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BUSINESSSTUDIES
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INTRODUCTIONTOBUSINESSSTUDIES
Objectives:Bytheendofthetopic,thelearnershouldbeableto:

i) ExplainthemeaningofBusinessstudies
ii) ExplaintheimportanceofBusinessstudiesinsociety.
i) Business:Anyactivitythatiscarriedoutbyanindividualoran

organizationconcerningprovisionofgoodsandserviceswithaviewto
makingprofit.

ii) Businessstudies:Isthestudy/examinationofthebusinessactivitiesin
society.Theseactivitiesarerelatedtotheproductionofgoodsand
provisionofservices.
-Itcanalsobedefinedasthestudyofactivitiesthatarecarriedoutin
andaroundproduction,distributionandconsumptionofgoodsand
services.

iii)Goods:Theseareitemsthataretangible.i.e.theycanbetouchedand
felt.
Activity1:Thestudentstolistitemsintheclassroom thatcanbetouchedand
felt
-Furniture,buildings,books,vehiclese.t.c

iv)Services:Theseareeffortsoracts/actionsoractivitiesthatmaybesold
andareintangible(cannotbetouchednorfelt).
Activity2:Thestudentstolistitemsthatmoneyispaidtogetbuttheycannot
touch.

v)Production:Referstothecreationofgoodsandservicesorincreasing
theirusefulnessthroughactivitiessuchastransportingthem towheretheyare
required.Peoplewhoareinvolvedinproductionofgoodsandservicesare
referredtoasproducers.
Activity3:Usingthelistsofgoodsandservicesabove,thestudentstoname
thoseinvolvedintheirproduction.
vi)Distribution:Referstothemovementofgoodsandservicesfrom producers

totheusers.Someactivitiesthattakeplaceasgoodsandservicesallmoved
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includetransportation,storage,insurance,communication,advertising.e.t.c
vii)Consumption:Referstotheactofusingthegoodsorservicesproduced
consumptionistheultimategoalofproduction.Thepersonswhousesagood
oraserviceisreferredtoasaconsumer.
Activity4:Thestudentstolisttheconsumersofthegoodsandserviceslistedin
activity(1)and(2)above.
Businessstudiesasasubjectiscomposedoftopicsdrawnfrom various
disciplinessuchas:

a.Commerce
b.Accounting
c.Economics
d.Officepractice
e.Entrepreneurship

Commerce
Thisisthestudyoftradeandaidstotrade.Tradereferstotheexchangeof
goodsandservicesforothergoodsandservicesormoney.
Aidstotradearehumanactivities(services)thatassisttradetotakeplace.
Economics
Thisisthestudyofhowhumanbeingsstrivetosatisfytheirendlesswants
usingtheavailablescarceresources.
Accounting
Thisreferstoasystematicwayofrecordingbusinessactivitieswhichallused
fordecisionmaking.
Officepractice
Thisreferstoallactivitiesthatarecarriedoutinanofficee.g.communication,
filling,clericalwork,reproductionofdocumentse.t.c
Entrepreneurship
Thisisthestudyofactivitiesinvolvedintheprocessofidentifyingabusiness
opportunityandacquiringthenecessaryresourcestostartandrunabusiness.
Thepersonwhocarriesouttheseactivitiesisreferedtoasanentrepreneur.
ImportanceofBusinessstudiesinsociety
Businessstudiesismeanttopreparelearnerstofunctionasinformed
consumers,producersandworkersinthesociety.
Someofthebenefitsoflearningbusinessstudiesinclude:

i. Assiststhelearners/membersofthesocietytoacquireknowledgeand
awarenessofbusinessterminologieswhicharenecessarywhen
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discussingbusinessissuessuchasprofitandloss.
ii. Assiststheindividualsinappreciatingtheroleofbusinessinsociety/in

provisionofgoodsandservices.
iii. Itenablesthelearnerstoacquirebasicknowledge,skillsandattitudes

necessaryforthedevelopmentofselfandthenationbystartingand
operatingbusiness.

iv. Equipsthemembersofsocietywithknowledgeandskillsnecessaryto
startandrunabusinesscomfortably.

