NSANGI SECONDARY SCHOOL
S.2 COMMERCE NOTES

Instructions;
Copy to your commerce books starting from where we stopped.

PARTNERSHIP
Partnership is legally defined as the relationship between persons
carrying on a business with the common objective of making profits.

TEMPORALLY AND PERMANENT PARTNERSHIP
A partnership may be temporal or permanent. A temporal
partnership is formed for either a specific purpose or period. When
the period or purpose has expired the partnership is dissolved e.g. if
Mr. Owino and Mr. Mukasa form a partnership of constructing a
building at the completion of the building, the partnership will be
dissolved.

Temporal partnership is also called joint ventures. Permanent
partnership can continue in indefinitely i.e. up to a time not known
when the partnership is dissolved.

FEATURES/CHARACTERISTICS OF PARTNERSHIP.

» Partners need to be 2-20 and professional firms it is 2-50
partners.

» It results from contractual agreement among partners i.e.
guided by a partnership Deed.

» Management is carried out by all in case of ordinary
partnership.

» Each partner is an agent of the firm i.e. one is bounded by the
activities of the others.

» Each partner has unlimited liability except in limited
partnership.

» A partnership firm has no separate legal existence.



» There is no transfer of capital without the knowledge of
others.

» Major decisions are made by majority through mutual
understanding or consent.

» Profit sharing is not in proportion to capital contribution
especially where there is no written agreement.

» Each partner must act in good faith with each other and
present true accounts.

» Association is registered with the registrar of business.

MEMBERSHIP

This usually comprise a minimum of two and a maximum of twenty
(2-20) except for a firm that offers professional service like
accountants, lawyers, which have a maximum of 50 provided all are
qualified people who have no contractual capacity e.g. the save,
bankrupt

One can not be apart of partnership because it is a contract where
partners agree to abide by certain conditions and to undertake certain
responsibilities.

TYPES OF PARTNERS.
Partners may be classified into various ways.

(i) They are classified according to the role the role they
play i.e. active or dormant.

(i) According to their liabilities for the firms debts i.e. may
be general or limited.

(iti)  Classified according to their ages i.e. major or minor.

(iv)  And may also be classified according to their capital
contributions i.e. a partner may be real or quasi



1. ACTIVE PARTNER
Is one who provides capital shares profits and losses. He plays an
active role in the day to day running of the business and they include
people like accountants, managers’ e.t.c.

2. DOMANT/SLEEPING/SILENT PARTNER
Contributes capital towards the business, shares profit and losses,
but take no part in the running of the business.

3.  LIMITED PARTNERS
Is a partner whose liability towards the firm’s debts is limited to a
state sum usually the capital contributed by him

4. GENERAL PARTNER/ORDINARY PARTNER
Is one who has unlimited liability and may be called upon to meet
the firm debts from his personal resources if the firm fails to settle
them.

5. MAJOR AND MINOR PARTNER
A major partner is one who is above 18 years of age.

MINOR PARTNER

Is one who is below 18 years of age. He is a limited partner i.e. his
liability towards the firms debts does not exceed his capital
contribution. However, he has a right to act on behalf of the business
and also entitled to certain privileges.

6. QUASI/OSTENSIBLE PARTNER
Is a person who lends his name and standing to the business in
exchange for a free but does not contribute any capital to the
business or take part in the daily running of the business daily
running of the business. He is not liable for the debts of the business.



7.

ESTOPPEL PARTNER
Is a partner by behavior so other members believe him as a partner
by basing on his associative character.

FORMATION OF PARTNERSHIP.

A partnership may be formed by express agreement or by
implication.

Express agreement means that the parties agree verbally or in
writing to establish a partnership.

Partnership by implication arises when court hold that two or more
parties intended to act as partners. E.g. they share profits and losses
even through no express agreement were made.

Joint or common ownership of property however, is not sufficient
evidence of partnership even if the owners share any profits from its
use which the partnership business will be conducted.

It’s necessary as it helps to solve misunderstandings when they
arise.

CONTENTS

» The name, address and purpose of the firm.

» The names and addresses of the partners.

= The amount of each partners capital.

= Status or types of each partner such as active, dormant, general or
limited, partner.

= Provisions for interest on capital and services if any.

= The ratio in which profits and losses are to be shared.

= The drawing privileges if any of the partners.

= The authority and duties of each partner.

= Limits to a partners right to individual action financial commitment
for over one million shillings without other partners consent.

= The life of the partnership.



= The way in which retired deceased or expelled partners share of
partnership is to be settled.

= The accounting period to be used and the accounting records to be
kept.

= The ways of settling disputes between partners.

= When and how management committee is elected.

= The way in which partnership is to be dissolved incase of
disagreement.

THE PARTNERSHIP ACT OF 1890

If there is no deed of partnership, the partnership act of 1890 revised
1934 chapters (29) applies

CONTENTS OF THE ACT (1890)
(@) All partners have the right to contribute equal amount of capital.

(b) Profits and losses shall be shared equally by all partners.
(C) No partner can claim interest on capital

(d) Any additional capital is a loan and should receive interest at
5% per year.

(e) Every partner should take part in the management of the
partnership but no partner should claim salary or wage.

() No person may be introduced as anew partner without the consent
of other partner.

() No majority of the partners can expel any partner unless power to
do so has conferred by express agreement between partners.

