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TRAINING IN FINANCIAL AND BUSINESS MANAGEMENT FOR ROAD CONTRACTORS

MODULE ONE SESSION THREE PARTICIPANTS’ NOTES

THE NATURE OF BUSINESS ENTERPRISES

1.0
Purpose of the session:

The purpose of this session is; [image: image1.wmf]
1) To review with trainees the nature, type and purpose of business enterprises 

2) To explain to the participants why the limited liability company should be a preferred vehicle in commercial business such as road construction. 

3) To outline statutory and citizenship roles of business enterprises as well as the competence and staffing challenges in road construction. 

4) To highlight the need for networking amongst road contractors.

1.1
Nature of a Business Enterprise:

A business enterprise is an entity that operates business activities for a purpose that its owner wishes to fulfill. All business entities meet a need or provide a service and charge a fee. A business enterprise should therefore foremost have an identity that will enable it to be recognized and through which it can transact. 
Usually this is fulfilled by registering a business name for it. All business enterprises bring together resources that enable them to meet needs of others such as finances, human resources, technology and others. Business enterprises should accumulate wealth over a period of time. In the course of their engagement, the entities enter into contractual obligations with other entities and also employ others to work for them. In such circumstances, they have to be able to defend themselves and their interests. 

Over a period of time, business enterprises create a market with geographic, social or economic dimensions and through branding they create a reputation and a following. In time enterprises are expected to survive, prosper and grow in size and stature. Every business should have a strategy to ensure its survival and growth. 

1.2
Purpose of a Business Enterprise:

There are several purposes for forming a business, however no matter what others are; businesses are set up solely a for economic reason, that is to accumulate wealth for its investors. This is achieved when the business creates and retains customers to which it offers goods or services at a profit.
 Other objectives could include creating employment and providing a livelihood for the proprietors. All businesses do aspire to create goodwill and grow their brand image that should continue beyond their proprietors. Hence a business may provide prestige and a legacy for its proprietor.

1.3
Types of business enterprises:

There a number of options for a business enterprise structure, some very simple and others very complex. These include:
1. Sole proprietors: These are businesses owned by a single person or family where the owner is also the sole manager with names such as “Munakukaama and Sons”. Usually the businesses do not have any form of legality and the names are not even registered. The business is a strictly family business and it usually “dies” with the proprietor. For tax purposes, taxes are levied on the sole owner. All assets and liabilities of the business are also assets and obligations of the proprietor.
2. Partnerships: These are businesses owned jointly by two or more persons such as Munaku, Tezifa and partners. They pool resources together and also run the business together. Usually partnerships have a partnership agreement that defines each partner’s capital contribution and benefits. Profits or losses are shared in the ratios partners have agreed. The partners are severally liable for the actions of each partner and business taxes are levied on the partners in accordance with their share of profits or losses.

3. Limited Liability Company: Is a legal person registered under the Companies Act to be so at the Registrar of Companies, for example “Munaku Contractors Limited”. On registration a certificate of registration is given, the equivalent of a birth certificate. Members of the company called shareholders buy shares in the company and their interest in the company is defined by how many shares they have. A limited liability company puts a limit to the extent creditors (lenders/suppliers) of a business can reach the assets of its owners in the event of not being paid. The liability of a shareholder to the business stops at the unpaid balance of his/her shares in the business no matter the liabilities of the business. 
For example where a business has incurred a debt of shs. 20million and failed to pay it, and suppose the proprietor invested Shs. 1 million in different business forms, the obligation of the owner to pay the debt is shown in the table below:

	Nature of business
	Owners capital
	Business unpaid debt 
	Owners liability to pay 

	Sole proprietor
	1,000,000
	20,000,000
	20,000,000

	Partnership
	1,000,000
	20,000,000
	20,000,000

	Limited Company
	1,000,000
	20,000,000
	Nil


1.4
Limited Liability Companies can be further classified into three types;
a. A Company limited by shares: The share capital is divided into shares and each investor takes up a number of shares. A company limited by shares could be private or public. It is private if its members are at least 2 but not exceeding 50 and does not invite the public to take up shares in it. It is then referred to as a Private Limited Liability Company. A company is public if it has seven or more persons and invites the public to take shares in it. Shares in companies such as Stanbic Bank Ltd. are traded on the stock exchange market and one can also buy their shares openly from the market through a Public Offer. Such a company is referred to as a Public Limited Liability Company.

b. A Company Limited by Guarantee: Such a company does not have share capital. In the event of a debt, the shareholders are held liable to the extent of their guarantee. Usually such companies do not carry out business (say welfare associations such as UNABCEC) or are state owned enterprises.

c. Joint ventures for short term, specific assignments: In road construction, it is possible for two or more business entities preferably Limited Liability Companies to enter into joint venture arrangements to carry out a project. The terms of the joint venture should be laid down in an agreement. A joint venture enables the parties to pool resources and know how in order to carry out a project larger than each of them could carry. It is a good opportunity for local businesses to obtain experience from the more experienced large contractors.

