Paper 2,
MARKING SCHEME

1.a)Explain five benefits of direct production.(10mks)
a) Cost is affordable as the capital required for one to produce goods for one’s own consumption is less compared to indirect production.
b)No wastage as one produces what he/she can produce what he or she can consume alone hence no extras which can get spoilt.
c) Variety of goods and services as one can produce different types of goods at the same time.
d) Involves use of locally available simple tools hence one may not necessarily need advanced technology which could be expensive to acquire.
e) Independence; as production is self-sufficient and producers produce enough for their own use.

(b)	Explain five differences between private limited company and partnership forms of 
Business units.								(10 mks)

	
	Private limited company
	
	Partnership 


	
	Have a minimum of 2 shareholders to 50 members.
	
	The business is owned by two or more persons with a maximum of twenty for ordinary partnership.


	
	The business can be managed by one director or two if big.
	
	The business is managed by active partners jointly.


	
	Do not allow the transfer of shares.
	
	They do not deal with shares but members contribution.


	
	All members have limited liabilities.
	
	One partner has unlimited liability except others who have limited liabilities.








2.(a). Discuss five factors that Nakuru county government may consider before incurring any expenditure.(10mks)
  i) Economy;
 County expenditure must be incurred in the most economical way by avoiding any possible waste from occurring.
ii) Maximum social benefit;
Any county expenditure must be incurred in such a way that majority of people are able to reap maximum benefit out of it.
iii) Flexibility;
County expenditure should be adaptable to any future unforeseen occurrence and economics situations in the county.
iv) Sanctions;
County expenditure must be approved by the county assembly to avoid embezzlement and misuse.
v) Proper financial management;
County funds should be well managed through maintenance of proper records and auditing as required.
(b)The following information relates to Maralal Traders for the month of May 2014.
May 1: Balance brought forward:
             Cash     Shs. 180,000
              Bank   Shs. 450,000 (Cr)
        3:  Received a cheque of 1,500,000 from Mpasha, a debtor
        7: cash sales Shs. 280,000
     11: Jolloimat, a creditor of Shs.600,000 was paid by cheque of sh 400,000 and the balance 
by cash.
     14: Received commission in cash sh. 150,000
     17: A debtor, Leteipa, paid his account of 185,000 by cheque less 2% cash discount.
     19: Paid the following expenses by cheque:
            Rent Shs. 75,000
            Electricity Shs. 32,000
Water  Shs. 25,000
    21: Withdrew Shs. 100,000 from bank for personal use
    24: Paid cash Shs 133,280 to Kinai after deducting a cash discount of 2%
    25: Received a cheque of sh. 200,000 from Kiyapi, a debtor
    28: Paid Salaries Shs. 120,000 by cheque.
    31: Banked all cash except sh. 50,000.

Required:
Record the above transactions in a Three column cash book.                          (10mks)


Three-column cash book
	Date
	Details
	L.F
	D. Rc
	Cash
	Bank
	Date
	Details
	L.F
	D.Al
	Cash
	Bank

	2014
May 1
	
Balance
	
b/f
	
	
180,000
	

	2014
May1
	
Balance
	
b/f
	
	
	
450,000

	,,  3
	Mpasha
	
	
	
	1,500,000
	,, 11
	Jolloimat
	
	
	20,000
	40,000

	,, 7
	Sales
	
	
	280,000
	
	,,19
	Rent
	
	
	
	75,000

	,,14
	Commission
	
	
	150,000
	
	,,19
	Electricity
	
	
	
	32,000

	,,17
	Leteipa
	
	3,700
	
	181,300
	,,19
	Water
	
	
	
	25,000

	
	
	
	
	
	
	,,21 
	Drawings
	
	
	
	100,000

	
	
	
	
	
	
	,,24
	Kinai
	
	2,720
	133,280
	

	,,25
	Kiyiapi
	
	
	
	200,000
	,,28
	Salaries
	
	
	
	120,000

	,,31
	Cash
	c
	
	
	226,720
	,,31
	Bank
	c
	
	226,70
	

	
	
	
	
	
	
	,,31
	Balance
	c/f
	
	50,000
	906,020

	
	
	
	
	610,000
	2,108,020
	
	
	
	
	610,000
	2,108,020

	Jun.1
	Balance b/f
	
	
	50,000
	906,020
	
	
	
	
	
	



3.(a) Describe five types of unemployment.10marks
      i) Involuntary unemployment; it occurs when people are actively looking for jobs at the existing wage rate but cannot get them.

     ii) Disguised unemployment; occurs when the number of people employed exceeds those that are required and workers full capabilities are not fully utilized

     iii) Frictional unemployment; it occurs when people lose jobs and go looking for new ones

iv)Residual unemployment; affects people who are physically or mentally challenged as employers may find it difficult to employ them

     v) Structural unemployment; occurs when demand for labor declines do to either changes in the method of production or a decrease in supply of goods and services

(b)	Explain five problems a country may encounter when measuring national income 
usingthe output approach.							(10 mks)

The problem of valuing government output since many of its services are not sold in the market.
The problem of valuation due to non-availability or inaccuracy of the output figure especially in the private sector.
The problem of deciding on the goods and services to include e.g. whether the output of a housewife should be included or not.
The problem of valuing output in the subsistence sector.
The problem n differentiating primary inputs from intermediate inputs.
Valuing illegal activities like drug trafficking and smuggling.