v. Makesthemembersofsocietytoappreciatetheneedforgoodbusiness
managementpractices

vi. Assistsindividualtoacquireself-disciplineandpositiveattitudetowards
work

vii. Equipsindividualwithabilitiestopromoteco-operationinsocietythrough
trade

viii. Enablestheindividualtounderstandtheroleofgovernmentinbusiness
activities

ix. Equipsindividualswithabilitiestounderstandtheroleofcommunication
andinformationtechnologyinmodernbusinessmanagement

x. Helpstheindividualstodeveloppositiveattitudestowardstheenvironment
xi. Equipstheindividualwithknowledgeandskillsrequiredtoevaluate

businessperformance
xii. Ithelpsindividualtodevelopvariousintellectualabilitiessuchasinquiry,

criticalthinking,analysis,interpretation,rationaljudgement,innovationand
creativity.

xiii. Itenableslearnerstoacquireskillsforwisebuyingandselling.
xiv. Itcreatesafirm foundationforfurthereducationandtraininginbusiness

andotherrelatedfields.
xv. Itenablesonetounderstandandappreciatethebasiceconomicissues

thataffectthesocietysuchasincreaseinpricesofgoodsandservices.

BUSINESSANDITSENVIRONMENT
Bytheendofthetopic,thelearnershouldbeableto:

a.Explainthemeaningandpurposeofabusiness
b.Identifyvariousbusinessactivities
c.Identifyvarioustypesofbusinessenvironments
d.Explainhowthevariousbusinessenvironmentsinfluenceabusiness.
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Meaningofabusiness
Thisreferstoanyactivitycarriedoutbyanindividualorbyanorganizationwith
theaim ofmakingaprofit.
Profitiswhatthebusinessearnsabovewhatitspendsinprovidinggoodsand
servicestothepeoplewhoneedthem.
Theterm businessalsoreferstofirmsororganizationsthatprovidegoodsand
servicestomakeaprofit.
Purposeofbusiness(Reasonsfortheexistenceofbusinesses)
Businessisimportantinanysocietybecauseitisnotpossibleforpeopleto
providethemselveswithallwhattheyneedwithoutdirectorindirectaidfrom
others.Someofthemainreasonswhybusinessesexistare:

i) Toprovidegoodsandservices-Businessesexisttosatisfytheneeds
andwantsofbuyersbyprovidingthem withgoodsandservices.Buyers
includeindividualconsumers,otherbusinessesandthegovernment.

ii) Tocreateemployment-Businessesprovidejobopportunitiesthrough
whichmembersofsocietycanearnmoney,whichcanbeusedtobuy
goodsandservicesforthesatisfactionoftheirneeds.

iii) Toearnprofit-Profitistheprimarygoalofcarryingoutbusiness
operations.Itisearnedbythepeoplewhoputtheirresourcesandeffort
inbusiness

iv) Asanoutletofnewinnovation-Somebusinessesprovideuniquegoods
andserviceswhichmaynotbeexistinginsocietye.g.plasticfencing
polesthatarenowreplacingwoodenpoles.

v) Tobeasownboss-Somepeoplerunbusinessessoastobeinfull
controloftheoperationsandmakeallthedecisionsregardingthe
businesswithoutneedofreferencetopeople.

vi) Toutilizeextraresources-Somepeoplegointobusinesstomakeuseof
moneyorpropertywhichisnotbeingputtoprofitablyuseatagiven
time.

vii) Toofferspecialservices-Somebusinessesprovideservicesthatraise
thelivingstandardofpeoplee.g.governmententerprisesthatprovide
publicutilitiessuchashealthcareandwater.

viii)Toutilizesparetime-Somepeoplerunbusinessesinordertomakeuse
ofextratimeattheirdisposalandintheprocessmakesomeextra
money.Alargenumberofformallyemployedpeoplehavesmall
businesswhichtheyrunduringtheirfreetimeinordertoearnmore
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money.
NB:Whateverpurposeabusinessfulfills,ithastoearnareasonablereturnon
theinvestedmoneytosurvive.