(h) The books of accounts must be left at a place of business and all
partners have the right to inspect them.



(1) Every partnership is dissolved as regards all the partners by the death,
bankruptcy of a partner.

(j) No change may be made in the nature of the business without consent
of all partners.

NB the above rules only apply when there is no partnership agreement.

RIGHTS AND DUTIES OF PARTNERS.

1.
2.

3.

Every partner is an agent of the firm.,

A partner has implied authority and power to draw, sign
documents, buy and sell goods but only in a trading firm.
Partners deal with each other in at most good faith in all
matters concerning partnership.

If a partner has a private business that competes with the
partnership, all profits made by him should be surrendered
to the firm.

Partnership properly is jointly owned.

Majority votes can not expel a partner unless stated out in
the deed or agreement.

No new partner may be admitted without the consent of all
partners. Similarly no partner can sell his shares to any
outside without the consent of all other partners.

All partners are liable for the debts of the firm.

The firm must indemnity a partner for liabilities incurred
by him in the conduct of the business.

ADVANTAGES OF PARTNERSHIP

1. More capital. It has more capital than that of sole trade and thus
making it possible for easy expansion.



10.

. Better credit standing. Partnership finds it easier to obtain trade

credits from suppliers and loans from banks because of large scale
operation.

Pooling of knowledge. Because partnership involves many people,
its easy to share knowledge and skills and thus better management
than sole trade.

. The owners are not overworked because work is shared amongst

partners.

Usually i1t’s a family business in terms of ownership and staffing,
so it tends to be more successful than companies.

. Unlike companies partnership affairs are private.

Formation of partnership does not require many legal formalities.

. In limited partnership members liability is limited to their capital

contributions.
New partners may be invited in case the business needs more
capital for expansion.

The loss burden is shared by all partners unlike in sole trade
where only one person faces the burden.

DISADVANTAGES OF PARTNERSHIP.

1.

Unlimited liability. Each general or ordinary partner has unlimited
liability for the debts of the business.

. Profits are shared by many which reduce the amount received by

each person.

. Partners are liable to disagree on various matters affecting the

business. This may create unpleasantness and may show own or
even retard the firm’s progress.

. Lack of continuity. A partnership is legally terminated if one

partner dies, become insane, insolvent e.t.c.

. Compared to sole trade, there is less freedom of action since each

partner must be consulted every time decision is made.

. The death of an active partner may affect the efficiency of the

business.



7.

If one partner makes a mistake all the partners have to suffer the
consequences.

DISSOLUTION OF PARTNERSHIP
Dissolution means bringing an end to the existence of partnership.
Partnership can be dissolved under the following conditions.

o

o

It entered for a defined time. By expiry of that time,

In case of change of the name of business.

it entered for a fixed term, by the expiry of that term

By any partner giving notice to the others of his intention to
dissolve partners.

If the purpose for which it was formed is achieved.

By the helping of any event that makes it unlawful to continue with
the partnership business e.g. if the business can not be run at a
profit.

Also section (35) of the act provides that the court may on
application by a partner decreed solution, e.g. in case where a
partner is proved to be of unsound mind.

If a partner becomes in same, bankrupt or death of a partner.

NB  Upon dissolution the rights and obligations of partners

continue to fill all transactions have been up an each partner is
entitled to the properly of the partnership and to share in the surplus
of assets after the debts of the firm has been cleared.



DIFFERENCES BETEEN A SOLE TRADER AND

PARTNERSHIP.

SOLE TRADER

PARTNERSHIP

- Single owner.

- No agreement is required

- No legal requirement for
registration

- Management is by one
person.

- Losses and profits are
suffered by one

Person.

- Amount of capital is
usually small

- Liabilities are unlimited

- No continuity after the
death of the owner

- At least two

- An agreement is a must. -
There is legal requirement for
limited partnership.

- Management may b e
shared among members.

- Losses and profits are
shared among the partner.

- The amount of capital is
cooperatively large.

- Liabilities limited to the
limited partnership.

- May continue after the
death of one partner.

- Decision making may slow.



- Decision making is easy.

PROBLEMS FACED BY SMALL TRADER IN UGANDA.

AR A .

o

10.
11.

12,
13.

14,
15.

limited capital

Poor transport especially in rural areas.

high level of competition

space difficulties

Selling poor quality products that results in low rate of turn
over.

Small trade discounts because they purchase in small
quantities.

Bad debts because of credit selling.

Faster rate of commodity depreciation especially by hawkers.
They can not afford advertising costs due to small scale
operation and thus low sales.

high taxes charged by government

Most of them are one man firms hence personal problems
affects the business.

Political instabilities in some parts of the country affect their
activities.

Common theft affects them.

limited skills in business

High rate of uncovered risks because they are poor.



JOINT STOCK COMAPANIES.

Defn: Is a corporate association of person formed to carry out certain
specific functions. Its corporate body because it created under law
and has an entity of its own quite separate from the members that
comprise it.

It’s a legal person that can enter into contact, own properties, incur
liabilities, sue others and be sued by others.

FORMATION OF COMPANIES

The first move in the formation of a company is to bring it into
separate legal entity a part from the individuals who comprise it i.e.
registering it to the registry of joint stock companies under the
companies of 1988 and 1989 respectively.

