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This study text has been published in close consultation with lecturers and tutors with 

vast experience in teaching CPA(U) papers in particular Financial Accounting (Paper 

2) and has been updated to capture the new changes in the CPA(U) Syllabus that took 

effect in June 2016 examination sitting. Therefore, this study text contains all the 

information that you need to pass your exam. 

 

The study text therefore; 

• Highlights the most important elements in the CPA(U) Syllabus and the key 

skills you need 

• Emphasizes how each chapter links to the CPA(U) Syllabus and the study guide 

• Provide a lot of exam focus points demonstrating what is expected of you in the 

exam 

• Emphasizes key points in regular fast forward summaries 

• Examine and Text your knowledge in our activity exercises provided at the end 

of each chapter 
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Concepts of profit or loss and comprehensive income
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1.0 INTRODUCTION 

Entrepreneurship is a term that is used in many business disciplines. It essentially has the money 

making connotation as commonly understood by many. However, entrepreneurship is much more 

than that. It entails coming up with an idea that no one else has thought of and capitalizing on it to set 

up an enterprise. This chapter gives a broad description of the various forms of entrepreneurship and 

the challenges that an entrepreneur will go through in an attempt to make his dream come true. 

Any given economy needs both the government and the private sector to grow. The needs of the 

country cannot be feasibly catered for by the state on its own. Individuals also need to establish 

themselves as key components in any healthy economy. The role of the individual is what we are 

going to look at in this chapter and other subsequent chapters. 

2.0 DEFINITION OF ENTREPRENEURS AND ENTREPRENEURSHIP 

23.1.1 Definition of Entrepreneurship 

Entrepreneurship is the process of coming up with new ways of achieving some set objectives. Mostly 

it will involve the production of goods and services. It requires some ingenuity coupled with a lot of 

time and effort. There are risks involved in this process and they all have to be assumed. With the 

risks come rewards that are derived by the-person who has come up with the new process. 

Entrepreneurship can therefore be referred to as the practice of starting new organizations particularly 

new businesses or revitalizing mature organizations in response to identifying opportunities. It 

involves scanning the business environment in response to identified business opportunities. 

It can further be defined as the capacity and willingness to undertake conception, organization and 

management of a productive venture with all attendant risks, while seeking profit as a reward. 

In economics, entrepreneurship is regarded as a factor of production together with land, labour and 

capital. Entrepreneurship is often a difficult undertaking because it involves risk taking. 

23.1.2 Definition of. Entrepreneur 

The word entrepreneur originates from the French word "etreprendre' which means to undertake. 

Hence in business context entrepreneurship means to start a new business. 

An entrepreneur is someone who devises a new way of looking at things and conies up with an output 

out of the new concept. Given an existing technology or some kind of invention, the entrepreneur will 

come up with a process that will utilize the available tools and technologies to produce a good or a 

service that will add value to the economy and benefit both him and the society. He is one who will 

take the risk of the success or failure of the new venture and will also stand in to reap the rewards.

An entrepreneur takes the chance that the new idea will work and he directs all his resources towards 

making the process a success. The fear of failing always looms but driven by ambition and the desire 

to succeed, the entrepreneur sees his project to completion. 
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According to Joseph Schumpeter (1950), an entrepreneur is a person who is willing and able to 

convert new ideas or invention into a successful innovation. Entrepreneurship forces creative 

distraction across markets and industries by creating new products in the business models. 

According to Peter Drucker (1970), entrepreneurship is about taking risks. The behaviour of the 

entrepreneurs reflects a kind of a person willing to put his or her career and financial security at stake 

and take risks in the name of an idea, spending much time on a venture that is not certain. 

An entrepreneur is a person who has possession of an enterprise or venture and assumes significant 

accountability for its inherent risk and outcomes. An entrepreneur combines the factors of production 

that is, land labour and capital to create and market new goods and services. He/she tends to identify a 

market opportunity and exploit it by organizing the resources effectively to accomplish an outcome 

that changes an existing interaction within a given sector. 

23.1.3 Difference between an Entrepreneur and an Intrapreneur  

Entrepreneurs are people who have the ability to identify and evaluate business opportunities, gather 

the necessary resources to take advantage of the opportunities and initiate appropriate action to ensure 

success. 

An intrapreneur is a person employed to work independently within a company in order to introduce 

innovation and to revitalize and diversity its business. He is an employee who uses the approach of an 

entrepreneur within an organizational setting. An intrapreneur must have freedom of action to explore 

and implement ideas, although the outcome of such work will be owned by the organization and not 

the intrapreneur. 

23.1.4 What Makes Someone an Entrepreneur?  
  

Who can become an entrepreneur? There is no one definitive profile. Successful entrepreneurs come 

in various ages, income levels, gender, and race. They differ in education and experience. But 

research indicates that most successful entrepreneurs share certain personal attributes, including: 

(a) creativity, 

(b) dedication, 

(c) determination, 

(d) Flexibility  

(e) leadership 

(f) Passion 

(g) Self-confidence 

(a) Creativity 

Creativity is the spark that drives the development of new products or services or ways to do business. 

It is the push for innovation and improvement. It is continuous learning, questioning, and thinking 

outside of prescribed formulas. 

(b) Dedication 

Dedication is what motivates the entrepreneur to work hard, 12 hours a day or more, even seven days 

a week, especially in the beginning, to get the endeavor off the ground. Planning and ideas must be 

joined by hard work to succeed. Dedication makes it happen. 

(c) Determination 

Determination is the extremely strong desire to achieve success. It includes persistence and the ability 

to bounce back after rough times. It persuades the entrepreneur to make the le phone call, after nine 

have yielded nothing. For the true entrepreneur, money is not the motivation. Success is the 

motivator; money is the reward. 
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(d) Flexibility 
Flexibility is the ability to move quickly in response to changing market needs. It is being true to a 

dream while also being mindful of market realities. A story is told about an entrepreneur who started a 

fancy shop selling only French pastries. But customers wanted to buy muffins as well. Rather than 

risking the loss of these customers, the entrepreneur modified her vision to accommodate these needs. 

(e) Leadership 

Leadership is the ability to create rules and to set goals. It is the capacity to follow through to see that 

rules are followed and goals are accomplished. 

(f) Passion 

Passion is what gets entrepreneurs started and keeps them there. It gives entrepreneurs the ability to 

convince others to believe in their vision. It can't substitute for planning, but it will help them to stay 

focused and to get others to look at their plans. 

(g) Self-confidence 

Self-confidence comes from thorough planning, which reduces uncertainty and the level of risk. It 

also comes from expertise. Self-confidence gives the entrepreneur the ability to listen without being 

easily swayed or intimidated. 

Every entrepreneur has these qualities in different degrees. But what ii a person lacks one or more? 

Many skills can be learned. Or, someone can be hired who has strength that the entrepreneur lacks. 

The most important strategy is to be aware of strengths and to build on them. 

Qualities of a Successful Entrepreneur 

The knowledge of entrepreneurial competencies or traits has been sharpened over the last five 

decades. It made the people to believe that entrepreneurs are made not born. According to this view, a 

person possessing a judicious combination of knowledge, skill and motives can be a successful 

entrepreneur. 

Studies conducted to identify what makes an entrepreneur successful found that possession of a set of 

entrepreneurial competencies or characteristics is necessary for superior performance. Mere 

possession of competencies is not enough. One should develop these competencies through training, -

experience and guidance. 

The following is a list of major traits of entrepreneur that contributes towards top 

performance. 

i. Initiative 

Initiation of any business activity should come from the entrepreneur. It is the entrepreneur who takes 

action that goes beyond job requirements or the 'demand of the situation. He does things before being 

asked or forced by the events. 

ii. Looking for opportunities 

A successful entrepreneur is one who is always on the look for new opportunities and takes action on 

opportunities. He must be always in readiness to exploit it in 4 realizing 4 the interest of the 

organization. 

iii. Persistence 

An entrepreneur should take repeated actions to overcome the obstacles that get in the way of 

reaching goals. He should never be disheartened by failures. He should believe in the Japanese 

proverb, "Fall seven times, stand up eight". 
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iv. Information seeking 

An entrepreneur is always in search of new ideas and information from various sources to help reach 

objectives or clarify problems. He can consult experts for business or technical advice. He personally 

undertakes research, analysis or investigation on his own to get information in 4ealizing his goals. 

v. Concern for quality products 

Successful entrepreneurs always believe in high quality standards of their products with reasonable 

prices. They believe in excellence. They act to do things that meet or beat existing standards of 

excellence. 

vi. Commitment to work 

Successful entrepreneurs do every sacrifice to get the task completed. They put highest priority for 

accomplishing their objective. They are committed to their work. They also express a concern for 

satisfying their customers. 

vii. Efficiency orientation 

Successful entrepreneurs find ways to do things faster with fewer resources at lower costs. They are 

always interested in devising new methods aimed at promoting efficiency. 

viii. Systematic Planning 

Entrepreneurs develop and use logical, step-by-step, realistic and proper plans to accomplish their 

goals. They believe in systematic planning and its proper execution to reach goals. 

ix. Problem solving 

Successful entrepreneurs are challenging by nature. They always try to find out ways and means to 

overcome the problems that come in their way. They also identify new and potentially unique ideas to 

achieve their targets. 

x. Self-Confidence 
Successful entrepreneurs must have a strong belief in themselves and in their own abilities. They have 

full faith and confidence on their own knowledge, skill, and competency to complete a task or meet a 

challenge. They are not at all cowed down by difficult situations. 

xi. Assertiveness 

A successful entrepreneur must be assertive in nature so that he can assert his issues with others for 

promotion of interest of his enterprise. He tells others what they have to do and rebuke or disciplines 

those failing to perform as expected. 

xii. Persuasion 

A successful entrepreneur must be able to persuade others to do the work the way he wants them to 

do. He is able to convince others through his knowledge and competence. He asserts strong 

confidence in his own company's product or services. He must possess the ability to convince 

everybody — sellers, consumers, employees, creditors etc. 

xiii. Monitoring 

Successful entrepreneurs ensure regular monitoring of the working to achieve the organization's goal 

in the best possible manner. They personally supervise all aspects of their project to ensure 

completion of the work within the schedule time and cost. 
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xiv. Concern for employee's welfare 

Concern for employees welfare should be at the top of the agenda of successful entrepreneurs. They 

give priority to improve the welfare of the employees because it is the employees whose dedication 

and commitment services lead to super performance of the organization; 

xv. Effective strategist 

Successful entrepreneur develops and uses varieties of effective strategies to accomplish own 

objectives. They also evolve relevant strategies which will safeguard and promote the interest of the 

organization. 

