for a country’s economic 

growth. 

iv) Betterstandards of living. A well organized increased investment by companies 

due to the existence of capital market will lead to more employment opportunities 

being created, more income generated and more disposable income that people 

may use for consumption and saving. By this, people’s standards of living are 

expected to increase. 

AVENUES OF RISING LONG TERM FINANCING THROUGH CAPITAL MARKETS. 

 

There are two avenues for raising finance through capital markets. 

i) Equity financing; Here, the business raises finance by issuing shares to the general 

public. Those who buy shares of the company then become part owners of the 

company and hence shareholders. However, a company should first apply and then 

seek approval from the CMA before it offers them to the public. 

DEBT FINANCING. 

 

A business can also raise finance by bor owing from the public and institutions through 

capital markets. The examples of debt instruments include; 

i) Corporate bonds; which is an ar angement that enables a company to bor ow money 

from the public fora long period of time. 

ii) Government bonds / municipal bonds which is an ar angement that enables both 

government and local councils to bor ow funds from the public for a long period of 

time. 

iii) Commercial paper (an ar angement that enables a company to bor ow money 

fora short period of time.) 



ADVANTAGES OF DEBT FINANCING; 

 

i) The company does not have to give up any ownership of the company. 

ii) The lender has no control over how to run the company whose bond he has 

purchased. All that the lender requires of the company is that the loan and interest 

should be paid back. 

iii) The company is not required to pay the lenderdividends when it makes a profit, as is 

the case with shareholders. 

DISADVANTAGES. 

 

i) The company is required to pay back the principal and interest regardless of its 

financial position 

ii) The company must have sufficient cash flowto repay the loan and interest. 

Othersources of long-term finance for Business in Uganda. 

Raising capital is one of the major questions that an entrepreneur needs to deal with. 

Othersources include; 

i) J oint venture; Find an individual ororganization to both invest in and work with a 

company in its business project. 

ii) Banks for working capital; Short-term finance necessary to fund the day-to-day running 

of the business. This can take the form of an agreed overdraft, where the interest will 

be calculated on yourdaily outstanding balance and charged on a monthly 

orquarterly basis. 

iii) Banks for medium term loans. A loan paid back over an agreed term (typically 

three to ten years)’ where principal and interest are paid off monthly. This type of 

loan is used mainly to invest in equipment, expansion, and development. 

iv) Banks for long term loans; This type of loan is normally used to purchase assets such 

as a business , land, buildings, plant, etc that can be shown to 

directly orindirectly add to profit overa numberof years. 

v) Leasing. Provides finance for the acquisition of specific assets, such as cars and 

machinery. Leasing involves a deposit and repayments over typically 3 to 10 years. 

The financier purchases the equipment you require and then leasens it to you in return 

for regular payments forthe duration of the lease period. 



vi) Personal loans. If it is impossible to obtain a loan in your business’ name, you could 

consider obtaining a personal loan. However, the conditions should not jeopardize 

control of the business and that you are very confident of being able to repay oryou 

may lose assets put up as collateral. 

vii) Family and friends. You can bor owmoney from friends and family, however, to 

avoid misunderstandings or resolve any dispute if things go wrong, it is betterto make 

an agreement including the loan time period and interest payments. 

The advantage of raising finance is that it helps to avoid the dissolution of 

business control orshare capital. 

 

Disadvantages 

i) J oint ventures can often result in the loss of control overaspects such as policy and 

development. 

ii) Banks have the power to place a business into administration orbankruptcy if it 

defaults on debt interest or repayment. 

iii) Bor owing from family or friends can lead to disputes or interference in the 

management of the venture. 

iv) When seeking financing, consider what source and type of finance suits your needs. 

Then match the method of funding and the term of the loan the reason for the 

finance. You may have an impact on business cash flow and other obligations such 

as taxation. 

Advantages of Equity Shares 

Equity shares are the most common and universally used shares to mobilize finance for 

the company. It consists of the following advantages. 

1. Permanent sources of finance: Equity share capital is belonging to long-term 

permanent nature of sources of finance, hence, it can be used forlong-term or fixed 

capital requirement of the business concern. 

2. Voting rights: Equity shareholders are the real owners of the company who have voting 

rights. This type of advantage is available only to the equity shareholders. 