That incorporates all forms | of undertaking from the largest to
smallest business.

TYPES OF COMPANIES.
Companies classified into:

Statutory companies and registered companies.

1.  Statutory companies
These are formed by the power or laws passed by the parliament but
do not work for ordinary companies formed this way are Uganda
railways co-operation, (URC), National water and sewage co-
operation (NW&SC) e.t.c.

2.  Registered companies
Are those formed and registered under the companies act of 1985
and 1989 and are the most common type of companies found in East
Africa e.g. Kakira sugar works 1985 (u) limited (Ltd) e.t.c.
TYPES OF REGISTERED COMPANIES.



Registered companies are classified into
(i) Public or private companies i.e. according to the number

of members.

(i)  According to liability of members as limited or unlimited
companies.

(ifi) Limited companies may be limited by shares or limited by
guarantee.

PRIVATE LIMITED COMPANIES.

Is developed form of partnership business. They are formed when
there is no intention of going to the public for funds. And it may
consist of between (2-50) share holders. And has the status of a
private company only if its articles of association contain the
following three restrictions.

1. The right to transfer shares is restricted

2. The number of members exclusive of present and past employees
who become shareholders when they were employed and have
continued to remain share holders ever since is limited to fifty (50)

3. no subscription of shares from the public.

CHARACTERISTICS OF A PRIVATE LTD COMPANY.

CHARACTERISTICS.

It consists of 2-50 members.

it’s a legal entity

members liability is limited to their capital contributions
share are not sold to the public

Transfer of shares is restricted. It must be approved by the
board of directors

Its information is voluntary.

its capital is divided into various shares

8. it is formed for the purpose of making profits
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9.

Starts business after receiving a certificate of incorporation.

10. There may be no need for the prospectus.

ADVANTAGES OF PRIVATE LIMITED COMPANIES

1.
2.

It has more capital than that of partnership and sole trade.

Better credit standing because of large scale operation, private
companies can afford to get trade credits from suppliers and loans
from banks.

Pooling of knowledge because its owned by many members, its
easy to share knowledge and skills for better management.

. Since it owned by many people (up to 50), the owners are not over

worked.
It enjoys privacy unlike public Itd companies.

. New members may be invited incase the company needs more

capital.
Formation of a private company is not very expensive. 8. its
members enjoy limited liability

. It has a separate legal entity.

DISADVANTAGES OF PRIVATE LIMITED COMPANIES

1.
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Profits are shared by many people which reduces the amount
received by each member

There are disagreements by various matters affecting the business.
There is less freedom of action since its by many people.

can not go to subscribe for shares from the public

Transfer of shares is restricted. This ties the members in remaining
share holders for life.

If one member makes a mistake all the members have to suffer the
consequences

LIMITED AND UNLIMITED COMPANIES

A limited company is one liability of whose member is limited to a

stated amount (usually the face value of capital contributed by them)



The liability of unlimited companies is unlimited like those of sole
traders and general partners.

LIMITED BY SHARES OR GUARANTEE.

Limited companies may or may not have shares. If they have a share
capital, the liability of their shareholders is limited to the face value of
the shares held by them.

If the company has no share capital, the liability of its members may
be limited to a sum guaranteed by them. i.e. if such a company is
liquidated and debts, the members would be asked to contribute up to
the maximum of the amount guaranteed by them at the time of taking
membership.

PUBLIC LIMITED COMPANIES
A public company can be formed in three ways.

1. By registering it.

2. By registering it as a private company and converting after wards
into a public company.

3. By converting unexciting private company, the convention is made
by removing from its articles of association the three restrictions.

FEATURES OF A PUBLIC LIMITED COMPANY
1. They have a legal entity of their own quite separate from the
member that constitutes them.
The liability of members is limited.
they have a minimum of 7-with no maximum
their capital is divided into units of uniform value called shares
The owners are people who hold its share and are called
shareholders.
6. Shareholders have no direct contact with employees or customers
of the company.
7. Shares are freely transferable.

SANE I



8. The company is not affected by the death bankruptcy of a
shareholder.

9. The company is under the control of board of directors who are
policy makers of the company and are elected from the
shareholders themselves.

STEPS IN THE FORMATION OF A COMPANY

Interesting people wishing to form up a company should present the
following documents to the registrar of companies.

1. MEMORANDUM OF ASSOCIATION
Is the most important document prepared when forming a company.
It hays down and clearly defines the limitations and powers of
company.

CONTENTS
= The name of the company with the word limited at the end e.g.
international limited.
= The country or town in which the registered office is situated.
= Objectives it shows the aims and purpose for which a company is
formed. Helps public to know what they subscribing for decline
to become shareholders or not.
= The nature of its capital stock i.e.
- Total amount of share capital
- Value of each unit
- The type of share capital i.e. preference shares and ordinary
shares.
= Name, postal address and signature of each applicant.
= Whether the company is to be private and if private the
restrictions to be placed on the transfer of its shares.
= A statement that the liability of members is limited.
= The rights of each class of shares. The purpose of memorandum
of association is to sell out the rules as between the company and



the people and organization with whom it deals. It gives the
external relationship of the company with the nest of the world.

ARTICLES OF ASSOCIATION

It states the rules and regulations for internal working of the
company.

Contents

(i) It contains the rights of shareholders.