TYPESOFBUSINESSACTIVITIES
Peoplecarryoutdifferentbusinessactivitiesinordertoearnincome.
Businessactivitiesareactivitieswhichinvolvetheprovisionofgoodsor
serviceswithanaim ofearningaprofit.
Activitiesdonewithouttheintentionofmakingprofitarereferredtoasnon-
businessactivities.Businessactivitiesmaybegroupedintothefollowing
sevencategories:
a)Extraction

Thisinvolvesobtaininggoodsfrom theirnaturalsettinge.g.mining,farming,
lumbering,fishing,quarryinge.t.c

b)Processing-Thisinvolvestheconversionofrawmaterialsintomoreuseful
productswithoutcombiningitwithothergoods.Exampleshereinclude
milling/grindingflour,refiningoil,tanningofskinsandhides,conversionof
ironintosteele.t.c

c)Manufacturing-Thisinvolvescombiningdifferentrawmaterialstocomeup
withonefinalproduct.Suchactivitiesincludebreadbaking,makingatable
e.t.c

d)Construction-Thisinvolvesbuildingofstructuressuchas
bridges,ships,aeroplanes,houses,roads,railwayse.t.c

e)Distributionofgoods-Thisreferstotheactivitiesinvolvedinmovinggoods
from wheretheyareproducedtowheretheyareneeded.Peoplewhocarry
outdistributionarecalleddistributors.Examplesofdistributorsare
wholesalersandretailers.

f)Trade-Activitiesinthiscategoryinvolvethebuyingandsellingofgoods
withaviewofmakingaprofit.Peopleinvolvedintradearecalledtraders.

g)Provisionsofservices-Activitiesinthiscategoryinvolvehumanactswhich
couldbementalorphysical.Theseincludeactivitiessuchashair-cutting,
hairstyling,car-washing,nursing,teaching,driving,andentertaininge.t.c.

NOTE:Studentstogiveexamplesofactivitiestheypaymoneyforwhichare
notgoods.

BUSINESSENVIRONMENTSANDTHEIREFFECTSONTHEBUSINESS
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Businessenvironmentreferstoconditionsorfactorswhichsurroundandaffect
businessoperations.Thesefactorscouldbewithinthebusiness(internal
environment)orfrom outsidethebusiness(externalenvironment).
Thesefactorsaffectthedecisions,strategies,processesandoverall
performanceofthebusiness.
Activity:Discusssomefactorsthathaveastronginfluenceonbusinesses
withintheimmediateenvironment.
InternalBusinessEnvironment
Thiscomprisesfactorsthatarewithinthebusinessunititself.Thesefactors
canbecontrolledfullybythebusiness.Internalenvironmentalconditionscould
beeitherstrengthorweaknesses.Thestrengthstendtoimprovethe
performanceofthefirm whileweaknessestendtoaffecttheoperationsofthe
businessnegatively.
Internalenvironmentisalsoreferredtoas:micro-environment.Micro
environmentalfactorsinclude:

1)Objectivesofthebusiness
Theseatetargetsorgoalsthataresetbytheownersormanagersofa
businesstobeachieved.Theobjectiveswillinfluencethefollowing;

a.Thestrategiesofabusiness-Thisisaplanofactionwhichabusiness
intendstofollowsoastoachieveitsgoals.

b.Theresourcesrequired-Bystudyingtheobjectivesset;abusinesscan
determinetheresourcesrequiredforitseffectiveoperation.These
resourcesmaybephysical,financial,humane.t.c

2)Managementpoliciesandstyle
Themanagementreferstothepeoplewhoareresponsiblefordirectingthe
day-to-dayoperationsofabusiness.Itisthemanagementthatsetsthe
objectivesandpoliciesofanorganization.
Apolicyisacourseofactionofactionforachievingsetobjectives,whichis
adoptedbyabusiness.(itistheestablishedwayofdoingthingsinabusiness.
a)Thepoliciesofabusiness-Thepoliciesadoptedbyabusinessmayboost

orhinderitsgrowthandsurvivale.g.themanagementmaydecidethat
workerswillnotbeallowedtojointradeunions.Thismaymakethe
workersfeellockedoutofthedecision-makingprocess,resultingin
tension.Thistensionmayinterferewiththeperformanceoftheemployees
andresultininefficiency.

b)Theactivitiesofabusiness-Managementpolicieswilldeterminethe
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activitiesofabusinessi.e.thegoodsandservicesprovided,locationof
businesse.t.c.

c)Managementstyle-Thisreferstohowmanagersconductthedaily
operationsofthebusiness.Thiswilldeterminehowworkersrelatewith
theirmanagers.Thestyleadoptedbythemanagementwillinfluencethe
workersperformancepositivelyornegativelythusaffectingtheoverall
performanceofthebusiness.