3. No fixed dividend: Equity shares do not create any obligation to pay a fixed rate of 

dividend. If the company earns profit, equity shareholders are eligible for 30 Financial 
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profit, they are eligible to get dividend otherwise, and they cannot claim any dividend from 

the company. 

4. Less cost of capital: Cost of capital is the majorfactor, which affects the value of the 

company. If the company wants to increase the value of the company, 

they have to use more share capital because, it consists of less cost of capital (Ke) while 

compared to othersources of finance. 

5. Retained earnings: When the company have more share capital, it will be 

suitable for retained earnings which is the less cost sources of finance while 

compared to othersources of finance. 

Disadvantages of Equity Shares 

1. Ir edeemable: Equity shares cannot be redeemed during the lifetime of the 

business concern. It is the most dangerous thing of overcapitalization. 

2. Obstacles in management: Equity shareholder can put obstacles in management by 

manipulation and organizing themselves. Because, they have power to contrast any 

decision which are against the wealth of the shareholders. 

3. Leads to speculation: Equity shares dealings in share market lead to secularism during 

prosperous periods. 

4. Limited income to investor: The Investors who desire to invest in safe securities with a 

fixed income have no attraction forequity shares. 

5. No trading on equity:When the company raises capital only with the help of 

equity, the company cannot take the advantage of trading on equity. 

Advantages of Retained Earnings 

Retained earnings consist of the following important advantages: 

1. Useful forexpansion and diversification: Retained earnings are most useful to 

expansion and diversification of the business activities. 

2. Economical sources of finance: Retained earnings are one of the least costly 

sources of finance since it does not involve any floatation cost as in the case of raising 

of funds by issuing different types of securities. 

3. No fixed obligation: If the companies use equity finance they have to pay dividend 

and if the companies use debt finance, they have to pay interest. But if the company 

uses retained earnings as sources of finance, they need not pay any fixed obligation 



regarding the payment of dividend orinterest. 

4. Flexible sources: Retained earnings allowthe financial structure to remain 

completely flexible. The company need not raise loans forfurther requirements, if it has 

retained earnings. 

5. Increase the share value: When the company uses the retained earnings as the sources 

of finance fortheirfinancial requirements, the cost of capital is very cheaper 

than the othersources of finance; Hence the value of the share will increase. 

6. Avoid excessive tax: Retained earnings provide opportunities forevasion of 

excessive tax in a company when it has small numberof shareholders. 

7. Increase earning capacity: Retained earnings consist of least cost of capital and also it is 

most suitable to those companies which go fordiversification and expansion. Disadvantages 

of Retained Earnings 

Retained earnings also have certain disadvantages: 

1. Misuses: The management by manipulating the value of the shares in the stock market 

can misuse the retained earnings. 

2. Leads to monopolies: Excessive use of retained earnings leads to monopolistic attitude 

of the company. 

3. Overcapitalization: Retained earnings lead to overcapitalization, because if the 

company uses more and more retained earnings, it leads to insufficient source 

of finance. 

4. Tax evasion: Retained earnings lead to tax evasion. Since, the company reduces tax 

burden through the retained earnings. 
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5. Dissatisfaction: If the company uses retained earnings as sources of finance, the 

shareholder can’t get more dividends. So, the shareholder does not like to use 

the retained earnings as source of finance in all situations. 

Advantages of Debenture 

Debenture is one of the majorparts of the long-term sources of finance which of 

consists 

the following important advantages: 

1. Long-term sources: Debenture is one of the long-term sources of finance to the 



company. Normally the maturity period is longerthan the othersources of finance. 

2. Fixed rate of interest: Fixed rate of interest is payable to debenture holders, hence 

it is most suitable of the companies earn higherprofit. Generally, the rate of interest is 

lower than the othersources of long-term finance. 

3. Trade on equity: A company can trade on equity by mixing debentures in its 

capital structure and thereby increase its earning pershare. When the company 

apply the trade on equity concept, cost of capital will reduce and value of the company will 

increase. 

4. Income tax deduction: Interest payable to debentures can be deducted from the total 

profit of the company. So it helps to reduce the tax burden of the company. 

5. Protection: Various provisions of the debenture trust deed and the guidelines issued 

by the SEB1 protect the interest of debenture holders. 