(i) The issues and transfer of shares.

(iii) Share capital and its divisions into various classes and rights
attaching them.

(iv) The methods of calling and conducting annual general meetings
and voting powers of shareholders.

(v) Methods of dealing with alterations in the capital.

(vi) Regulations concerning the qualifications, appointments and
powers of directors and secretaries.

(vii) The conversion of shares into stock (viii) The payment of
individuals and reserves.

(ix) The method of audit and other internal or domestic affairs of the
company.

NB  The articles of association serve as guidance to internal
management of the company.

STATEMENT OF NOMINAL CAPITAL
This document specifies the maximum amount of capital the
company expects to raise and specifies the different classes of shares
which constitute it.
LIST OF DIRECTORS

A list of persons who have accepted to become directors and their
written promise to act as directors.



CERTIFICATE OF INCORPORATION

After receiving the memorandum of association, articles of
association and registration fee paid, the registered of companies
Issues the certificate of incorporation. This bring the company into
legal existence or identity quite separate from the members who
complete at this stage, a private company can begin business if it has
capital. But a public company must first issue a prospectus for the
imitation of shares.

THE PROSPECTUS

Is any notice to the public inviting them for the subscription or
purchase of shares or debentures of the company

CERTIFICATE OF TRADING

Is a document that empowers a public limited company to start
business. It is issued by the registered of companies after;

(i)  The minimum share capital has been paid.
(i) The directors have filled a recreation that the above
requirements have been incurred.

DIFFERENCES BETWEEN A PUBLIC LIMITED
COMPANY AND A PRIVATE LIMITED COMPANY.

¢+ With a public limited seven members to start with not maximum.
While at least ten to fifty members in a private limited company
i.e. begins with two and maximum of fifty.

¢ Public limited company sales shares to public while private limited
does not sale share to the public.

¢ In a public limited company shares are freely transferable whereas
in private limited company not i.e. restricted.

¢ Public limited company enjoys and limited liability while in a
private limited company liabilities are unlimited.

¢+ A public limited company is a legal entity while a private limited
company is not a legal entity.



¢ A public limited company needs a proper thus to start its business,
while the private limited company does not.

¢ For a public limited company to start business requires certificate
of trading while a public limited starts business after receiving
certificate incorporation.

THE CAPITAL STRUCTURE OF A COMPANY

The company obtains its capital by the sale of shares or its capital,
stock which may be issued with per value i.e. with certain value.

SHARES

A share is a unit of capital or a fixed part of capital of joint stock
Company i.e. it’s the interest which a shareholder has in a company
and is measured in terms of money.

They are normally sold at a smaller amount to encourage more
people to buy there.

FORMS OF SHARE CAPITAL

1. NORMINAL OR AUTHORISED OR REGISTERED

SHARE CAPITAL.
This is the maximum amount of money that the company expects to
raise from its shares. And it’s the amount state in the memorandum
of association and statement of ........ Capital. Its raised by selling
shares to the public. Assume that the companies shares capital is
made up of 10,000 shares capital is made up of 10,000 shares each
100/=. The nominal capital will be 10,000x100= shs100,000.

2. ISSUED SHARE CAPITAL
This is part of the company capital authorized which the directors
have issued to the public. Suppose they issue 5000 shares each at
shs 100/= Thus 5000x100 = shs 500,000/=. The member is what is
called the un issued up shares capital.



3. CALLED UP SHARE CAPITAL
One the shares have been issued and allocated to the public, the
shareholders are called up to subscribe or to pay.
They may be called up to pay for all the shares issued at their face
value or only a fraction of what is issued.
Assume that each share holder is called upon to subscribe shs 50/=
for the amount of called up capital is 5000x50/= = shs250.000

4.  PAID UP SHARE CAPITAL
When the company calls upon subscribers is pay a portion out of the
issued capital, some will pay and others may not pay, e.g. out of the
shs 250,000/= called up capital only shs 200,000/= may be paid,
therefore shs 50,000/= becomes unpaid up capital

5. MINIMUM SHARE CAPITAL
This is the amount stated by the promoters when applying for
registration of the company as the minimum amount needed to begin
trading

TYPES OF SHARES

A company normally shares different classes of share capital. The
issue may be ordinary or preferred share.

ORDINARY SHARES
They have no fixed rate of return. They get residue i.e. the entitled to
the remainder of the profits. After the preference dividend and loan
interest are paid. In days good business they get more than the
preference share holders.

Only ordinary shareholders have a right to vote on important
company matters.



PREFERENCE SHARES

Have fixed rate of return i.e. are entitled to the first rate of dividend.
Profits distributed to shareholders before any distribution to ordinary
share holders. Dividend is paid to them at a fixed percentage e.g. 5%
e.t.c. But have no voting rights.

CLASSES OF PREFERENCE SHARES.

1.

COMULATIVE PREFERNCE SHARES

Holders of this are assured of their dividend every year. The areas
are carried forward and must be paid in succeeding years before
profits are distributed to other classes of shares. i.e. dividend keep
on accumulating till paid.

NON-ACUMULATIVE PREFERENCE SHARES

Un like the above these stand chance of not getting dividends should
a company fail to make profits in a particular trading period.
However, they carry higher dividend than ordinary shares.