Types of Entrepreneurs  

There are various types of entrepreneurs as discussed below: 

i. Craft entrepreneurs 
These are people with the technical backgrounds who go into business based on their technical 

expertise. For instance an accountant establishing an accountancy consultancy. They tend to focus on 

the work which they do themselves and are therefore poor in delegation. 

ii. Opportunistic entrepreneurs 

These are entrepreneurs who go into business to pursue opportunities. Their main focus is growth and 

diversification. They seek new business and delegate technical work to others. 

iii. Lifestyle entrepreneurs 

They are people who go into business primarily for life reasons such as personal fulfillment and being 

their own boss as opposed to a desire for financial wealth. They become business owners so that they 

can do the kind of work they want, work the hours they want, live where they want, spend time with 

people they like and admire. Their biggest motivation for most lifestyle entrepreneurs is an 

overwhelming desire for independence. They dream of working for themselves and running a 

business i.e. in tune with their lifestyle. 

iv. Innovative entrepreneurs 

These are entrepreneurs who are aggressive in experimentation and clever in putting attractive 

possibilities into practice. They like introducing new products, new services and even improving 

existing ones. They are also entrepreneurs who launch new products, discover new markets, establish 

new methods of production and restructure the business. 

v. Imitative entrepreneurs 

They are entrepreneurs who adopt victorious innovations launched by the innovative entrepreneurs. 

They duplicate the technology and techniques innovated by others and are suitable for 

underdeveloped countries. 

vi. Fabian entrepreneurs 

They are entrepreneurs who are exemplified by great caution and are often skeptics in experimenting 

any change in the organization. They imitate only in situations where it becomes necessary to do so. 

vii. Drone entrepreneurs 

They are entrepreneurs who suffer loses as they refuse to make any modifications in the existing 

production methods. They are against any change in the production methods even at cost of loses. 
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viii. Forced entrepreneurs 

They are people who become entrepreneurs on account of circumstances: For instance someone losses 

his job and is forced to start a business so as to have a source of income. 

i x . Administrator/Organizer 
These are entrepreneurs who get involved in organizing events for their clients. A fee is charged per 

event or based on the attendance of the event. An example is a wedding organizer whose main 

business is coordinating the various activities that go towards making a successful ceremony. 

x. Builders/Creators 

Artists, bakers, carpenters, and designers are examples of entrepreneurs driven to create something 

tangible where it did not exist before. 

xi. Caretaker: These are people entrusted to care for someone or a piece of 

property on behalf of the principal. 

xii. Communicator/Trainer

These are people who can transmit information or communicate in different languages. They find 

demand in sales, marketing, writing, training or a variety of information services. 

xiii. Entertainer/Host

These are people who thrive on being with other people. They find entrepreneurial openings in the 

hospitality industry or service industries such as hairdressing. They may even be entertainers, actors, 

musicians, or singers. An example is a talk show personality in a T.V program. 

xiv. Investor/Owner 

If one has money to invest he/she can put the capital to work for him/her by investing in stocks, real 

estate or businesses. 

xv. Seller 

This covers salespeople and brokers, from real estate to insurance to art. An example is a music 

promoter. 

xvi. Technologist/Engineer: 

These are people who have a talent in technical disciplines such as computers, autos and engines. As 

an entrepreneur, one may want to explore entrepreneurial opportunities areas such as software 

development, engineering or technology. 

Self-employment: 

Self-employment is a concept that has arisen as a result of entrepreneurship. The process of 

entrepreneurship eventually brings self-employment to the fore. The entrepreneur becomes self-

employed when he begins to derive his livelihood from his business venture. Given that the 

entrepreneur bears all the risks associated with the business, then it comes as given that he has the 

right to enjoy all the benefits that ensue from his business venture. This success can be trickled down, 

not just to himself, but also to the business and others who are job seekers. In this way, not only does 

the entrepreneur become a self-employed person, he also does something positive for the community 

by employing others. 
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An entrepreneur can make huge gains if his business is a success. At the same time, should the 

business experience difficulties, financial or otherwise, then the entrepreneur stands to lose a lot of his 

investments. This may even lead to bankruptcy. 

An entrepreneur may mitigate against the risk of failure in any of the following ways: 

i. Insuring his business against losses. Losses can be in form of burglary and fire 

ii. Co -- owning the business with a partner. This option will dilute the ownership therefore 

it is a step that should be taken with a lot of caution. 

iii. Investing in extra security in the event that the business deals in valuable products. 

iv. Securing the services of a risk assessment expert. This is a preventive measure and 

will highlight the areas of risk in the business that the entrepreneur needs to be 

aware of hence make vital decisions. 

The entrepreneur puts himself in a safe position both for his business and himself if he does any one 

of the above. The list is not exhaustive; the entrepreneur can device other risk mitigating measures 

that are appropriate for his kind of business.' 

On the other hand, the business venture can be a huge success if well managed. The entrepreneur can 

derive his livelihood from the profits of his venture. This becomes a success story especially in the 

current economy where many young people are losing out in the job industry even with the relevant 

qualifications. 

Self-employment is so important in an economy that is still struggling to stabilize itself in a world 

economy that doesn't take into account the plight of many young men with the skills required to work 

fruitfully in any given economy. 

It is important to point out that the entrepreneur needs to be prudent when appropriating the rewards 

of his investments, for instance some of the profits should be ploughed back into the business. This 

basically means that the entrepreneur needs to re-invest some of the rewards that come to the business 

in form of profits.   

The business needs to grow and capture many opportunities in its industry. Through proper planning 

and due diligence, the entrepreneur can device several ways through which he can plough back his 

interests in an attempt to multiply future rewards. Some of the ways of reinvesting among others are: 
1. Opening up new branches in other locations 

2. Implementing a new product design 

3. Hiring professionals to manage various aspects of the venture 

4. Investing in office automation processes 

1. Opening up new branches in other locations 
Depending on the location of the current set up, the entrepreneur can decide to open new outlets for 

his products in other regions where he has assessed sales will be high. This move also creates jobs for 

other people and in this way, the entrepreneur also thinks about the society his business serves. 

2. Implementing new designs 

This should come in when the entrepreneur is sure that his first project is doing well and there is room 

for more. With the resources generated from the first project, the entrepreneur can then start working 

on a new brand or improve the current brand. In this way he doesn't sit back and let the business thrive 

on the success of the first project only. 
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3. Hiring of professionals 

With growth of business, the operations also become rather complex in nature. A business that is 

constantly growing and re-investing its interests needs to ensure that the sensitive aspects of the 

venture such as finance and customer needs are well managed. The entrepreneur could therefore, 

think of employing the services of qualified professionals to help him run the business. 

Here, he could hire accountants, IT specialists, a sales and marketing team et cetera. 

4. Investing in Office Automation processes. 

Addition of more capital is a sure way of expanding hence if the capital will lead to efficient ways of 

doing business. In the growing world of business, it has become as a necessity that a business arm 

itself with an ICT strategy that works. The entrepreneur can thus direct some of his expansion efforts 

in this area so as to keep up with the competitors.

Factors to consider when preparing to be self employed 

Before one gets into employment, the following factors should be considered since the business is 

challenging. An entrepreneur is required to clearly think and plan the prospective business before 

implementing the idea. An entrepreneur should therefore consider the following: 

• Opportunity cost 

• Type of Business 

• Market 

• Government Polices 

• Geographical Location 

• Resources 

Opportunity cost 

Business requires one to forego many things such as savings and other assets, leisure and rest as well 

as association and company of friends and relatives. If the advantages of self- employment overweigh 

the disadvantages then one may go into business. 

Ability to bear the opportunity cost would give an entrepreneur self- drive and zeal in the conduct of 

business. 

Type of business 

This means one should look into possible types of business within the various classifications. These 

businesses should then be assessed or evaluated to determine the one that is most viable and the one 

that the entrepreneur understands. Business opportunities come in form of need for goods and 

services. 

Market 

A market is a situation where there are sellers who have products and services to sell and buyers who 

have the capacity and willingness to purchase. Getting to understand the market would enable the 

enterprise assess the sales potential of the business. it will also indicate the growth potential of the 

business. Enterprises should select business ideas that have opportunities for growth by observing 

demand trends. 

Government policies 

These arc guidelines by the government on how various types of businesses should be conducted. 

Before setting up a business one should analyze the policies and laws related to the conduct of the 

specific business. Some policies restrict certain operations while others prohibit location of business 
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in certain places. Enterprises should know the laws that may affect their businesses and find ways of 

complying with them_ Policies such as taxation policies, pricing policies, interest rates and licensing 

laws could greatly have a bearing on how business is conducted. 

Geographical location 

An entrepreneur should look into the population density, infrastructure facilities, and the income level 

of the community within where the business is to be located. He should also consider the sources of 

raw material or stock for the business. 

Entrepreneurs should consider acceptability of their businesses in the local community. Entrepreneurs 

should also avoid locating their businesses in areas where there is stiff competition. 

Resources 

This means an entrepreneur needs to consider the amount and type of resources necessary for the 

business to start and operate. 

The resources may be classified into labor raw materials, finance and equipment. 

Importance of Self-Employment 

Self-employment has various advantages or benefits or importance as discussed below: 

i. Job security 

Many people in salaried employment fear losing their jobs through dismissal, retirement and 

retrenchment to arrest the fears, the same engage in business activities that will see them earn an 

income throughout their life. 

ii. Independence 

Many people have a need to be self-reliant, be their own bosses and control their destiny. Getting into 

business will make such people use their time to the maximum and engage in the activities they desire 

in life. 

iii. Need for more income 

A great number of people earn little income from salaries in the face of rising cost of living. Such 

people may engage in business activities to supplement their little income. While in business, they can 

make as much money as they desire. 

iv. Recognition/ fame 

Business activities can get or enjoy fame in society. Such people are recognized for their 

achievements in getting the best products or services realizing the highest in profits and participating 

in community development activities. A person in business can become a pillar in society and act as a 

role model for others to emulate and consult. 

v. One gets power 

Some people desire to exercise control over others. Such people can engage in big activities that 

create jobs for others and as employers they are able to control their employees. They make decisions 

on their behalf and decide what they do and earn. 