Disadvantages of Debenture 

Debenture finance consists of the following majordisadvantages: 

1. Fixed rate of interest: Debenture consists of fixed rate of interest payable to 

securities. Even though the company is unable to earn profit, they have to pay the fixed 

rate of interest to debenture holders, hence, it is not suitable to those company 

earnings which fluctuate considerably. 

Sources of Financing 35 

2. No voting rights: Debenture holders do not have any voting rights. Hence, they cannot 

have the control overthe management of the company. 

3. Creditors of the company: Debenture holders are merely creditors and not the owners 

of the company. They do not have any claim in the surplus profits of 

the company. 

4. High risk: Every additional issue of debentures becomes more risky and costly on 

account of higherexpectation of debenture holders. This enhanced financial risk 

increases the cost of equity capital and the cost of raising finance through debentures 

which is also high because of high stamp duty. 

5. Restrictions of further issues: The company cannot raise further finance through 

debentures as the debentures are underthe part of security of the assets already 

mortgaged to debenture holders. 

 



INTERNAL BUSINESS TRANSACTIONS 

These refer to dealings between two parties that involve exchange of value (goods and services 

orgoods forgoods). 

TYPES OF BUSINESS TRANSACTIONS 

There are majorly two types of business transactions namely:- 

(a) Cash transaction. This is the dealing between two parties that involves exchange 

of goods orservices and payment forthem is at that particular time. 

(b) Credit transaction. This refers to the dealing between two parties that involves 

exchange of goods and services and payment is made at a laterdate. 

CASH SALES AND CREDIT SALES . 

Cash sales is when goods and services are sold and payment for them is made there an then. 

OR 

Cash sales are sale that involve exchange of goods and services whose is made there and then. 

Credit sales . This is when goods and services are sold and payment for hem is expected at a 

future time i.e. the seller and the buyer agree on when payment should be made. 

OR 

Credit sales are sales that involve exchange of goods and services whose payment is expected 

at a future time. 

ADVANTAGES OR MERITS OF SELLING ON CASH BASIS. 

1. It helps orenables an entrepreneur to get cash needed to meet immediate cash 

requirements hence facilitating the smooth running of the business. 

2. It provides constant supply of working capital and this helps the business in short 

of cash and saves it from unnecessary delays. 

3. It enables proper management of stock and constant supply since cash is always 

available thus avoiding shortages in supplies of goods and services. 

4. It saves the business from bad debts hence reducing losses which could have been 

caused by bad debtors. 

5. It helps the business to avoid administrative expenses and debts associated with 



credit sales e.g. transport costs. 

6. Selling on cash basis helps the business to reduce procedural formalities e.g. 

documentation (involving recording debts), time etc associated with credit sales. 

7. It enables the business to sell goods to buyers from unknown orunfixed places 

e.g. travelers. 

8. Enables an entrepreneur to sell goods whose value is loworsmall 

9. Enables an entrepreneur to sell goods orservices effectively to newcustomers. This 

reduces losses from bad debts. 

10. Selling on cash basis helps the business to easily expand and grow due to 

constant flowof cash in the business. 

11. It enables the business to achieve the set goals and objectives e.g. quality 

improvement, brand awareness. 

DISADVANTAGES 

1. It discourages customers who may not have ready cash. 

2. It reduces sales and competitive advantage of the business since salary earners 

may not be accommodated. 

3. It weakens/ limits relationships between the business and its customers who may 

want to buy goods on credit 

Sample questions 

(a) Explain the objectives of selling on cash basis in an enterprise. 

(b) Why is it necessary to sell on cash basis in a business 

(c) Of what necessity is cash selling in an enterprise 

(d) Why is there a need to sell on cash basis. 

Answers 

1. To enable an entrepreneur to meet the immediate requirements in the business that 

requires cash e.g. purchasing raw materials. 

2. To provide constant supply of working capital to enable enterprise not to run out of 

cash. 

3. To reduce on the chances of bad debts in an enterprise 

4. To ensure proper management and constant supply of goods to the business. 

5. To ensure proper growth and development of an enterprise 



6. To enable the business to achieve the set goals and objectives since to 

implement such goals, money to cash form is highly needed. 