PARTICIPATING PREFERENCE SHARES

The holders of these are entitled to share in some proportion in any
profits that are distributed after the ordinary shares have received a
specified amount.

FOUNDERS SHARES OR DEFFERED SHARES.

These are not common today and when they exist in a firm, they are
usually few in number and owned by the founder of the company in
relation to their value and number, the holder of these shares posses
very high voting power but have no claim on the profits of the
company. However, they are paid after the preference and ordinary
shareholders have been paid. And where the profits are high, the
dividend received by them may large.

REDEEMABLE PREFERENCE SHARES.



Are shares that are bought back by the company after a stated
period of time e.g. Syears.

The company pays some interest to shareholders for the period
held and is issued when the company needs money temporally.

IRREDEEMABLE PREFERENCE SHARES.

Unlike the above, these can not be bought back from the holders by
the issuing company. If one wants to convert theses shares into cash,
he may do so by selling them to any member of the public or to the
stock exchange.

ISSUE OF SHARES.

Once the company has received a certificate of incorporation, it can
offer its shares to the public. The promoters of the company are
required to state the minimum amount which they need to start
business.

This amount must be raised by selling allowed to start its business
activities.

Application for the issue of Shares is invited through press
advertisement. A prospectus of the company is prepared which
contains the necessary information about the company including the
memorandum of association. Members of the public are invited to
apply for the shares through specially appointed banks that distribute
prospectus and application forms and receive applications for shares
and money on behalf of the company.

UNDER WRITING

If the company feels that it will not be able to sell the shares its
offering, it may get a commercial bank or insurance.

Company or shares broker to under write the issue. This means that
the underwriter undertakes to buy any shares that may not be taken up
by the public. He is paid a small commission for the guarantee.



DIFFERENCES BETWEEN SHARES AND STOCK

Is a block of shares - Shares may be converts into
Stock if the Articles of
Association Permits it.
Could be of any amount | - Shares are of fixed denomi and
don’t bear serial nations and bears serial
Numbers numbers
STOCK SHARES
O
O
DEBENTURES

It’s a limit of loan i.e. money borrowed by the company from the
public for its long term financial needs.

Debenture holders are paid a fixed rate of interest which must be
paid whether the company makes profits or not. And its classified
under the following

(a) Classified according to the security pledged against them as naked
debentures or mortgaged debentures.

(b) Classified according to demotion as redeemable debentures or
irredeemable debentures.



1. NAKED DEBENTURES

These are unsecured debentures i.e. no property is pledged against them.
If the company goes bankrupt, the holders of naked debentures rank
among ordinary creditors of the company.

2. MORTAGE/SECURED DEBENTURES
These are fully backed by specific company assets, failure to pay the money, the debenture
holder can sell off the assets to recover his money.

3. REDEEMABLE DEBENTURES
These are borrowed for a specified period and redeemed at the end of the loan period i.e.
the amount borrowed against them is refunded after a specified minimum period e.g.
(710) years.

4. IRREDEEMABLE DEBENTURES

These are never refunded. The money borrowed against them remains out standing till the
company is liquidated.

DEFFERENCES BETWEEN SHARES AND DEBENTURES

SHARES DEBENTURES
O Is a limit of capital - isalimitofa loan
0 A share holder is one of the owners of -|  Adebenture holder is a
The company creditor of a company. O
Shares are paid dividends -  Debenture are paid interest
0 Shares are unredeemable - Debenture | are redeemable
O Shareholders have a right to vote on the - Debentures have no right to
affairs of a company. vote on the affairs of the
company
SHARES DEBENTURES

0 Shareholders receive more than per value on - Debenture holders



Liquidation receives only per.

O Except for preference shares, there is no limit
on shares debentures is restricted to
percentage stated.

value plus out
standing interest if
any

- Return on t on dividend paid

WINDING UP OF A COMPANY

A company may be liquidated voluntarily by shareholders or by court upon petition from
unsatisfied creditors.

1)

2)

3)

It members wish to liquidate the company, the directors are required to fill a declaration
of solvency. This document states that the directors believe that the assets of the company
are sufficient to pay off its debts. A liquidator is appointed by the shareholders, assets are
sold and adverts are placed in newspapers for creditor to come forward to prove and
claim their debts. If any money remains after settling all debts, it is distributed amongst
shareholders.

If the directors are unable to fill a declaration solvency because they think that the assets
will not be sufficient to pay off the companies debts, a meeting of directors is called.
Creditors then appoint who sells assets and pays off creditors.

A court can order liquidation if its satisfied that the company is unable to pay off its
creditors and continued existence would only result in further accumulation of debts. The
court appoints an official receiver who carries out the procedure of selling the companies
assets and paying off creditors.

ADVANTAGES OF PUBLIC COMPANIES.

1)
2)
3)

6)
7)
8)
9)

They have more capital than that of sole trader and partnership.

Its members enjoy limited liabilities

Death of a shareholder does not affect the existence of the company. 4) Employment of
specialists is possible due to its large capital 5) People with small capital can easily join
it.

Specialization can easily be exploited.

Management is elected democratically.

Shareholders are safeguarded by the legal regulations underlying these companies.
They enjoy large profits due to their large scale operation.

10) Incase of public limited companies, shares are freely transferable.



11) Employees may be allowed and encouraged to buy shares in the company. This gives an

additional incentive to work hard.