Disadvantages/ Challenges of Self- Employment t` 

Some of the challenges or disadvantages of being self-employed include: 
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i. The risk of capital 
By engaging in business, one tends to lose the capital invested because of inability to serve his debts, 

loses for business and also calamities. 

ii. Unsteady income 

A self-employed person may not be certain of the amount of income business may realize. For this 

reason, business people are unable to make sound financial plans. 

iii. Lack of adequate capital 

Many self- employed people lack the necessary capital to start and expand their business. Many 

commercial banks in Uganda do not provide loans/ credit to new business. The interest rates remains 

high making it difficult for existing businesses to get loans for growth and expansion. 

iv. Fatigue 

Self- employment requires one to work hard and spare little time for friends, relatives and leisure. 

Many people in business do not rest and some succumb to stress- related ailments. 

SALARIED EMPLOYMENT 

This is a situation where a person offers his skills and competence to another for a pay. This is formal 

employment. In most cases, salaried employment requires one to have attained specified 

qualifications in order to perform their side tasks. 

Advantages of Salaried Employment 

Some of the advantages of salaried employment include; 

i. Responsibilities are specified 

Salaried people engage in tasks they qualify to perform unlike self-employed who may be required to 

perform all tasks in business. Salaried people therefore have the advantage of performing the duties 

they are able to do. Their productivity is likely to be higher and their morals boosted. 

ii. Steady income 

This means salaried employees are fairly certain of the income they earn because there is an 

agreement with the employer at the time of engagement. This is unlike business where the self-

employed person may experience fluctuating income because of market dynamics. This makes 

salaried employees able to make financial plans. 

iii. Fixed working hours 

Salaried employees have specific working hours in a day and can therefore have time to attend to 

personal matters and to rest. They may use the time they are away from work to engage and other 

income generating activities. This is impossible in business because customers dictate business hours.

iv. Minimal risk 

Salaried employees do not risk their capital and other resources. They don't stand to lose if their 

organizations do not perform well. The employer has the responsibility to meet payment of his 

employee's salaries irrespective of whether the business makes profits or loses. 

Many salaried employees have their risks covered by the employer such as compensation and 

insurance against accidents at work. 
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v. Fringe benefits 

Many employers provide their workers with benefits such as housing allowances, transport or car 

allowance, medical insurance allowance, education and training or entertainment allowance. Income 

for business on the other hand is ploughed back for growth and expansion. The self-employed person 

cannot afford the privileges of the salaried employee. 

Disadvantages of salaried employment 

Some of the disadvantages of salaried employment include; 

i. Excessive control by the employer 

Much of an employee's life is controlled by the employer. The employer is required to follow strict 

orders from the employer on matters such as what to do, where to do it and how to do it. There is also 

indirect control of employee's achievement through setting a limit to the income they earn. Salaried 

employees are therefore not free to make decisions that affect their lives. 

ii. Limited income 

Many employers are investors in business organizations. To control costs and ensure profitability, 

they limit the salaries they give employers. Salaried employees are therefore likely to earn limited 

income against increasing cost of life. 

Many salaried employees find it difficult to meet their daily needs with the limited income. 

iii. Inflexibility 

Many employers require employees to attend to specific tasks. For this reason, many salaried 

employees specialize in performance of certain tasks. When the situation demands that they change, 

they are unable to perform other tasks. Business allows one to engage in a variety of tasks. 

Little achievement 

Salaried employment does not allow a person to implement different ideas. It also limits the income 

one may generate in their life. A person in self— employment is free to exploit all their talents and 

implement their ideas. Such a person may achieve more in life than a salaried employee. 

Role of an Entrepreneur in Business 

In business, entrepreneurs should take responsibilities that they are able to perform. Since the business 

is the entrepreneurs idea and initiative. They are expected to take up the following roles. 

i. To decide on the type of business 

This means, the entrepreneurs has the responsibility to accurately determine the needs of customers 

and design in his mind goods and services to meet those needs. This also means the entrepreneur 

gives business a purpose/ goal/ vision. 

ii. To determine capital requirement 
An entrepreneur takes the responsibility of providing the capital that business requires to start and 

grow. This means, an entrepreneur has to identify valuable sources of finance for business. It also 

means the entrepreneur should ensure the business is not starved of finance at start up and any other 

time in the life of the business. 

iii. Staffing the business 

It is the responsibility of an enterprise to provide the business with the realistic number of staff and 

who have suitable skills to undertake the various business activities. 
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iv. To assume business risks 

It is the responsibility of an entrepreneur to determine the type of risks that could face his business 

and put in place appropriate measures to safeguard against negative effects of the risk on the business. 

The types of risks may include losses, accidents as well as unfavorable policies. 

v. Meet liabilities of business 

An entrepreneur has responsibility to ensure all business debts are duly paid. Businesses may incur 

liabilities in form of loans, trade creditors who may have given stock on credit and also operating 

expenses which may lead to bills payable. 

vi. Market the business 

It is the responsibility of an entrepreneur to ensure a positive image of the business is created. Positive 

image of business may be created through ethical practices in the conduct of business. This may be in 

form of ensuring fair prices, ensuring efficient customer services, avoiding hoarding and also 

speaking well of the business. 

A positive image goes a long way in drawing customers to their business and keeping off competitors. 

vii. Re- investment of profits 

It is the responsibility of an enterprise to ensure that income generated from business activities is 

ploughed back to ensure greater financial independence of the business. 

Challenges of Entrepreneurs in Business  

Entrepreneurs in Uganda have had to bear many challenges. These include the following: 

i. Unfavorable policies 

The government policies have often created hurdles and made it difficult for entrepreneurs to 

successfully conduct their business activities. Among these policies include control of prices, tax 

policies, quality compliance requirements, allowing imported products etc. 

ii. Inadequate and poor infrastructure 

Entrepreneurs have had to do with poor infrastructure facilities e.g. transport networks, 

communication networks, water and sanitation, power supply as well as poorly maintained buildings 

with which they conduct business. Although government is making efforts to fix infrastructure, a 

great number of entrepreneurs in different parts of the country cannot access these services. 

iii. Limited sources of financial 

The major lending institutions in Uganda are commercial banks. These do not provide startup capital 

to entrepreneurs. 

The same banks also charge high interest rates when they lend existing/ operating businesses. 

Entrepreneurs therefore find it difficult to raise the finance they need to start and run their businesses. 

iv. Competition 

Many entrepreneurs today continue to face increased competition from both local and foreign 

investors. 

The competition is more challenging to small scale enterprises that may not have enough resources to 

put in place strategies to counteract the competition. 
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v. Poor/ lack of business management skills 

Many entrepreneurs in Uganda lack the basic business management skills such as financial 

management skills, human resource skills, production management skills and marketing skills. 

vi. Insecurity 

Many business organizations in Uganda continue to experience inadequate security arrangement even 

though the government is making efforts to enhance security of citizens and the nation 

Challenges that entrepreneurs face may further be classified into 5 broad categories 

a) External Factors 

Some events in the economy of a country may well be beyond the control of the entrepreneur. The 

cycles could adversely affect his business, to the extent of forcing him to close down. The economic 

cycles of recession, boom, depression and recovery may find the business in any stage of its own 

cycle.  

Other external factors include; 

• Fluctuating interest rates 

• Interruptions in supplies 

• Labor market trends 

• Government regulations e.g. tax laws 

• Natural catastrophes 

b) Personal factors 

An entrepreneur goes through a lot of hurdles to get the business going. The going may be tough such 

that he may even be tempted to close the business. There are a number of risks associated with being 

an entrepreneur. 

c) Financial risk 

The entrepreneur may places his entire savings into the venture with the firm belief that he will earn 

something in return. If this does not happen, he risks losing a lot of money. 

d) Career risk 

He may have chosen to give up employment to pursue his business. He may not have a fall back plan 

if the business collapses, hence loss of career. 

e) Psychic risk 

The entrepreneur may have to give up his social life for a while till the business stabilizes. This may 

adversely affect family and relations. 

The collapse of the business could lead to psychological problems such as depression and/or low self-

esteem. The risk here is the probability of failure in the mind of the entrepreneur. 

f) Lack of skills and experience 

A business may start off well as a result of a favorable economic climate and availability of funds. An 

entrepreneur may well have identified a very good business opportunity and capitalize on it to 

generate lots of revenue. However, if the entrepreneur does not have sufficient skills to see the 

business through this success in a consistent manner, he stands to lead the business towards incurring 

loses and not meeting its obligations on time. It is advisable that the entrepreneur enrolls for courses 

that will sharpen his skills and help him manage the business better. 
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g) Mismanagement 

The entrepreneur will often employ people to assist him manage the operations of the firm. However, 

if these people are not trustworthy, he stands to lose a lot of money through embezzlement or 

pilferage of stocks. The entrepreneur himself could also be the main culprit when he draws a lot of the 

business resources for personal use. 

h) Poor Business Ethics 

The lack of proper business grooming could lead to unfair business practices by the entrepreneur. This 

comes out of practice and peer pressure. The entrepreneur could find himself in conflict with the law 

and may get sued by his business associates. The risk here is the loss of business reputation and the 

possible closure of the business under directive from the relevant government authorities, 

Causes of Business Failure 

The following are the major causes of failure of small scale business enterprises. 

1. Poor location of the business enterprise 

2. Poor managerial skills in managing the business 

3. Inadequate skills in keeping the books of accounts 

4. Poor knowledge of business opportunities hence failing to take advantage of available 

opportunities 

5. Inadequate capital 

6. High competition from large scale business enterprise 

7. Poor infrastructure that can't support business operations 

8. Inadequate equipment and facilities 

9. Excessive standards of living using the business funds instead of building the business 

10. Death or insanity of the owner in case of a sole proprietorship 

11. Disasters e.g. fire, strikes, drought and floods 

12. Theft from the business by the employees 

13. Problems with payment of taxes, duties and licenses

14. Lack of adequate raw materials 

15. Lack of time to devote to the business by the owner who are in full time employment 

16. Political interference in running of the business. 

RATIONALE FOR ENTREPRENURSHIP 
One stereotypical image that sometimes hovers around the concept of the "entrepreneur" is the 

conniving, step-on-anyone-to-get-ahead, wheeler-dealer — a kind of J.R. Ewing personality who 

cares for no one but himself and nothing but his own advancement. No doubt there are some 

individuals like that in the business world. And we do hear the term "entrepreneur" occasionally 

applied to scam artists who rip off unsuspecting people, to dealers in illegal trades who prey on the 

weaknesses of others, and to white-collar criminals who try to cheat the system. Applying the term 

"entrepreneur" to people doing these transactions implies that the term has no basis in values and 

morals. 