4.(a)Factors that encourage entrepreneurial development in Kenya
i)Improved infrastructure; good roads, adequate security, availability of water, electricity
will encourage entrepreneurial development. 
ii) Favorable government policies such as lessening tax burden by providing tax holidays, providing incentives and simplifying procedures and cost of obtaining relevant legal documents required
iii)Availability of market for goods and services/Expanding market due to devolution of services
iv)Increased accessibility to education and training/Expanded capacity to provide training for better skills to entrepreneurs.
v) Availability of resources/Increased accessibility to credit from commercial financial institutions and also from the government through government initiated projects like uwezo fund and women enterprise funds.
vi) Politicalstability/absence of political chaos/No inter-clan fighting creates a conducive environment for entrepreneurs to venture into varied investments with confidence.
vii) Favorable natural conditions/enough rainfall for agro-based businesses.



(b).By use of diagrams, show the effects on the equilibrium price and output due to increase indemand and supply respectively.(10mks)
		Increase in supply@√=½mk,axes labeling=½,total=5mks 
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5.(a)Explain five benefits that Kenya as a country may achieve by adopting 2030 
	Millenniumdevelopment goals.

Eliminating / reduction in poverty.to ensure that every citizen lives above the poverty line.
There will be reduced economic dependence through dissatisfaction, increased production and working towards self sufficiency
There will be provision of basic needs.
The country will maintain favorable balance of payment through an improved export sector in the economy.
The country will provide conducive environment for the technology advancement by establishing research institutions that bring about growth in technology.
Improve the quality of socio-economic institutions such as education, legal, administrative and political.
There will be reduced disparities in income distributions.
                (viii)Reduce unemployment through creation of employment opportunities.

(b).Reasons why a manufacturer may sell directly to consumers
i) Where the customers are concentrated in one place
ii) Customers are close by/Near the market
iii) Requirement by government policy as the government may force a particular manufacturer to sell their products direct to consumers.
iv) If products are produced only on order hence no need for intermediaries
v) Where Production follows customer specification
vi) Manufacturer has adequate financial resources to fund the process of distribution
vi) If the product is perishable/Fragile thus need for less handling
















6.(a)The following trial balance has extracted from the books of Bishar Retailers on 30th
April,2006.
	
	Dr
shs
	Cr
shs

	Sales
	
	186,000

	Purchases
	115,560
	

	Stock 1.5.2005
	37,760
	

	Carriage outwards
	3,260
	

	Carriage inwards
	2,340
	

	Returns outwards
	
	3,550

	Returns inwards
	4,400
	

	Motor expenses
	6,640
	

	Rent 
	4,560
	

	Salaries and wages
	24,490
	

	General expenses
	12,000
	

	Rates
	1,200
	

	Equipment
	6,000
	

	Machinery
	24,000
	

	Trade debtors
	45,770
	

	Trade creditors
	
	30,450

	Bank
	38,760
	

	Cash
	1,200
	

	Drawings
	20,500
	

	Capital 
	_______
	128,440

	
	348,440
	348,440



	Stock at 30th April,2006 was shs 49,980.  










Required:
(i)	Prepare Trading, profit and loss Account for the year ended 30th April 2006.												(7mks)

BISHAR RETAIL BUSINESS
TRADING PROFIT AND LOSS A/C
FOR THE PERIOD ENDING 30TH APRIL 2006

	Dr
	
	
	
	
	Cr

	
	Ksh
	Ksh
	
	Ksh
	Ksh

	Opening stock
	
	37760
	Sales
	186000
	

	Add purchases
	115560
	
	Less return inwards
	4400
	

	Add carriage inward
	2340
	
	Net sales
	
	181600

	
	117900
	
	
	
	

	Less return outwards
	3550
	114350
	
	
	

	COGAS
	
	152110
	
	
	

	Less closing stock
	
	49980
	
	
	

	Cost of goods sold
	
	102130
	
	
	

	Gross profit c/d
	
	79470
	
	
	

	
	
	181600
	
	
	181600

	
	
	
	Gross profit b/d
	
	79470

	Carriage outwards
	
	3260
	
	
	

	Motor expenses
	
	6640
	
	
	

	Rent
	
	4560
	
	
	

	Salary & wages
	
	24470
	
	
	

	General expenses
	
	12000
	
	
	

	Rates
	
	1200
	
	
	

	Net profit c/s
	
	27320
	
	
	

	
	
	79470
	
	
	79470

	
	
	
	Net profit b/d
	
	27320




                             @entry=½mark,total =7mks



(ii)	Balance sheet as at the date.						(5mks)

BISHAR RETAIL BUSINESS
BALANCE SHEET
AS AT 30TH APRIL 2006
	
	Ksh
	Ksh
	
	Ksh

	Fixed  Assets 
	
	
	Capital + Liabilities
	

	Equipment
	6000
	
	Capital
	128440

	Machinery
	24000
	30000
	Add net profit
	27320

	Current Assets
	
	
	Less drawings
	20500

	Stock
	49980
	
	
	135260

	trade debtors
	45770
	
	Current Liabilities 
	

	Bank
	38760
	
	Trade creditors
	30450

	Cash
	1200
	135710
	
	


165,710 165,710
                                            @entry=½mk,total=5mks
b) Meaning of forms of economic integration
i)Free Trade area
Member countries abolish or relax all trade barriers among themselves but each individual country remains free to impose restrictions on trade with non-member countries. E.gThe Preferential Trade Area (PTA).
ii)Customs union
Member countries abolish trade restrictions among themselves but at the same time impose a common tariff on trade with non-member countries. Such as the East African Customs Union (EACU)


iii)Common market
This is Free Trade and Customs Union but by extension, member states allow for free movement of factors of production such as labor, capital and entrepreneurship. It includes the Central American Customs Common Market (CACM)



iv)Economic union
This is a common market. However the agreement includes member countries work on joint economic institutions such as a central a bank, common currency or even common public services such as railways and communication network. 


7