DISADVANTAGES OF PUBLIC COMPANIES

1)
2)

3)
4)

5)
6)
7)
8)
9)

The shareholders don’t have direct control over the running of the business.

The directors may have their own interest that may conflict with the interest of the
company.

Formation of company is along and expensive procedure.

Since all important decision are taken by the directors and shareholders, decision making
may be slow and often very expensive.

Being large management is difficult.

There is lack of personal initiative to work hard compared to sole trade.

Taxes imposed on companies reduce its profits.

There is no secrecy as regards business out comes, since many people on it.

Sharing of profits reduces the amount of dividends received by each shareholder. 10)
They are not flexible due to its large size.

CO-OPERATIVES

Is a voluntary association of individuals operating a business with the aim of improving the
welfare of their members.

AIMS/WHY GOVERNMENT SHOULD PROMOTE FORMATION
AND DEVELOPMENT OF CO-OPERATIVE SOCIETIES.

They give financial assistance in form of credit especially to farmers.

Provide transport facilities.

Education of farmers.

Provide storage facilities.

Provision of farm inputs at subsidized prices - They provide tractor hire service to
farmers. - Marketing produce - Buying produce.

Advising farmers.

Selling of goods to members at fair prices.

Help in implementation of government policies.

They help in transformation of economy from subsistence to commercial production.

FORMATION OF CO-OPERATIVE SOCIETY

Following are steps in the formation of co-operative societies.

1.

The drafting of the bye-laws. This is an equivalent to the memorandum of Association
and articles of association of a limited company.



2. The bye-laws are then submitted to the commissioner for co-operatives for approval and
registration of the society.

3. Upon approval, a registration, a certificate is issued to the new society by the
commissioner for co-operatives. Then the society can start its business.

CAPITAL OF CO-OPERATIVE SOCIETIES.

The capital of a co-operative society is raised from the subscriptions of its members. Each
member pays a small sum of money to become a member when this is put together, they build a
large capital.

Unfortunately for the co-operatives even if this money is put together, it can not run a big
business instead the co-operative have to look for other sources of capital namely.

1) The loans from co-operative development Bank (UCDB) normally passed through the
cooperative unions.

2) The savings of members deposited with co-operative savings and credit societies.

3) Reserves i.e. part of dividend made by the society which is not given out to members but
retained to provide additional capital.

CONTROL AND MANAGEMENT OF CO-OPERATIVES

The business of co-operative is entrusted to a committee of management which is elected by
members on the basis of one man one vote.

The executive would include the president/chairperson secretary manager treasurer and
committee members.

THE BASIC CO-OPERATIVE PRINCIPLES

1) Open and voluntary membership. The membership of co-operatives is open to all who
can fulfill the bye-laws of the society e.g. Age, lives within a given geographical area and
also possess land incase of agricultural co-operative. And should not be limited by social,
political, tribal, racial, or religious differences.

2) Democratic administration. The administration of co-operative is under taken by
members who are shareholders and has the policy of one man one vote regardless of the
number of the shareholder.

3) Payment of limited interest on share capital. They normally provide small interest rate on
share capital which does not exceed 5%.

4) Dividend (share of profit). It pays dividend to shareholders in good years but on
condition. E.g. in producers co-operative, dividend is given out according to the ratio of
how more the dividend and vice-versa. In case of consumer co-operative, dividend is
given according to how much one has purchased from the society. The higher the
purchase, the higher the dividend payable on share capital.



5) Co-operative with other member co-operatives at local national and international levels
this is because they have the same things in common and can learn from each others.

6) To become a member, a small membership fee is payable.

7) Education of members. They undertake to educate their member to attain a good standard
of education.

8) Most co-operatives carry their business in cash basis and do not give credit.

9) They are supposed to be impartial i.e. no interference by politics, religious and ratio
differences.

10) Their major aim is not to maximize profits but to maximize services to members by
providing goods and services at seasonable prices.

STRUCTURES AND MANAGEMENT OF CO-OPERATIVES
1. PRIMARY CO-OPERATIVE SOCIETY

This co-operative societies are small and membership consist of individuals in an area e.g.
peasants

2. SECONDARY/CO-OPERATIVE UNIONS.

They are larger than primary co-operative society. They are formed to help primary societies
have a strong bargaining power in the marketing system of their produce.

To help farms obtain agricultural inputs like hoes, fertilizers, seeds, pesticides e.t.c.

Often co-operative unions are formed at the district/regional levels and represent primary society
at international levels.

The almost organ in this movement is the co-operative alliance e.g. Uganda co-operative alliance
Secondary co-operatives include south Booked co-operative union, Bugs Co-operative Union.

TYPES OF CO-OPERATIVES

There are basically four types of co-operative society
1. RETAIL CONSUMER CO-OPERATIVE

Is a form of retail business owned and operated by a group of final consumers who buy and sell
goods to fellow members at reduced prices.

FUNCTIONS

= To protect members and non-members against excessive high costs of distribution due to
too many middlemen in the distribution network

= To protect consumers many of which are in experienced and weak buyers who are
persuaded by skillful sales men to buy things which they really do not want.



= They buy cheaply and collectively from either producers or wholesalers and sell to
themselves at a fair price.

2. PRODUCERS CO-OPERATIVE SOCIETY

Formed by a group of producers to strengthen their bargaining power in the marketing system of
their produce.