3) Businessstructure
Thisistheformalarrangementofactivitiesthatarecarriedoutatvariouslevels
oftheorganizationsothatobjectivesofthebusinesscanbeachieved.
Dutiesandresponsibilitiesofalltheworkersaredefinedinthebusiness
structure.Theirinterrelationshipsarealsodefined.
Awelllaidoutbusinessstructureislikelytoleadtosuccessofthebusiness
since:

i. Eachoftheemployeesknowwhatisexpectedfrom them
ii. Therewillbenoconflictsorconfusionamongtheworkers

iii. Team workisenhanced
iv. Ensurespropercontrolwhichisturnpromotesefficiency.
Apoorbusinessstructureleadstobusinessfailure.

4)BusinessResources
Aresourcereferstoanythingthatcanbeusedtoachieveanobjective.These
resourcesinclude;

a.Humanresource-Humanresource(personnel)referstotheemployees
workinginanorganization.Employeeswillonlybeusefuliftheyhavethe
necessaryknowledgeandskillstosuccessfullycarryouttheassigned
tasks.Itisthereforenecessaryforthemanagementtomatchthecorrect
peoplewiththecorrectjobactivities;thiswillensuresuccessforthe
business.

b.Financialresource-Moneyisrequiredinordertostartandoperatea
business.Abusinesswithadequatefinancesthatarepropertyallocatedto
variousactivitiesandalsomonitoredislikelytodobetterthantheone
lackingsuchaspects.

c.Physicalresources-Theseincludetangiblefacilitieswhichbelongtothe
businesssuchasbuildings,machinery,furnitureandstock.Availabilityof
suchfacilitiesenablesthebusinesstooperate.
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d.Technology-Thisreferstoskillsandmethodsusedinproduction.Useof
moderntechnologyenhancesproductionofgoodsandservices.

5.) Researchanddevelopment
Researchanddevelopmentisanimportantfactorforthesuccessofa
business.Researchgeneratesnewideas,skillsandbettermethodsofdoing
things.
Abusinesshastodomarketandconsumerresearchregularlytofindouthow
theconsumersperceiveitsgoodsandservices,andhowtheycanimprovein
ordertooutdotheircompetitors.
Researchalsoassistsinthedevelopmentofnewanduniquegoodsand
servicesthatmayattractnewconsumersormaintaintheloyaltyofthe
existingones.
6.)Businessculture
Thisisacombinationofemployeesexpectations,beliefsandvalueswithin
thebusiness.Itisnormallypassedonfrom onegenerationofemployeesto
thenext.Employeesacquirenormsandcodeofconductthatisacceptableto
allfrom thegeneralmanagerdowntothesweeper.Abusinessthathasa
cultureofinvolvingemployeesindecision-makingmayperform betterthan
onethatdoesnotinvolveitsemployees.
7.Owners
Theownersofthebusinessprovidefinances/resourcestostartandrunthe
business.Theyalsomakedecisionsconcerningoperationsofthebusiness.
Appropriatedecisionsarelikelytoleadtowellbeingofthebusinesswhile
poordecisionsmayadverselyaffectthebusiness.

ExternalBusinessEnvironment
Thisenvironmentconsistsofallthefactorswhichaffecttheoperationsofthe
businessfrom theoutside.Someofthesefactorsofferbusinessopportunities
whileothersmaycreateproblems(threats).
Businesshavelimitedornocontroloverexternalenvironmentalfactorsand
shouldthereforetrytodoadjustinordertocopewiththem.
Externalenvironmentalfactorsarealsoreferredtoasmacro-environmenti.e.
environmentthatisinlargescale.
Externalbusinessenvironmentcanfurtherbesub-dividedintooperating
environmentandremoteenvironment,dependingonwhetherthefactorscanbe
influencedtosomeextentornot.Thoseenvironmentsthatcanbeinfluenced
arereferredtoasoperatingenvironmentwhilethosethatcannotbeinfluenced
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areknownasremoteenvironment.