1.5
Why a Limited Liability Company is preferred:

i. Once registered a Company becomes a legal person distinct from the persons who own it. The actions of the business are not those of the owners (the veil of incorporation).

ii. The Company has perpetual succession. It does not die unless it is wound up following a specified legal process. Its owners may die or the shares may change ownership but the company will remain unless wound up. 

iii. Just like any person, it can sue or be sued, own property and owe debts. A Company can contract like any person and may enter into contracts provided the subject matter for contracting is in accordance with the articles and memorandum of the Company (intra vires)

iv. The liabilities, business or otherwise, of the Company do not extend to the shareholders but are limited to unpaid balance on the shares only. If the shares are fully paid up then no liability extends to the owners.

v. The interest of parties/shareholders is proportionate to shares held. Therefore a person will participate in the business to the extent of his/her shareholding. Other shares could be issued in accordance with the articles and memorandum. 

vi. Capital cannot be reduced unless by permission of the courts but may be infinitely expanded. The lenders to the business can be assured that unless the capital is lost through normal business transactions, they can rely on the stated issued share capital of the business.

vii. The legal operations of Companies are regulated by the Company’s Act. 

However, one should appreciate that although it is recommended that business operations should be carried on through limited liability companies, there are routine secretarial duties and procedures that have to be carried out. Very small business entities may find it tedious and expensive to register and operate limited liability companies.

1.6
Statutory roles of a business:

It is the responsibility of a company to operate legally as a good citizen and avoid criminal activities. One of the legal requirements of a company is the responsibility to hold annual and special general meetings for members to make decisions about the direction of their business, to receive audited financial statements and to appoint auditors and directors. It is also a requirement for companies to file annual returns to the registrar of companies about the shareholders and the officers of the company. In business, they are expected to pay for trade licenses and such other licenses as the central and local governments may put in place. 

Companies and other businesses have an obligation to maintain proper accounting records and prepare financial statements that give a true and fair view of their operations and positions. Making tax returns and payment of taxes is also mandatory. Heavy penalties are levied by URA for failure to make tax returns or to delay to remit taxes due to the state. It is mandatory for an employer with five or more employees to register with the National Social Security Fund (NSSF) and to contribute social security to the fund for the employees totaling 15% of their wages monthly. 
The law allows the employer to recover at most 5% from the worker. In addition a business as an employer is obligated to observe the provisions of the Employment Act, the Trade Unions Act and the Occupational Health and Safety statute. 

1.7
Citizenship roles of a business

Every business has an obligation to make economic use of national resources. These resources are scarce and are also required for alternative uses. Being wasteful deprives others of the opportunity to make use of the same resources for more productive results. In the same spirit, businesses should contribute to national development, through production of quality goods and services, paying taxes and creating jobs. Further, a business should be conscientious and safeguard national resources particularly the environment. 
Road contractors in particular should be conscious of how they dispose of debris and also preserve vegetation cover, flora and fauna. Like good citizens, businesses should observe and maintain high ethical behavior and avoid illegal and unacceptable practices in the pursuance of business and profits. It is society that enriches businesses therefore it is equitable for them to contribute to the welfare of society by observing good governance and social responsibility. 

1.8
Competence and staffing

A company employs others to perform on its behalf. Its performance depends on the quality and competence of its employees. It should have clear plans to attract, develop and retain core competences. Its capability is the sum total of staff competences and of its past performance. Staff must be provided with new competences so that they continue to learn and improve the company’s performance. This can also be achieved by bringing in new staff with better competences or skills and by developing existing staff through planned development programmes.

Some of the core competences required by a road contractor include: Technical skills in road construction engineering, road equipment maintenance, materials production and management. Others technical skills include project engineering and management, engineering design and costing, machine operation as well as surveying and data analysis. Managerial and administrative competences include corporate and strategic management, finance and accounting, human resources management, commercial development, project administration, procurement and warehousing. The level of competence retained within the business will largely depend on the size and the workload of the company. 
1.8
The role of UNABCEC and UACE:

Uganda National Association of Building and Civil Engineering Contractors (UNABCEC) is the leading advocacy body for contractors in Uganda. The core functions of the Association include:
a. Lobbying and advocacy with key decision makers intended to improve the policy and regulatory environment for the construction industry.

b. Capacity building for improved competitiveness of national construction industry operators and stakeholders and professional development of members.

c. Networking and partnering development, fostering regional and international exposure and cooperation.

d. Affordable access to construction industry technical and market information including access to UNABCEC web based library services

Some of the current strategic objectives of the Association include to:

a. Ensure a supportive national construction policy and regulatory framework is put in place

b. Reinvigorate effective membership participation and maintain a 90% participation

c. Grow membership by 40% and 

d. Promote the Association’s sustainability and its social responsibility.

UNABCEC is located at plot M764 Coronation Avenue, Show Grounds, Lugogo. P.O Box 34046, Kampala, Tel. 039 2 795 036 or 075 4 287 836. E-mail: secretariat@unabcec.co.ug.

Similarly, Uganda Association of Consulting Engineers (UACE) is the leading advocacy body for consulting engineers. It was founded in 1993 and is responsible for representing professional concerns and general business interests for its members in the field of consulting engineering. 

In order to participate in influencing the policy in the construction industry, and in order to keep in touch with evolving issues in the industry as well as to keep in touch with other players, it is recommended that businesses involved in road construction should be members of UNABCEC. It caters for members, professional ethics, standards and client-consultation-contractor relationships. The mission of UACE is to develop and promote the consulting engineering industry in Uganda to internationally accepted standards.
1.9
Discussion topics:
· State the advantages and disadvantages of a limited liability company and why it should be the preferred business vehicle.

· Identify and discuss the statutory responsibilities of a business enterprise.

· Discuss the citizenship responsibilities of any business.

· Identify the core competences of a road construction business and discuss the barriers to possess them. 

· Explain and justify the role of UNABCEC and other road contractors associations you are aware of.
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