FUNCTIONS

= Collection and transportation. They collect and transport farmers produce to markets and
other buying agents.

= Help to improve agricultural products by encouraging the production of more
standardized products or effective grading of the product.

= Financing the producers. They buy farmers produce at fair prices which has been
established.

= They provide useful channel of spreading ideas for the improvement of cultivation to
peasant farmers. The farmers are thus provided with special and advisory services e.g.
how to apply fertilizers and insecticides to crops.

WHOLESALE CO-OPERATIVE SOCIETY

This was the first formed in 1863 to supply the retail societies with goods and so reduce their
dependence on other forms of wholesale business.

They operate in the same principle and membership is by individual consumer co-operative
societies.

FUNCTIONS.

¢+ To assist retail consumer co-opOeratives by providing specialists services such as
advertisement, market, market research e.t.c

To offer commercial services like Banking, insurance and building societies.

To extend credit facilities to their members

To buy, process and produce other farm products like milk.
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NB This form of co-operative society is not very popular in East Africa.

SAVINGS AND CREDIT CO-OPERATIVE SOCIETIES

Formed to encourage savings by consumer producers and other salaried workers whose income
is fixed.

Members of this society are allowed to obtain loans from the society for the purpose of
improving the farm, educate children, and construct houses e.t.c.

REASONS FOR THEIR SUCCESS IN EAST AFRICA.



In East Africa producer co-operatives deal mainly in primary products which are the main
foreign exchange earner therefore the government finds it necessary to support them
They are located in remote areas where individual farmers can not afford the cost of
marketing their crops.

In many parts of East Africa people service by subsistence farming thus giving little
scope for consumer co-operatives.

They have strong bargaining power.

REASONS FOR THEIR SUCCESS IN EAST ARICA.

1.

4.

In East Africa producer co-operatives deal mainly in primary products which are the main
foreign exchange earner therefore the government finds it necessary to support them.
They are located in remote areas where individual farmers can not afford the cost of
marketing their crops.

In many parts of East Africa people survive by subsistence farming thus giving little
scope for consumer co-operatives.

They have strong bargaining power.

PROBLEMS FACED BY CO-OPERATIVES IN UGANDA.

1.
2.

w

10.

11.
12.

13.

lack of sufficient transport facilities like trucks, good roads e.t.c

Failure of members to pay their subscriptions tends to limit efficient operations of
cooperatives some members are poor.

Mismanagement of the co-operatives due to lack of skilled management staff.
Co-operatives have constantly suffered from little support from the government
especially on the side of finance.

Embezzlement of the funds of co-operatives by the officials has led to some cooperatives
to close down their business.

Wide spread illiteracy among the co-operative members, most of them are ignorant about
the affairs of co-operatives.

Tribalism in Uganda is common practice which endangers the unity of the members in a
co-operative society.

Storage is yet another problem especially where it involves bulk and perishable
commodities.

Price fluctuations at the world market discourages co-operatives to actively participate.
None payment of farmers products has discouraged farmers, thus limited co-operatives
activities.

Insecurity in some parts of the country has not favored co-operative operations.
Government policy of liberalization of the board reduces their activities and adversely
affects flexibility of their operations as well as the efficiency of management.

Lack commitment of the managers of the society who are not full time mangers, but
merely part time employees hence no a lose attention to societies.



14.

15.

Co-operatives have failed to complete favorably with the private traders whom they are
stirring to replace. The private traders even offer attractive prices to producers hence out
competing them in business.

Smuggling of produces to neighboring countries to some extend, limits the activities of
producers co-operative societies.

ROLE OF CO-OPERATIVES IN AGRICULTURAL DEVELOPMENT IN
UGANDA.

They help farmers in getting better prices for their producers thus making agriculture a
profitable occupation.

Help in distribution of farm input at a reduced price e.g. fertilizers, seeds, farm tools
among others.

The climate wasteful competition and exploitation of farmers by middlemen.

They collect, store and transport agricultural products.

Consumer co-operatives provide members with cheap consumer goods.

They create employment to people in transportation, marketing and export of other
products.

Provide education to members and to the general public on how to use agricultural inputs
and on methods of farming.

They increase co-operation among the people. In some countries co-operatives have acted
as political units especially in socialists countries.

They also provide a channel of distribution of whatever loans and help government
wishes to give to farmers.

ADVANTAGES OF CO-OPERATIVE SOCIETIES

()
(b)

(©)

They increase the bargaining power of its members.

The running of co-operatives societies is democratic e.g. in consumer co-operative

society.

There is no conflict between seller and buyers because they are the same people. (d)
The main objective of c-operative is to server members but not to make profit.

DISADVANTAGES OF CO-OPERATIVE SOCIETIES

(@)

(b)
()
(d)

The elected committees are not skilled in business management which always leads to
inefficiency.

Lack of enough capital as most members are low income earners.

Lack of trained personal to run co-operatives

Illiteracy by members makes embezzlement of funds by officials easy.

TOPIC ABOUT MARKETING BOARDS



STATE ENTERPRISES AND MULTINATIONAL ENTERPRISES

These are establishments set up and owned by the government to provide goods and services to
members of the public.