ENTREPRENEURSHIP
Bytheendofthetopic,thelearnershouldbeableto:

i. Explainthemeaningofentrepreneurship
ii. Discusstheimportanceofentrepreneurshiptoaneconomy

iii. Describecharacteristicsofanentrepreneur
iv. Generatebusinessideas
v. Identifyabusinessopportunity

vi. Evaluateabusinessopportunity
vii. Explaintheneedforabusinessplan

viii. DiscussfactorsthatinfluenceentrepreneurshippracticesinKenya
ix. Discussthecausesofbusinesssuccess
x. Recognizetheneedforethicalpracticesinbusiness

Meaningofentrepreneurship
Thisistheprocessofidentifyingbusinessopportunitiesandgatheringthe
necessaryresourcestostartandrunabusiness.
Anentrepreneurwhoidentifiesbusinessopportunitiesandgetsthenecessary
resourcesinordertostartandrunabusiness.Theentrepreneurtherefore
createsnewbusinessesortransform theexistingonesinthefaceofrisksand
uncertaintiesinordertomakeprofits.
Anentrepreneuristhereforeabusinessowner;hestartsandorganizesthe
business(thefactorsofproductioninappropriatecombination)
Importanceofentrepreneurshiptoaneconomy

i. Creationofemployment-Throughentrepreneurship,jobsarecreated
whichhelpinabsorbingpeoplewhowouldotherwisehavebeen
joblesse.g.peopleemployedinthejuakalisector.

ii. Formationofcapital-Profitearnedbyentrepreneursmaybeusedto
expandthebusinessoreventostartotherbusinesses.Wagesand
salariespaidtotheemployeesisasourceofcapitaltothem.

iii. Raisingstandardsofliving-Entrepreneurspaywagesandsalariesto
theiremployeeswhichenablethem toacquiregoodsandservices
theyneedtolivecomfortablelives.Entrepreneursalsoprovideawide
varietyofgoodsandservicestoconsumershenceleadingto
improvedlivingstandards.

iv. Encouragestheuseoflocalresources-Entrepreneurshipmakesit
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possibletouse/exploitlocalresources.Idleresourcessuchasscrap
metalmaybeusedtomakejikos.

v. Improvinginfrastructure-Theexistenceofbusinessesintheeconomy
makesthegovernmentestablishorimproveinfrastructuresuchas
roads,communicationfacilitiesandwater.Atothertimes,
entrepreneursmaycombineforcestoimproveinfrastructureintheir
areaofoperation.

vi. Savingsonimports-Localentrepreneursareabletoproducegoods
andservicesthatareasubstitutetoimports.Thishelpsthecountryto
reducetheamountofmoneyrequiredtopayforsuchimports.

vii. Reducingforeigndominanceoftheeconomy-Participationoflocal
entrepreneursinvariousbusinessactivitieshelpsinreducing
investmentsbyforeignersintheparticulararea.

viii. Promotionoftechnology/promotionofinnovation,researchand
development-Entrepreneursarecreativeandtheycomeupwithnew
andbetterwaysofaccomplishingtasks.Mostoftheinventionsand
innovationsinoursocietyhavebeendevelopedbyentrepreneurs.

ix. Promotionofentrepreneurialculture/helpsinthecreationofrole
models-Successfulentrepreneurs/entrepreneurialventures
encourageothermembersofsocietytoinitiatetheirownbusinesses
andhenceactasrolemodelsinthebusinessworld.

x. Itcontributestogovernmentrevenue-Taxesandfeespaidby
entrepreneurialventuresconstitutepartofgovernmentrevenue/
incomethathelpsittofacilitateitsoperations.

xi. Itpromoteseconomicgrowth-Entrepreneursproducegoodsand
services.Thisincreasesthevolumeofgoodsandservicesinthe
economyleadingtoexpansionoftheeconomy.

xii. Itmaypromoteself-actualizationandesteem-Byinitiatingbusine-
ssesinwhichtheyaretheirownbosses,entrepreneursprideis
boostedandthismaypromotetheoverallproductivityofthe
economy.