7. To enable the business to avoid administrative expenses associated with selling 

on credit. 

8. To reduce on procedural formalities which may arise from selling on credit? That is 

to say, reducing on the procedures taken up orgone through while recovering the 

money e.g. writing invoices, writing messages, calling on telephones etc 

orpreparing some documents which are being written 

9. To enable the business to sell goods to newcustomers. 

Qn: Under what circumstances may an entrepreneur sell goods on cash basis? (Use 

when, if, incase. E.g.) 

1. When there is need to meet immediate cash requirements 

2. When the entrepreneur wants to sell goods of lowvalue 

3. When an entrepreneur is dealing with newcustomers 

4. In case an entrepreneur wants to reduce bad debts in the business 

5. In case an entrepreneur wants to reduce on procedural formalities 

6. When the entrepreneur is in need of working capital 

7. In case an entrepreneur wants to achieve the set goals. 

WAYS OF ENSURING PROPER CASH MANAGEMENT 

The following are the ways through which an entrepreneur can manage cost sales in his 

orherenterprise. 

1. By documenting (receipting) all the cash received in the business. All cash received in 

the business should be documented and accounted forby balancing physical cash and 

cash records by the end of each day. 

2. By banking all the business cash. Businesses should run cur ent accounts with 

creditable banking institutions so as to avoid fraud (embezzlement) 

3. By storing all cash receipts and otherdocuments related to accountability. 

Proper storage of all receipts in the business should be done since they are used for 

reference purposes. 

4. By making proper accountability whenever expenditure is made to enable proper 

planning. 



5. By keeping cash at the business premises underlockers and the entrepreneurs should 

avoid orkeeping a lot of cash forthe daily expenditure 

6. By avoiding spending business cash on personal matters since this reduces the business 

working capital. 

7. By authorizing and documenting all documents to do with cash and cash 

disbursements by the entrepreneur personality. 

8. Through receiving bank statements on a regular basis is proper accountability in the 

business. 

ADVANTANGES OF SELLING ON CREDIT 

An entrepreneur enjoys the following advantages forselling his orhergoods on credit. 

1. It enables an entrepreneur to sell goods at high prices which increases profits in the 

business. This is because goods sold on credit are highly priced than goods sold on cash 

basis. 

2. It enables an entrepreneur (seller) to meet the buyers’ requirements especially those 

without ready cash. This crates customerloyalty in the business. 

3. Acts as a marketing tool and this increases sales in the business. It enables an 

entrepreneur to market his orherproducts since it attracts many customers. 

4. Enables an entrepreneur to get rid of goods which are about to expire or whose 

fashion is about to change. This reduces huge loses that would have been incur ed if 

such goods expire. 

5. It builds a good and long term relationship between the entrepreneur and the 

debtor. This improves on the image of the business in the community. 

6. It enables an entrepreneur to compete favourably with rivals since selling goods on 

credit creates customers’ loyalty which enables the enterprise to retain its customers. 

7. It increases the bargaining power of the buying party since the system is 

convenient to him orher. This is due to the enough time given to the buyerto settle 

the debt. 

8. It reduces the storage costs of the enterprise since some goods are taken on credit. 

9. It enables an entrepreneur to sell off slowmoving goods in an enterprise since it 

accommodates all customers’ i.e. lowincome earners, middle and high income earners. 

10. It enables an entrepreneur to dispose of the highly valued goods that can not be sold 



easily to cash basis. 

11. It attracts newcustomers into the business thus expanding the market share. 

12. It creates space fornewstock as the old stock is cleared. 

 

DISADVANTAGES OF CREDIT SALES 

1. It ties up working capital of the business in debts. This limits the effective 

operation of the business activities. 

2. It may spoil the relationship between the business and the customerincase of the 

debtors failure to pay. This may reduce the numberof customers. 

3. It involves a lot of paper work and record keeping which increases 

administrative cost in the enterprise. This is because sellers are required to prepare 

invoices, producer’s notes which all require printing and stationery costs. 

4. Credit sales lead to loss of value of money in case of inflation situations. Since 

customers spend time with the money and by the time they pay back its value is less 

than the value of the tiem of taking goods. 