But entrepreneurship is not a values-free, amoral process. The very act of starting and building 

something of significance should require a consideration of values — of combining what is done with 

how it is done. There's also a very practical reason for a values-based, morally rigorous view of 

entrepreneurship. That is usually the only viable way for an entrepreneur to do business in the long 

run. 

Guiding Values 
What values may be particularly important in guiding the entrepreneur? The following are some 

needed by an entrepreneur in business development: 
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a) Bravery 

In recognizing and pursuing and opportunity, an entrepreneur requires bravery. Bravery, which 

springs from natural creativity and a determined spirit, helps the entrepreneur deal with 

discouragement and even defeat in the early stages of company formation. 

b) Vision 

Vision guides the entrepreneur through the business planning process, clarifying the opportunity and 

setting goals for the organization. Vision allows the entrepreneur to see past his or her current position 

and beyond limited resources to more fully appreciate the potential of the venture. 

c) Respect for self and others 

Respect for one's self and others is essential. It enables the individual to appreciate his or her efforts, 

relate effectively to family and community, and motivate others. This respect, which stems from 

pride, hope, and enthusiasm, frees entrepreneurs from the obstacles of low self-esteem, hopelessness, 

and anger. 

d) Trust 

Trust is an indispensable part or the marketing effort as the company grows. Trust,-which results from 

reliability, compassion, and gentleness, permits the entrepreneur to overcome mistrust, selfishness, 

and ruthlessness as the company deals with employees, customers, and vendors. 

e) Honesty 

An entrepreneur must be honest in financing the company and managing the assets of the firm. 

Honesty, which emanates from decisiveness in taking risks and making choices, lets the entrepreneur 

avoid false security and stay calm amid confusing situations. 

f) Generosity 

In directing the management and operations of a growing business, an entrepreneur should be 

generous. Generosity, which develops from supporting and leading others, permits an entrepreneur to 

eliminate racial bias, reduce resistance to change, and heal dysfunctions within the organization. 

g) Fortitude 

An entrepreneur requires fortitude to keep a business strong and eventually bring it to harvest. 

Fortitude, which stems from persistence, realism, and consistency, strengthens the entrepreneur 

against scattered thinking and giving up 

ENTREPRENEURIAL DECISION PROCESS 
Entrepreneurial decision process is about deciding to become an entrepreneur by leaving present 

activity i.e. a movement from the present lifestyle to forming a new enterprise. The decision to start a 

new company occurs when an individual perceives that forming a new enterprise is both desirable and 

possible. 

The decision to become an entrepreneur or to start a new business consists of several decisions 

including: - 

• The decision to leave a present career or lifestyle (pushing and pulling influences active 

in the decision to leave a present career or lifestyle 

• The decision about desirability of new venture formation i.e. the aspects of a 

situation that make it desirable to start a new venture and this relates to culture, 

subculture, family, teachers and peers. 
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• The decision about the possibility of new venture formation i.e. factors making it 

possible to create a new venture like government, background, marketing, financial, 

role models. 

Decisions and Downfalls 
Entrepreneurship is an attractive career choice. But many decisions have to be made before launching 

and managing a new business, no matter its size. Among the questions that need to be answered are: 

• Does the individual truly want to be responsible for a business? 

• What product or service should be the basis of the business? 

• What is the market, and where should it be located?

• Is the potential of the business enough to provide a living wage for its employees 

and the owner? 

• How can a person raise the capital to get started? 

• Should an individual work full or part time to start a new business? .Should the 

person start alone or with partners? 

Answers to these questions are not empirically right or wrong. Rather, the answers will be based on 

each entrepreneur's judgment. An entrepreneur gathers as much information and advice as possible 

before making these and other crucial decisions. 

The entrepreneur's challenge is to balance decisiveness with caution—to be a person of action who 

does not procrastinate before seizing an opportunity—and at the same time, to be ready for an 

opportunity by having done all the preparatory work possible to reduce the risks of the new endeavor. 

Preparatory work includes evaluating the market opportunity, developing the product or service, 

preparing a good business plan, figuring out how much capital is needed, and making arrangements to 

obtain that capital. 

Through careful analysis of entrepreneurs' successes and failures, economists have identified key 

factors for up-and-coming business owners to consider closely. Taking them into account can reduce 

risk. In contrast, paying no attention to them can precipitate the downfall of a new enterprise. 

While starting a new enterprise, the entrepreneur should bear in mind the following 

factors: 

a. Motivation 

What is the incentive for starting a business? Is it money alone? True, many entrepreneurs achieve 

great wealth. However, money is almost always tight in the startup and early phases of a new 

business. Many entrepreneurs do not even take a salary until they can do so and still leave the firm 

with a positive cash flow. The entrepreneur should be motivated to conduct the business. Motivation 

should mostly come from with the entrepreneur himself rather than from outside sources. 

b. Strategy 

What is the strategy for distinguishing the product or service? Is the plan to compete solely on the 

basis of selling price? Price is important, but most economists agree that it is extremely risky to 

compete on price alone. Large firms that produce huge quantities have the advantage in lowering 

costs. 
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c. Realistic Vision 
At times it can be difficult to determine the ideal vision for the enterprise. This is due to the fact it 

may be difficult determine the exact operating cost of the business. The main cause of many failed 

businesses is inadequate operating. Entrepreneurs often underestimate start-up costs and overestimate 

sales revenues in their business plans. 

Most Valuable Possession 
An entrepreneur's most valuable possession in the business world is not money or products or 

facilities. It's his or her reputation. If you lie, cheat, or steal, the marketplace usually learns about it, 

and you lose any credibility that you may have had. On the other hand, those who are guided by a set 

of values enhance their credibility in the marketplace and draw others who want to do business with 

them. Sometimes entrepreneurs can get so caught up in the new, new thing — the latest, greatest 

product, service, or technology — that they fail to see and appreciate what actually sustains them, 

their employees, and their enterprises over the long term. 

Entrepreneurial Guiding Principles 

Defining your beliefs and guiding principles is important to running a successful business. If you don't 

define your beliefs, others—be it friends, associates or the marketplace—will do it for you. By taking 

ownership of your own values and defining what's important to you, you are setting up a system that 

will guide you through the rough waters of entrepreneurship. The following are some of the guiding 

principles of entrepreneurship: 

a) Be Organized 

Organized minds are clear, and clear minds take action towards clear objectives, so get as organized 

and as clear as possible in your life and business affairs. Start with your desk and work area, then with 

your plans and actions. Schedule a written plan of your activities and objectives and stick with it the 

entire day. Do this the night before and you're ahead of 90 percent of the rest of the population—

including your competitors. 

b) Be Dedicated 

Every day, do at least one thing you've been putting off. As the great Jim Rohn has said: "There are 

two types of pain you will go through in life—the pain of discipline and the pain or regret." Each 

moment you can decide which you'd rather experience. Successful people know that the pain of 

discipline is the price of their success. Start making discipline the price of your success. 

c) Be Confident 

Feel as good as possible and achieve a sense of well-being by just being quiet and contemplative for 

15 minutes every day. Also, find a way to exercise at least 15 minutes every day. Both will boost 

positive feelings about yourself, which translates into a confidence that is attractive to others—

including new customers and clients. 

d) Be Appreciative 

Tell your family, friends and business associates how much you appreciate them. Be generous with 

praise and compliments—and find more things people in your world are doing right, rather than doing 

wrong. 

e) Be Optimistic 

Leave past failures in the past and focus positively on your future. If you are a glass-half-empty 

person, start seeing the glass as being half-full. Life-and business-is more enjoyable that way. 



������������	
���

����

�

�

f) Get Educated 

Read something that improves your mind every day. Keep yourself away from unproductive people, 

activity and news. Become a master and an expert in your industry, and more business will flow to 

you over time simply on the basis of your credibility and expertise in your field. 

g) Be Thrifty 

Never pay full price. Consume less and never pay more tax than absolutely necessary. Don't be in 

business simply for tax reasons, but always recognize that the more resources you pay out to the 

treasury, the less you will have to put back into your business. 

h) Be Sociable 

Be charming and agreeable. Never speak badly of anyone. You never know if your next big client or 

customer is within earshot of something you have to say. Make it positive, and you'll never have to 

worry about negative consequences. 

i) Be Alert 

Open yourself to new ideas, experiences and people who can teach you something new-and stay out 

of ruts and routines. This is one of the best ways to be aware and focused on new opportunities. 

Remember that some of the greatest product breakthroughs have come from people recognizing the 

value of interesting and unique innovations. 

j) Dependable 

Meet all of your business, social and moral obligations punctually, honestly and honorably. If you are 

the "go to" person or the "go to" business, you'll never have to worry about having to generate extra 

leads or word-of-mouth referrals. 

k) Be Human 

Remember to experience the journey as well as the results, it's absolutely necessary to keep your 

attention focused on your goals, but don't miss out on all the great experiences going on around you 

right now. After all, when you get to your destination, you'll realize that some of the greatest lessons 

learned and values gained were found in the trip there. 

l) Be Tough 

Demand only the highest and best standards of everyone you surround yourself with and that includes 

setting, demanding and being accountable for high standards for yourself. Remember that as the 

leader goes, so goes the organization. And if you are truly leading, you have to be firm and consistent 

in setting, establishing and following your own "rules of the game." 

m) Give and You Shall Receive 

Give the thing you want most and you'll be amazed at what you get in return. See all opportunities as 

a way to give and share and add value, and you'll see your efforts multiplied in ways you couldn't 

have imagined, for the greater good of you, your company and your customers. 