Such enterprises include: -

PUBLIC CORPORATIONS

A public corporation is an authority normally established by act of parliament which clearly
defines its aims and objectives. It’s a form where government holds either all the share capital or
majority of it for example Uganda railways co-operations, national water and Sewerage
Corporation.

PARASTATAL BODIES

A parastatal body is statutory body which is established through an act of parliament to perform
certain functions which may not necessarily be commercial. Examples of parastatal bodies are,
the former lint marketing board, coffee marketing board, which were set up to assist former by
looking for marketing for their produce and provision of transport to marketing centre’s.

MARKETING BOARDS

These are trading organizations set up by the government or the private sector to purchase
agricultural products from farmers and sell them the consumers with an intension of promoting
agriculture with the state or the country. Marketing boards are classified according to the types
of goods they handle and areas served. They include

1. COMMODITY MARKETING BOARD

This is the type of marketing board which specializes in specializes in specific
agricultural products e.g. coffee, tobacco, it is responsible for buying and selling that
particular product. it takes its name from the product hey handled eg former marketing
Board Lint marketing board in Uganda

2. EXPORT MARKETING BOARD

Are marketing boards that concentrate on marketing of various agricultural products to
foreign markets.

3. ADVISORY MARKETING BOARDS.

This is a marketing board that concentrates on carrying out research and providing
advisory services to growers of various crops. They research on modern methods of
farming and new crop varieties and then advice famers accordingly.

4. PRODUCE MARKETING BOARD.

This is a type of marketing board which handles and sells a variety of agricultural
products.



5. STATUTORY MARKETING BOARD

This is formed by government under an act of parliament or statute. They are managed by
chairman appointed by the government.

FUNCTIONS OF MARKETING BOARDS.

» Buying produce, from farmers at reasonable prices, collecting and storage of produce
bought from farmers.

+ Carries out research into agricultural and marketing produce or quality control through
research.

* They offer assistance to farmers e.qg. fertilizers farm tools ,e.t.c O Stabilizing prices for
agricultural produce.

» Control of production by use of quotas.

» They extend advisory services to farmers.

» They sell produce to local processors or auction it

» Advising government on matters related to the produce they handle.

PROBLEMS FACING MARKETING BOARDS

+ Transport problems due to bad roads and weather.

» Poor quality produce. Where farmers mix poor grades with quality grades.

 Political intervention or mismanagement where un skilled administrators may be
nominated to run the board but end up messing the board operations.

» Over production/under production, farmers harvest in excess or surplus and at
times in less quantities.

» Competition from businessmen who privately offer better pay to farmers.

» Price fixing is difficult which fluctuates with the world market- price.

» Natural disasters like, pests and diseases, floods, drought etc.

* Inadequate storage facilities.

» Corruption and embezzlement of funds by managers.

» Insufficient crop finance to buy produce from farmers.

» Large scale operations, they employ and cover large geographical areas. This
requires careful planning, organizing, directing, and controlling of their
operations.

 Political instability in some parts of the country

» Poor roads and bad weather.

MUNICIPAL OR LOCAL AURTHORITIES

Municipal or local authorities provide certain essential non- profit able services which private
people are reluctant to invest in.

Such services include; road maintenance, garbage collections, street lighting and cleaning
drainage e.t.c.



In Uganda the local authorities comprise of local councils (LCI —LCV) with city and
municipalities being headed by LC Ill and LCV commonly referred to as the MAYOR.

MULTINATIONAL ENTERPRISES

These are large business enterprises whose activities extend across the boarders of more than one
nation e.g. shell (U) LTD Pepsi, cola, standard chartered Bank, which have several branches
operating in many countries with headquarters in European, America e.t.c.

FEATURES OF PUBLIC ENTERPRISES

1.

o

10.

They are owned and controlled by the government for the purpose of providing goods and
services to the public.

Public enterprises face unlimited liabilities i.e. in event of any loss or failure government
properties are attached and sold off to pay creditors.

The government is responsible for their losses and profits.

Their management is appointed by government who is the sole shareholder.

Public enterprises operate on commercial principles but get financial assistance from
government from time to time.

They have large capital which is required by some business. Which private investors do
not have e.g. railway construction.

It eliminates the duplication of services e.g. water supply, railway transport e.t.c

Often due to its monopoly in their relevant fields.maximise profits

They help government in managing the economy i.e. government can control and regulate
economic activities through public co-operations like control of prices, and
unemployment in the economy.

They help in protecting the health of the society. The goods and services provided by
public enterprises usually satisfy certain standards.

DISADVANTAGES OF STATE ENTERPRISES.

1.
2.

w

Increased government expenditure in the operation of these enterprises.

They are usually inefficient. This is due to excessive political interference in their
operations. Politicians usually appoint their supporters to manage the enterprises
regardless of their qualifications.

Slow decision making due to the long procedure followed.

Corruption managers usually misuse the resources of public enterprise for their private
benefits.

Lack of personal interest by the employee i.e. workers in this enterprise usually work
with “to whom it may concern” attitude. This has no personal interest in the success of
the enterprise.

They may create monopoly in their fields e.g. Uganda railways, national water and
sewage co-operation. Thus may fail to deliver effectively.



7. Public enterprises may at times discourage private investments because they have large
capital that can easily out compete private firms.
- With reference to your own country give reasons why government ownership
of public enterprises may be encouraged
- Explain the disadvantages that would result from this.