5. Incase of death of a customer who has bought goods orservices on credit, the 

business may find it very difficult to recover the money used 

6. Some times the goods sold on credit by sellers, buyers are of poorquality hence reducing 

on the standards of living of the customers. 

CIRCUMSTANCES UNDER WHICH AN ENTREPRENUER MAY SELL GOODS ON CREDIT 

Qn: Under what circumstances may an entrepreneur sell goods on credit 

Explain the conditions under which an entrepreneur may sell goods on credit. 

E.g. approach use when/ incase/ where etc 

1. When the goods are about to expire. An entrepreneur may sell goods on credit so as 

to clearold stock that is yet to expire in order to avoid loses. 

2. When the entrepreneur can also buy goods on credit. Buying goods on credit by the 

entrepreneur from his orhersupplierenables his orherto also sell on credit. 

3. In case the entrepreneur expects prices to fall in the nearby future. This may force 

him orherto sell old stock so as to avoid losses. 

4. When there are strong laws to enforce recovery of the debts. This may enable an 



entrepreneur to sell goods on credit since he orshe is accused of the pay back. 

5. Incase the entrepreneur with pressure form competitors who sell goods on credit. 

This may force an entrepreneur to sell goods on credit so as to compete favourably 

with otherentrepreneurs. 

6. In case an entrepreneur has carefully assessed the credit worthiness of the 

customer. An entrepreneur may sell goods to trust worthy customers because he is 

expecting them to pay back. 

7. In case the entrepreneur wants to market his orherproducts. This helps to attract 

more customers in business. 

8. In case the entrepreneur wants to reduce storage costs orto create newspace in the 

store fornewstock. The entrepreneur may sell goods on credit in order to reduce costs 

incur ed on keeping old stock and create space forthe newstock in the business. 

9. When the entrepreneur wants to meet the buyers requirements especially salary earners 

(those without ready cash). 

10. When the entrepreneur has sufficient working capital to car yout business operations. 

This allows an entrepreneur to constantly supply goods orservices 

to customers with ready cash. 

11. Incase the entrepreneur wants to maintain and improve the existing relationship 

between the business and customers since selling on credit increases customer’s 

trust in the business. 

(a) Why is it necessary to sell goods on credit in an enterprise 

(b) Explain the objectives of selling goods on credit 

(c) Explain the reasons of selling goods on credit 

(d) Why may an entrepreneur sell goods on credit. 

Approach 

Use to, in order to, at the beginning of every point 

1. To increase profits in the business. This is because goods sold on credit 

2. To meet the buyer’s requirements 

3. To mark the entrepreneurs products 

4. To get rid of goods which are about to expire 

5. To build a good and long term relationship between an entrepreneur and the 



customer 

6. To compete favourably with rivals. 

MANAGEMENT OF CREDIT SALES 

The following are ways of managing credit sales. 

1. By identifying and educating people who should approve credit sales and the amounts 

would be approved. An entrepreneur should educate people and make them known to 

people and customers in charge of credit sales. 

2. By documenting all the credit sales properly e.g. invoices should be prepared to 

showthe goods that have been sold on credit and delivery notes to sowthat goods 

have delivered and received by the customers. 

3. By depositing all credit sales to the debtor’s ledgerforeasy followup. 

4. Through recording all the cash received from the debtors in the cash book 

immediately when the debt is cleared. 

5. By giving a short payback period so as to enable the business to receive the money 

in time. 

CREDIT PURCHASES 

Refers to situation where an entrepreneur obtains goods from a given supplier and pays 

forthem at a future date 

ADVANTAGES OF CREDIT PURCHASES 

1. Buying on credit is a source of funding (working capital) forthe business since the 

business access and use goods it has not paid for. 

2. It enables an entrepreneur to solve orpay forgoods orservices bought. 

3. It encourages hard work in the business since the entrepreneur work hard in order to 

get the money out of the goods purchased on credit to pay creditors 

4. It enhances a good relationship between the entrepreneur (purchaser) and the 

supplier 

DISADVANTAGES 

1. The goods and services purchased on credit are normally charged a high price than 

goods orservices bought on cash basis. 



2. It may lead to buying of poorquality goods orlowquality goods since the 

entrepreneur has no choice. 

3. The desire to take advantage of credit facility offered reduces the entrepreneur’s 

choices 