ENTREPRENEURIAL DEVELOPMENT 

A worldwide consensus on the critical role of competitive markets and entrepreneurs in economic 

development has emerged in the last decade. In developing countries, the primary barrier to economic 

growth is often not so much a scarcity of capital, labour or land as it is a scarcity of both the dynamic 

entrepreneurs that can bring these together and the markets and mechanisms that can facilitate them in 

this task. 
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Concept 
Entrepreneurship can be defined as the process of using private initiative to transform a business 

concept into a new venture or to grow and diversify an existing venture or enterprise with high growth 

potential. Entrepreneurs identify an innovation to seize an opportunity, mobilize money and 

management skills, and take calculated risks to open markets for new products, processes and 

services. 

Entrepreneurship development promotes the creation and/or growth of enterprises by training and 

counseling to young entrepreneurs to establish their own business and to reduce the failure rate of 

start-ups thus contributing to the economic growth of the country. 

The Opportunities or Prospects of Entrepreneurship Development in Uganda 

As  a third world country a considerable number of entrepreneurs has not been developed. 

Nevertheless, there is a great possibility of developing entrepreneurship in Uganda. The following are 

some of the prospects and opportunity of entrepreneurship development in Uganda. 

I. Availability of human resources 
Uganda has its vast population of about 40 million. So there is a great possibility of developing 

entrepreneurship and entrepreneurs in Uganda. HR is the fundamental factors of production that is 

available in vast amount. So production that is available in vast amount. Therefore, abundance of HR 

is the great opportunity in creating entrepreneurs in Uganda. 

2 . Industrial  innovative  sensat ion 
People of Uganda have industrial innovative sensation. They may get involved largely in industrial 

initiative if they get favorable opportunity. Already they established many small and collage 

industries with the help of NGOs and other financing institution. 

3 . Mobil i ty  of  profess ion 
In Uganda, a considerable number of villagers have now replaced their agriculture-based profession 

into small businesses. Many of them transferred into city area. Many of them have moved to the city 

thus creating a mobility of profession. That is another prospect of developing entrepreneurship in 

Uganda. 

4 . No religious or cultural hindrances on mobility of profession 
In Uganda, there are no religious and cultural hindrances on mobility of profession. Most of the 

people are changing their work, profession day by day. In past, certain religious people belong to 

certain profession. But now people get engaged in their desired profession without religious and 

cultural hindrance. That is another prospect of creating entrepreneurs. 

5 . Large number of  educated unemployed 
In our country, there are many educated unemployed people, but there is a limited scope of 

employment. For this reason, educated unemployed people will take new initiative to do something 

new themselves. As there is a close connection of education and entrepreneurship, there is a 

possibility of developing entrepreneurship. 

6 . Tendency toward industries  work 
Industrial work bears more salary, status, facilities for living in city area and so on. Thus, industrial 

sector will be developed in future. Such mentality and tendency is helpful in developing 

entrepreneurs. Therefore, it is another prospect of developing entrepreneurs. 

7 . Preference in establishing agro-based industry in Government 

planning 

As our country in agro-based, there is a greater possibility of establishing agro-based industry. 

Besides, most of the raw materials of industry come from agricultural sector. So our resourceful 
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agriculture sector is helpful in developing entrepreneurship. Nowadays, government announces 

preference in agro-based industry that is also greater opportunity to develop entrepreneurs. 

8 . Liberalization of government industrial policy 

With an aim of rapid industrialization, government has adopted liberalization in industrial policy and 

encourages entrepreneurs to come ahead in industrial sector with their large capital. For this reason, 

investors are investing their capital in industrial sector. That is another prospect of developing 

entrepreneurs in Uganda. 

9 . Disbursement of micro-credit by different NGO's 

In our country there are large numbers of NGOs providing micro-credit to the village poor people. 

This is helpful in forming small and cottage industry. NGOs also provide training facilities, advice, 

investment consultancy, raw materials etc. to its loaner. This is another prospect of developing 

entrepreneurs in Uganda. 

From the above discussion, there is a greater possibility of developing entrepreneurs in Uganda. 

Problems of Entrepreneurship Development in Uganda 

As a third world country, Uganda does not have abundant facilities or developing entrepreneurship 

rather there exists a large number of obstacles, which are liable for not developing entrepreneurs in 

Uganda as described below: 

I. Improper publicity of government facilities 

There is improper publicity of government facilities for developing entrepreneurs. Entrepreneurs are 

not well informed about such facilities. Therefore, these facilities cannot work well. Some urban 

centered people accept the facilities that are not enough for developing entrepreneurs in the country. 

So this is one of the fundamental obstacles. 

2. Insufficient arrangement of pre-investment advice:

It is for this reason that most of entrepreneur can't study market feasibility for the product and 

business demand for the product in market, possibility of gaining profit etc. Due to lack of this study, 

most of the entrepreneur can't operate their activities successfully. Many of them fail in their initial 

activities. 

3 . Lack  of  required  f inancing 
This is the fundamental problem of developing entrepreneurship in Uganda. Here, entrepreneurs faces 

problem in collecting required working capital and fixed capital, most of the financing organization 

demand for supporting papers and apply rigid condition. As a result most of the entrepreneurs cannot 

get rise capital to operate their activities smoothly. Working capital, fixed capital and capital for 

expansion of business of business. 

4 . Scarcity of raw materials and other factors of production 

In our country, there is an immense shortage of basic raw materials to operate industrial activities 

smoothly such as skilled manpower, technology, capital and so on. For this reason they have to import 

basic raw materials and supplementary factors of production that increase the cost of production. As a 

result, entrepreneurs can't take initiatives to establish industrial organization smoothly. 

5 . Problem in marketing produced product  

Now--a-days marketing of the product has become an important task in business. In open market 

economy, product of the home and foreign counties compete with each other in same market. Usually 

quality products capture the market. Because of different problem and lack of factors of production, 

our entrepreneurs, can't produce or hardly produce quality product as developed country. For this 

reason, they face marketing problem greatly for every product. 
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6 . L a c k  o f  t r a i n i n g  
Training is essential to work efficiently and effectively in any field. Training is a practical experience 

regarding job that is necessary to increase efficiency and productivity. In our country, there are few 

training centers to provide training in developing entrepreneurs. As a result, people cannot come 

ahead to take initiative there are few an obstacle to develop entrepreneurship. 

7 . Lack of package help 
In a developed country, the government and non-governmental sector provide package help for 

developing industrial sector. In includes, technical help, raw materials, and working capital and so on. 

These are helpful in creating entrepreneurship as well as industry. However, in our country there are 

few abundance package help that are very essential for developing entrepreneurship in our country. So 

it is another problem of developing entrepreneurs and entrepreneurship in Uganda. 

8 . Lack of knowledge -regarding technology and management 

In developed countries most of the business and industries are technology oriented and they follow 

modern management technique. Those are helpful in developing dynamic entrepreneurs. 

Nevertheless, in our country there is little scope of technology and modern management. Besides, we 

also have no proper knowledge regarding those matters. 

These are the obstacles or problem in developing entrepreneurs and entrepreneurship in Uganda. 

Suggestions for Removing the Barriers of Entrepreneurship Development in Uganda 

Some of the ways of removing the barriers of entrepreneurship development in Uganda include: 

I. Making specific policy 
To perform any activities some policies should be maintained. Effective policies should be made to 

develop entrepreneurship in Uganda. Relating organization and officials should make some specific 

policies for developing entrepreneurship in Uganda.

2. Involving entrepreneurial  knowledge in text book 

As our education system is theoretical based so entrepreneurial knowledge should be included in 

textbook. This enables students achieve entrepreneurial knowledge that will be beneficiary for 

developing entrepreneurship in future. 

3. Offer ing package  he lp  
After providing training, the trainee should be provided with necessary help for developing industrial 

sector. Necessary help including fixed capital, working capital, technical men, technology, and raw 

material and so on. This is helpful in creating entrepreneurship. 

4. Formal  arrangement of  tra ining 
People who are engaged in entrepreneurial work or people who are willing to take new initiative need 

training in the respective field that will be helpful for them to take initiative and operates industry 

smoothly. Government and non-governmental organization can arrange this program. 

5. Increasing government facilities and its extensive publicity 

Government facilities for developing entrepreneurship are not sufficient. So the government should 

provide abundant facilities for developing entrepreneurship. The government should also arrange 

extensive publicity of it's given facilities so that rural centered people can get these facilities. That will 

be very helpful in developing entrepreneurship in Uganda. 

6. Encouragement in industrialization 

Government and non-governmental organization may encourages people towards industrialization by 

providing different facilities including tax redemption or tax holiday, EPZ facility, BSCIC industrial 

state, providing raw material, capital, technical assistance etc. with unqualified condition. 
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7. Establishment of supplementary industry 
Entrepreneurship may be developed be establishing supplementary industry extensively. Some of 

them produce industrial product that are reproduced large industry and some of them use by product 

of large industry. They are also essential to develop large-scale industry. 

8. Increas ing  l oan  fac i l i t i e s  
Most of the people establish small or large-scale industry with loan facility. Financing institution 

should provide sufficient loan to the entrepreneur with flexible condition and supporting paper. This 

program will be helpful in establishing and operating new industries and businesses. 

9. Exhibi t ion of  industr ial  product  

To increase demand for industrial product government and non-government organization may arrange 

exhibition. Industrial fair in domestic country will be helpful in creating demand for industrial 

product. Industrial product may introduce in abroad. It is an important recommendation to develop 

entrepreneurs and entrepreneurship. 

10. Reduct ion  of  tax  and  duty  
The government may encourage industrialization by lessening duty rate of industrial product. That 

will also lessen cost of industrial product, which is helpful in capturing market. Thus, way 

industrialization or entrepreneurship will be developed duty on importing bank raw materials have 

suggested to reduce. 

11. Favorable import  and export  pol icy 
Most of the basic raw materials used in industry have been imported from foreign countries. Some 

industrial products have produced to export as a whole. So for developing industrialization and 

entrepreneurship proper authority should make obvious and flexible export-import policy. 

LIMITATION IN BUSINESS ENTERPRISE DEVELOPMENT 

There are various limitations that an entrepreneur should be aware of while setting up a business 

enterprise. This include:- 

a. Unfavorable legal and regulatory framework 

The absence of policies governing the growth of small enterprises could hamper the growth of small 

enterprises. This would mean that the small firms are not protected in the harsh markets and the law 

does not complement their activities. It thus becomes very hard for an entrepreneur to set his toehold 

in the economy. The high cost of compliance to regulations may discourage potential entrepreneurs 

from formally setting up their businesses, while driving some existing enterprises out of business and 

those working for them into unemployment 

b. Undeveloped infrastructure 
This could be a drawback in the sense that the entrepreneur may not have access to facilities that will 

enable him pursue the objectives of his business on a larger scale. Most institutions are cautious to 

lend money to small businesses because of the risks involved. At the same time some of these 

institutions may require the businesses to pay high interest rates for loans acquired 

c. Poor business development services 
Lack of training may be a setback in the industry for the small businesses. Most NGOs that come up 

with the plans lack support froin the government and mostly operate on good will from the potential 

investors. The entrepreneurs lacking in skills need to be imparted with knowledge that will set them at 

par with the other accomplished businesses, giving them a chance to provide healthy competition. 
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d. Poor entrepreneurial  Culture 
lt has become a trend for most school leavers to look for employment. While it serves as the most 

convenient route to earn a living, most young people have shied away from engaging in 

entrepreneurial initiatives because of the high risks involved in setting a business. Most of these 

young people find it a big struggle that is laden with disappointments. 

e. Lack of  Skil ls and competence 
Most entrepreneurs lack the relevant skills to engage in meaningful business enterprises. Those that 

manage get the support of strategic investors and managers who mobilize resources on their behalf. 

SUPPORTING POLICIES 
In the last fifty years, the government of Uganda has made cautious efforts to encourage development 

of business in the country. These can be through assisting small enterprises sector and also create an 

enabling environment for large organization to grow even more. Some of these efforts include: 

i. Provision and improvement of infrastructure

The government realizes that infrastructure facilities such as transport, communication, electricity, 

water and sanitation, good buildings/ shelter are important in encouraging and attracting investors. 

There have been deliberate efforts by the government to provide these crucial facilities and improve 

on the existing ones. 

Infrastructure plays a key role in encouraging business to grow enterprises need transport systems to 

move their products to the market and access raw materials from suppliers. They need power to run 

their business operators. They also require a healthy environment within which to conduct business. 

ii. Access to technology 

The government has made efforts to sensitize citizens on the need to apply the computer technology 

in their businesses. There have been efforts to train people on the skills necessary for them to apply 

the technology. Many public institutions are encouraged to provide computer literacy training and the 

government has facilitated the same through finance and equipment. 

The government has plans to turn Uganda into ICT hub for Africa by establishing a modern IC'IT  

facility in the country.  

Enterprises in agriculture industry have had access to new methods of production such as greenhouse 

technology, drip irrigations, drought and pest resistance crops, high yielding breeds of animals and 

crops as well as new methods of selling and distribution. This has greatly encouraged enterprises in 

this sector. 

iii. Provision of credit/ finance for business 
The government realizes the significance of finance in the development of business enterprises. It has 

provided enterprises with access to those crucial facilities.  

The government has also registered and licensed Non- governmental financial institutions to play the 

same role and ensure greater access of finance to more citizens.  

The government has also appealed to commercial banks through the central bank to lower interest 

rates on borrowed capital. 

However, interest rates on borrowed finance remain high and many enterprises cannot afford the 

loans. 
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iv. C r e a t i n g  a  f a v o u r a b l e  l e g a l  f r a m e w o r k  

The government has made efforts to create laws that encourage establishment of businesses. Such 

laws include: those related to business protection (ideas and products) from competitors, laws relating 

to registration, licensing and permit for business operations. The government has done away with 

laws such as licensing laws in some sectors and only ensured the necessary ones remain. 

However procedures of registration remain bureaucratic and still require fine tuning. The new 

constitution has addressed business development issues at the county levels. This indicates the 

government concern for business and hence the need to legally address the matter. 

v. Creating  markets  for  products  and services .  

The government realized that enterprises need a market .for their products and services. To address  

this concern, the government has facilitated enterprises market their product. The establishment of 

marketing boards has greatly assisted inventors in agriculture in the collection, distribution and selling 

of their products.  

The government has also partnered with the private sector in undertaking various projects. The private 

sector may provide raw materials and skill while the government provides the finance. Private 

companies have also been awarded tenders and contracts to supply certain materials or undertake 

certain projects. 

vi . Providing Tax breaks  and deregulate  the  economy 

The government has created a free economy in which enterprises have the freedom to start business of 

their choice without restrictions. The government has also allowed enterprises to set up businesses in 

any part of the country where they identify opportunities. As a result, enterprises can invest in any 

sector and start their businesses in any region of the country. 

vi i . T r ain in g  i n  b us i ne s s  ma n age me nt  sk i l l s  

Business success depends on the skills applied by the enterprise concerned. It is on this understanding 

that the government has introduced programs to equip citizens with business management skills such 

as marketing, production managing, human resource management and financial management. There 

have been attempts to change the attitude of citizens to appreciate business. The introduction of 

entrepreneurship training programme is aimed at changing this attitude. 

The Government's Role in Enterprise Development 
The government has a huge role to play in creating a conducive environment for the growth and 

development of enterprises. There are things that the entrepreneur will not be able to accomplish 

without the support of the government. On this note, it is imperative that supportive institutions and 

structures are set up for this. We shall look at the government's role through the following salient 

headings. 

i . P ol i cy  F ormulat ion 

The government through an Act of parliament stands in a very strategic position in directing the 

growth of small businesses. Policies that will enhance the creation and establishment of small 

businesses need to be set and discussed at length in parliament. This should be done while putting the 

interest of the small business owners first. Policy documents that address various areas and even 

geographical locations should be designed with the objective of ensuring equitable chances to all 

stake holders. 

i i . S u p p o r t i n g  N . G . O s  
In recent years, the country has witnessed the mushrooming of non- governmental organizations that 

are doing a commendable job in promoting entrepreneurial initiatives. Most of the NOOs are mainly 

involved in credit delivery, business training, providing general consultancy, and providing short term 
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loans. However, most of the institutions supporting small businesses are rather weak, fragmented, 

concentrated in urban areas and uncoordinated. This calls for the need to strengthen the institutions 

supporting small and medium enterprises. This is where the government comes in with its wealth of 

influence. 

i i i . E s t a b l i s h i n g  l i n k a g e s !  N e tw o r k s  
Networks are so important for the entrepreneur who is just starting out. lie needs all the support he can 

get from other entrepreneurs and strategic investors looking for franchises. The business linkages are 

also critical because networking is crucial in the business world. This is clearly demonstrated by the 

chain of supply of goods and services between firms in an industry and even between industries. The 

government can establish organs that will specialize in bringing entrepreneurs with good proposals 

and strategic investors together in a common forum.

Entrepreneurs also benefit through access to information on financial assistance, materials and 

suppliers, pricing, training, workshops sub-contracting opportunities and potential joint venture. 

i v . P o l i t i c a l  S t a b i l i t y  
Ideally a world where the politics of the government do not interfere with the economic climate would 

be the best for any kind of business to establish itself. Unfortunately this is not the case and any 

change doesn't seem forthcoming. There is always bound to be political interference where the 

business environment is concerned raising questions as to the main issue that needs to be addressed. 

The government can ally fears of political interference in small enterprise development by setting 

aside an organ that will strictly concern itself with these matters, while ensuring little or no political 

interference in small enterprise development. 

v . E c o n o m i c  S t a b i l i t y  
The government can regulate the economic down turns in the country through the fiscal policies that 

are enacted and revised from time to time. These can cushion the small businesses against the adverse 

effects of economic cycles. 

Incentive for Aspiring Entrepreneurs 
Entrepreneurs would really do with a bit of encouragement for them to succeed in their businesses. 

This comes in the form of incentives from the local and the central authorities. The incentives could 

come in a form that enables them to carry on their businesses with little interference. 

Globally, there are some forms of incentives that can help the entrepreneur also keep up with other 

businesses in other countries. The incentives can come in any of the following ways. 

a. Few Entry Barriers 

This will encourage the upcoming entrepreneurs to penetrate a specific industry with ease. 

Competition may be there but with few barriers that could've been set up by the already existing 

businesses, it becomes possible for the small firms to compete in a fair environment. 

b. Tax Incentives  
Businesses that are operating in certain areas or industries could do with some exemptions in the tax 

on inputs. This will mean that they will not collect output tax on their products but the incentive in 

itself will mean less administrative work. 

c. Better regulations 
To control the growth of small firms, the government can regulate the issuing of licenses or require 

stringent requirements for one to get a license. This will act as an incentive for the new business and 

will create a conducive environment for healthy competition. 
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d . L i n k a g e s  
The government through the ministry of finance can set up forums where investors can meet with the 

upcoming entrepreneurs and discuss business prospects where both parties can benefit from each 

other. This can be organized in form of seminars and trainings or workshops organized by the 

ministry concerned. 

e . Low interest rates on loans 
The government could set up loan schemes through micro finance institutions where entrepreneurs 

with good business prospects can get boosts for their growing ventures in the form of low interest 

loans. The interest subsides will be the government investment for the upcoming business that will 

eventually contribute to national growth. 

CONTRIBUTION TO ECONOMIC DEVELOPMENT  
Entrepreneurs play a vital role in today's economy. Most of them get through the tough times and their 

businesses become success stories. The success or failure of a growing business depends largely on 

the entrepreneur himself. However, there ate factors that may be beyond his control, but if he can get 

around these, one way or the other, he only has himself to convince that the business can actually 

develop. 

The economy can support the entrepreneur's venture depending on the various cycles, and the stage of 

growth the business happens to be in any one of these cycles. It would be the entrepreneur's hope that 

the period of boom finds his business just picking up so that he can be taken by the wave of growth 

and prosperity that will be represented by most commercial activities during these times. 

As the economy grows, the business grows with it. If the economy shrinks, this will have an impact as 

well on the business. It is suffice to say that the growth of the business depends to a large extent on 

the state of the economy. In both situations, whether the business is growing or not, the entrepreneur 

will need to identify ways the business can contribute to the economy which supports him. 

This may not be his main objective, since he is in the business to make a profit. Any other 

requirements that do not lead to this may not be in his priority list. However, the entrepreneur's 

business will find itself dealing with people and other institutions. Entrepreneurs make various 

contributions to economic development in the countries as follows: 

i. Employment/ Job creation 
Entrepreneurs contribute to creation of employment opportunities for citizens. They start a business 

and employ themselves first then expand the same business to absorb more citizens as employees. 

ii. Improved quality of life/ standard 

Entrepreneurs are creative and highly innovative. They are able to design goods and services that fit 

customer specifications. They continually improve on the same in order to meet changing customer 

needs. They also provide income to citizens in form of salaries and wages the citizens can therefore 

afford goods and services. 

iii. Add to National Income 
Entrepreneurs generate a lot of income from their businesses locally and overseas. The amount of 

money generated can be used for more investment or to provide citizens with goods and services. 

iv. E v e n  d i s t r i b u t i o n  o f  i n c o m e  
Entrepreneurs spread out to all parts of a nation because it is the business opportunities that guide 

them where to invest. In the process they open up in accessible areas for development. The presence 

of entrepreneurs in different parts may mean more income, better infrastructure and higher quality of 

life for the local community. 
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v. B r i n g  n ew  t e c h n o l o g y  i n  p r o d u c t i o n  

Through their creativity and innovation, entrepreneurs develop different methods of production and 

provision of services. They are quick to adopt new and efficient operation methods. To survive in a 

competitive market, they may continuously engage in research on ways to improve production and 

ensure customer service and profitability. 

vi. I n c r e a s e  i n v e s t m e n t  
Entrepreneurs are investors and may increase the number of investments in a nation. In so doing, they 

create more wealth in a nation investment may suggest ability to meet basic needs and save the 

surplus for investment. 

vii. I n c r e a s e  g o v e r n m e n t  r e v e n u e  

Entrepreneurs contribute to government revenue through various forms of taxes. The entrepreneur's 

firm whether registered as a company or not still has a legal requirement to pay its taxes and to furnish 

the tax authority with the relevant paper work. The entrepreneur running a sole business will need to 

submit all his income in a given fiscal year and the business income from his firm forms part of this.  

An entrepreneur running a public limited company has the responsibility of ensuring corporate taxes 

are paid each year and in compliance with the Companies Act and any other legislation. Other taxes 

that the entrepreneur should furnish the tax authorities are taxes on the sales of good to the final 

consumer, personal taxes on his employees and any other penalties associated with these taxes. The 

various forms of taxes are sources revenue for the government. The government therefore is able to 

provide its citizens with basic services. 

viii. S o c i a l  r e s p o n s i b i l i t y  

The entrepreneur should realize that his business will go a long way in getting public approval if it is 

seen to be doing something positive for the local community. Regular contributions to community 

projects will put the business in the good books of the community. This should be clearly highlighted 

in the company's policy. The good will of the business stands to improve and this ensures support not 

only from regular customers but also the local authorities. 

ix. F o r m a t i o n  o f  c a r t e l s  
Cartels are formed by firms with the same business objectives. Theirs is to establish favourable trade 

terms with suppliers so that when the goods reach the final consumer, sufficient margins have been 

made. This helps the many small individual firms that perhaps could not have had the same 

bargaining power as they do when in a cartel. In a way it fortifies the relationships between the 

various businesses and contributes towards healthy competition. The smaller firms eventually grow 

and play important roles in the economy as well. 

The Role of Government in Promoting Entrepreneurship 

The government plays an important role in the world of business in general and in entrepreneurship in 

particular. 

The following are some of the roles that the government plays in promoting entrepreneurship: 

1 . Training 

The government can train entrepreneurs to expose them to modern development, educate them on 

efficiency methods of operating businesses and to make the entrepreneurs aware of various available 

profitable business opportunities. 

They can also be trained on how to use available resources so as to minimize costs and maximize 

profits. 
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2 . L i c e n s i n g  

The government is involved in licensing businesses in order to regulate the number of businesses and 

to control healthy competition. Licensing also enables the government to ensure that the entrepreneurs 

engage only in legal businesses. 

3 . Advisory services 

The government can provide entrepreneurs with advisory services especially on better product and 

management techniques. Entrepreneurs can also be advised on legal procedures involved in starting 

and operating a business. 

4 . Participation in Business activities 

The government can play a major role in entrepreneurship by participating in business activities 

directly or indirectly in order to regulate competition and ensure provisions of goods and services. 

The government can also develop infrastructure as its contribution to entrepreneurship. 

5 . S u b s i d i e s  
The government can promote entrepreneurship by providing subsidies for manufactured goods and 

services. This helps in reducing the cost of product hence reducing the selling price of goods and 

services. This makes the goods more appealing to the buyer because of fair pricing. 

DECISION MAKING 

Decision making is all about employing one's mental processes to come up with a. final choice after 

careful consideration of several options or alternatives. The outcome of your decision could 

significantly affect your work, your business, and even your life. This is why in entrepreneurship, 

making intelligent decisions is regarded as very important because it could mean the difference 

between success and failure of your endeavor. 

Components of Decision-Making 

In order to make intelligent decisions, you need to identify the four components that are instrumental 

to making the right choices. 

1 . C o n t e x t  
This involves the environment where the decision should be made on. You should get all the relevant 

information, the facts, the data, and everything else you need to help you make a decision. 

2 . O b j e c t i v e s  

It is important to have a clear understanding of what you hope to achieve after making a decision 

because this will serve as a guide in the process of deciding. Your objectives should make the whole 

process logical, easy, and a lot less stressful. 

3 . Alternat ives  
Know all the available alternatives before making a decision. Analyze everything carefully and do not 

limit your options to a very small number. Gather as many options as possible before making a 

decision and find out the risks involved. 

4 . C r i t e r i a  
If you have knowledge of your objectives and you have all the information you need, coming up with 

a criteria should not be difficult. This could be hard or soft criteria; hard includes budget and time 

allocation whereas soft includes employee satisfaction and organizational disruption. Assess your 

criteria fully before making a decision. 
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Managerial Versus Entrepreneurial Decision Making 

The difference between the entrepreneurial and the managerial styles can be viewed from five key 

business dimensions 

a . Strategic orientation 

b. Commitment to opportunity 

c . Commitment of resources 

d. Control of resources 

e . Management structure 

a . Strategic  Orientat ion 

The entrepreneur's strategic orientation depends on his or her perception of the opportunity. 

This orientation is most important when other opportunities have diminishing returns accompanied by 

rapid changes in technology, consumer economies, social values, or political rules. When the use of 

planning systems as well as measuring performance to control current resources is the strategic 

orientation, the administrative (managerial) domain is operant, as is the case with many large 

multinational organizations. 

b. Commitment  to  Opportuni ty 

In terms of the commitment to opportunity, the second key business dimension, the two domains vary 

greatly with respect to the length of this commitment. The entrepreneurial domain is pressured by the 

need for action, short decision windows, a willingness to assume risk, and few decision constituencies 

and has a short time span in terms of opportunity commitment. This administrative (managerial) 

domain is not only slow to act on an opportunity, but once action is taken, the commitment is usually 

for a long time span, too long in some instances. There are often no mechanisms set up in companies 

to stop and reevaluate an initial resource commitment once it is made—a major problem in the 

administrative (managerial) domain. 

c . Commitment of Resources 
An entrepreneur is used to having resources committed at periodic intervals that are often based on 

certain tasks or objectives being reached. These resources, often acquired from others, are usually 

difficult to obtain, forcing the entrepreneur to maximize any resources used. This multistage 

commitment allows the resource providers_ (such as venture capitalists or private investors) to have 

as small an exposure as possible at each stage of business development and to constantly monitor the 

track record being established. Even though the funding may also be. implemented in stages in the 

administrative domain, the commitment of the recourses is for the total amount needed. 

Administratively oriented individuals respond to the source of the rewards offered and receive 

personal rewards by effectively administering the resources under their control. 

d. Control of Resources 
Control of the resources follows a similar pattern. Since the administrator (manager) is rewarded by 

effective resource administration, there is often a drive to own or accumulate as many resources as 

possible. The pressures of power, status, and financial rewards cause the administrator (manager) to 

avoid rental or other periodic use of the resource. The opposite is true for the entrepreneur who under 

the pressure of limited resources, the risk of obsolescence, a need for flexibility, and the risks 

involved—strives to rent, or otherwise achieve periodic use of, the recourses on an as-needed basis. 
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Iin INDIVIDUAL CHARACERISTICS OF ENTERPRENEURS 

Researchers in entrepreneurship have successfully established that entrepreneurs are associated with 

certain characteristics which also determine the success for otherwise their business ventures 

These characteristics include; 

1. Moderate/ calculated risk takers 
This means that entrepreneurs do not take a chance and they do not depend on luck. 

Moderate risks are those activities whose outcome largely depends on the entrepreneur's skills and 

actual efforts to minimize dependence on luck. Entrepreneurs ensure they provide the skills and the 

resources a business needs to succeed. Business success is therefore defendant on their input. Where 

there is possibility of risk, entrepreneurs control the same by insuring the business and taking other 

measures to reduce negative effects of the risk on business. 

ii. Take personal responsibility 
Entrepreneurs take responsibilities for their decisions and actions. The success of their business is 

attributed to their efforts and skills while failure is blamed on their incompetence. Since entrepreneurs 

do not desire to account for failure, they commit their efforts, knowledge, skills and other resources to 

their businesses. 

iii. Goal- oriented / Achievement oriented 
Many entrepreneurs are achievers and will always work with a goal in mind. They perform their tasks 

the best they can to ensure they fulfill their goals. Some goals or objectives of business may include 

profits, quality products and services, market leadership among others. For this reason, entrepreneurs 

plan and monitor their activities evaluating their achievements along the way to check whether the 

goals they set are being achieved. Where entrepreneurs find deviations, they put in place measures for 

improvement sot that business goals can be met. 

iv. S e l f  —  c o n f i d e n t  -
Many entrepreneurs believe in their own abilities to do things and to succeed. They understand their 

business well and they know what it takes to get their business achieve the goals. They use all their 

energy and resources to achieve the goals they set. No amount of distraction can discourage them. 

v. H i g h l y  c r e a t i v e  a n d  i n n o v a t i v e  

Many entrepreneurs bring around new businesses and also bring around new products and services. 

They are full of ideas on how to solve their business problems. Today's entrepreneurs are more 

innovators than creators. They may use the existing resources or modify existing products in order to 

meet the challenges of modern day competition. 

vi. O p p o r t u n i t y  s e e k e r s   

Entrepreneurs are constantly occupied with activities that assist in finding out business opportunities 

or even ways of developing their existing businesses. 

Many entrepreneurs desire to constantly improve the performance of their businesses. 

Entrepreneurs may use various methods to acquire information on opportunities. They may read 

relevant literature, listen to relevant news, observe the environment and identify any opportunities that 

environmental changes may bring. 
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vii. F u t u r e  o r i e n t e d  
Many entrepreneurs have great foresight and can sense or 'see' opportunities in the future. They are 

keen to observe world trends and interpret the implications of the trends to their businesses. They are 

therefore able to prepare for events in the future.

RISK MANAGEMENT 
Every business faces risks that could present threats to its success. Risk is defined as the probability of 

an event and its consequences. Risk management is the practice of using processes, methods and tools 

for managing these risks. Risk management focuses on identifying what could go wrong, evaluating 

which risks should be dealt with and implementing strategies to deal with those risks. Businesses that 

have identified the risks will be better prepared and have a more cost-effective way of dealing with 

them. 

To be successful, entrepreneurs cannot just assume the risk of a business venture, they must actively 

manage risk. However, the business plans of many entrepreneurs indicate they have given relatively 

little thought to the various operational risks their new enterprises will encounter. As these flaws arc 

readily apparent to prospective investors, the entrepreneur may not get necessary financial backing to 

move forward. By incorporating risk management into the planning process, the entrepreneur gains a 

better understanding of the business system and has a tool for analyzing and managing operational 

risk. Further, the rigor this process adds to a business plan has real value to potential investors. 

The Entrepreneur as a Risk Taker 
Entrepreneurs start new business ventures because they have an idea for a new service or product. 

They have a vision of an unfilled niche in the marketplace that they believe they can capitalize on. 

Because of this vision, and the creative impulse that drives it, entrepreneurs have a belief in their own 

uniqueness. The fact that many new business ventures will not get off the ground or will fail within 

the first year or two is immaterial to entrepreneurs they are different. So while the very nature of an  

entrepreneur implies taking on risk, their perception of risk is often much different than the actual risk 

assumed. 

The Risk Management Process 
Businesses face many risks; therefore risk management should be a central part of any business' 

strategic management. Risk management helps you to identify and address the risks facing your 

business and in doing so increase the likelihood of successfully achieving your businesses objectives.

A risk management process involves: 

• methodically identifying the risks surrounding your business activities 

• assessing the likelihood of an event occurring 

• understanding how to respond to these events 

• putting systems in place to deal with the consequences 

• monitoring the effectiveness of your risk management approaches and controls 

As a result, the process of risk management: 

• improves decision-making, planning and prioritization 

• helps you allocate capital and resources more efficiently 

• allows you to anticipate what may go wrong, minimizing the amount of firefighting you have 

to do or, in a worst-case scenario, preventing a disaster or serious financial loss 

• significantly improves the probability that you will deliver your business plan on time and to 

budget. 

Risk management becomes even more important if your business decides to try something new, for 

example launch a new product or enter new markets. Competitors following you into these markets, 

or breakthroughs in technology which make your product redundant, are two risks you may want to 

consider in cases such as these. 
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Types of Risks a Business Faces 

 The main categories of risk to consider are: 

(a) strategic, for example a competitor coming on to the market 

(b) compliance, for example the introduction of new health and safety legislation 

(c) financial, for example non-payment by a customer or increased interest charges on 

a business loan 

(d) operational, for example the breakdown or theft of key equipment 

These categories are not rigid and some parts of your business may fall into more than one category. 

The risks attached to data protection, for example, could be considered when reviewing your 

operations or your business' compliance. 

Other risks include: 

• environmental risks; including natural disasters 

• employee risk management, such as maintaining sufficient staff numbers and cover, employee 

safety and up-to-date skills 

• political and economic instability in any foreign markets you export goods to 

• health and safety risks 

a. Strategic and Compliance Risks 

Strategic risks are those risks associated with operating in a particular industry. They include risks 

arising from: 

• merger and acquisition activity 

• changes among customers or in demand 

• industry changes 

• research and development Where there's a strong possibility of this happening, you should 

prepare some sort of response. 

b. Compliance risk 
Compliance risks are those associated with the need to comply with laws and regulations. They also 

apply to the need to act in a manner which investors and customers expect, for example, by ensuring 

proper corporate governance. 

You may need to consider whether employment or health and safety legislation could add to your 

overheads or force changes in your established ways of working. 

You may also want to consider legislative risks to your business. You should ask yourself whether the 

products or services you offer could be made less marketable by legislation or taxation — as has 

happened with tobacco and asbestos products. For example, concerns about the increase in obesity 

may prompt tougher food labeling regulations, which may push up costs or reduce the appeal of 

certain types of food. 

c. Financial  Risks 
Financial risks are associated with the financial structure of your business, the transactions your 

business makes and the financial systems you already have in place. 

Identifying financial risk involves examining your daily financial operations, especially cash flow. If 

your business is too dependent on a single customer and they are unable to pay you, this could have 

serious implications for your business' viability. 
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You might examine: 

• the way you extend credit to new customers 

• who owes you money 

• the steps you can take to recover it 

• insurance that can cover large or doubtful debts 

Financial risk should take into account external factors such as interest rates and foreign exchange 

rates. Rate changes will affect your debt repayments and the competitiveness of your goods and 

services compared with those produced abroad. 

d. Operational Risks 
Operational risks are associated with your business' operational and administrative procedures. These 

include:  

• recruitment 

• supply chain 

• accounting controls 

• IT systems 

• Regulations 

• board composition 

You should examine these operations in turn, prioritise the risks and make provisions for such a risk 

happening. For example, if you are heavily reliant on one supplier for a key component you should 

consider what could happen if that supplier went out of business and source other suppliers to help 

you minimise the risk. 

IT risk and data protection are increasingly important to business. If hackers break into your IT 

systems, they could steal valuable data and even money from your bank account which at best would 

he embarrassing and at worst could put you out of business. A secure IT system employing encryption 

will safeguard commercial and customer information.

How to Evaluate Risks 
Risk evaluation allows you to determine the significance of risks to the business and decide to accept 

the specific risk or take action to prevent or minimise it. To evaluate risks, it is worthwhile ranking 

these risks once you have identified them. 

This can be done by considering the consequence and probability of each risk. Many businesses find 

that assessing consequence and probability as high, medium or low is adequate for their needs. 

These can then be compared to your business plan - to determine which risks may affect your 

objectives - and evaluated in the light of legal requirements, costs and investor concerns. In some 

cases, the cost of mitigating a potential risk may be so high that doing nothing makes more business 

sense. 

There are some tools you can use to help evaluate risks. You can plot on a risk map the significance 

and likelihood of the risk occurring. Each risk is rated on a scale of one to ten. If a risk is rated ten this 

means it is of major importance to the company. One is the least significant. The map allows you to 

visualise risks in relation to each other, gauge their extent and plan what type of controls should be 

implemented to mitigate the risks. 

Prioritising risks, however you do this, allows you to direct time and money toward the most 

important risks. You can put systems and controls in place to deal with the consequences of an event. 

This could involve defining a decision process and escalation procedures that your company would 

follow if an event occurred. 
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Use Preventative Measures for Business Continuity 

Risk management involves putting processes, methods and tools in place to deal with the 

consequences of events you have identified as significant threats for your business. This could be 

something as simple as setting aside financial reserves to ease cash flow problems if they arise or 

ensuring effective computer backup and IT support procedures for dealing with a systems failure. 

Programs which deal with threats identified during risk assessment are often referred to as business 

continuity plans. These set out what you should do if a certain event happens, for example, if a fire 

destroys your office. You can't avoid all risk, but business continuity plans can minimise the 

disruption to your business. 

Risk assessments will change as your business grows or as a result of internal or external changes. 

This means that the processes you have put in place to manage your business risks should be regularly 

reviewed. Such reviews will identify improvements to the processes and equally they can indicate 

when a process is no longer necessary. 

How to Manage Risks 
There are four ways of dealing with, or managing, each risk that you have identified. You can: 

• accept it 

• transfer it 

• reduce it 

• eliminate it 

.For example, you may decide to accept a risk because the cost of eliminating it completely is too 

high. You might decide to transfer the risk, which is typically done with insurance. Or you may be 

able to reduce the risk by introducing new safety measures or eliminate it completely by changing the 

way you produce your product. When you have evaluated and agreed on the actions and procedures to 

reduce the risk, these measures need to be put in place. 

Risk management is not a one-off exercise. Continuous monitoring and reviewing are crucial for the 

success of your risk management approach. Such monitoring ensures that risks have been correctly 

identified and assessed and appropriate controls put in place. It is also a way to learn from experience 

and make improvements to your risk management approach. 

All of this can be formalised in a risk management policy, setting out your business' approach to and 

appetite for risk and its approach to risk management. Risk management will be even more effective if 

you clearly assign responsibility for it to chosen employees. It is also a good idea to get commitment 

to risk management at the board level. 

Good risk management can improve the quality and returns of your business. 

Choose the Right Insurance to Protect Against Losses 
Insurance will not reduce your business' risks but you can use it as a financial tool to protect against 

losses associated with some risks. This means that in the event of a loss you will have some financial 

compensation. This can be crucial for your business' survival in the event of, say, a fire which 

destroys a factory. 

Some costs are uninsurable, such as the damage to a company's reputation. On the other hand, in some 

areas insurance is mandatory. 
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Insurance companies increasingly want evidence that risk is being managed. Before they will provide 

cover, they want evidence of the effective operation of processes in place to minimise the likelihood 

of a claim. You can ask your insurance adviser for advice on appropriate processes. 

Insurance products. 

You can use a business interruption policy, for example, to insure against loss of profit and higher 

overheads resulting from, say, damaged machinery. 

You may also want to consider: 

• products liability insurance 

• key man insurance 

• group life assurance 

Liability insurance - public and products liability insurance - is designed to pay any compensation and 

legal costs that arise from negligence or breach of duty. Key man insurance is designed to cover you 

for the financial costs of losing key personnel. 

Group life assurance is provided by employers as part of a benefits package and pays out a lump sum 

to an employee's family should the employee die. 
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