Characteristicsofanentrepreneur
Agoodentrepreneurshouldhavethefollowingcharacteristics:
a) Desiretoachieve-Anentrepreneurisapersonwhowishestoexcelandhas
thedrivetosucceedwhilecompetingwithothers.He/shealwaystriesto
accomplishsomethingnew.
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b) Abilitytosolveproblems-Anentrepreneurisexpectedtostrugglewith
determinationtogetsolutionsevenunderdifficultsituationsothatthe
businesscansucceed.

c) Risktaker-Entrepreneurstakeviablebusinessventuresevenwhenthey
arenotsureofthereturns.Theyassesssituationsandtakecalculatedrisks.

d) Initiative–Anentrepreneurshouldbeaggressiveinimplementingideas
wellaheadofotherbusinessessothathe/shecanbeaheadofthem.

e) Timeconsciousness-Anentrepreneurshouldbeabletousetimewisely
andavoidwastingit.Awiseandquicklyimplementeddecisionmaymean
successinbusinesswhereastimelostmaymeanfailure.

f) Creativityandinnovation-Anentrepreneurshouldbeabletogeneratenew
ideasaswellasthinkofthebestwaysofputtingthem intopractice.

g) Independenceandselfconfidence-Entrepreneursaretheirownbossesand
shouldbelieveintheirabilitytodothingsandsucceed.

h) Persistenceandpatience-Anentrepreneurshouldnotgiveupwhen
challengesarise.Sometimes,he/shetakestimeandmakearepeatedaction
oradoptsadifferentcourseofactioninordertoovercomesuchchallenges
soastoreachthetarget

i)Decisive-Entrepreneurshavestrongproblem,solvinganddecisionmaking
skills.Thebusinessenvironmentissuchthatdecisionhastobemade
quicklytorespondtoanysituationthatmayarise.

j)Persuasive-Convincingpeopletobelieveintheirideasandbuytheirproducts
keepsentrepreneursinbusiness

k) Goal-oriented-Entrepreneursareachieverswhoworktowardssetgoals.
Theycontinuallymonitorprogresstodeterminewhethertheyareachieving
thegoalstheyhavesetandwhereimprovementsneedtobemade.

l)Seekinformation-Entrepreneursusevariousmethodstogettherelevant
informationthatisnecessaryforthesuccessofthebusiness.

m)Concernforhighqualityproducts-Anentrepreneurshouldstrivetocopeor
beattheexistingstandardsofquality.Thiswillenablehim/hersucceedina
competitivemarket.

n)Commitmenttowork-Anentrepreneurplacespriorityongettingtasks
accomplished.Toachievethishe/shemaymakeextraordinarypersonal
sacrificee.g.workinguntilverylate.

o)Concernforcustomersatisfaction-Anentrepreneurshouldensurethat
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customersaresatisfiedsoastocontinuebeing/remainloyaltothe
business.

p)Desiretofeedback-Anentrepreneurshouldbeinterestedinknowinghowthe
businessisperforming.

GeneratingBusinessIdeas
Foranentrepreneur,thefirststepinstartingabusinessbeginswithanidea
(businessidea).
Businessideasareallaboutthoughtsonpossiblebusinessesanentrepreneur
canstartorimprove.Itindicatesamongotherthings;

a)Theproductstoproduce/sell
b)Whothebusinesswillsellto(market)
c)Wherethebusinesswillbelocated
d)Howthewillberun(management)
e)Whythebusinessisneeded(objectives)

SourcesofBusinessIdeas
i.Newspapers-LocalnewspapersliketheDailyNation,EastAfricane.t.c

especiallyinthebusinessandadvertisingsectionshavealotofinformation
aboutcommercialopportunitiesaswellaspersonalservices.

ii. Showsandexhibition-Visitingshowsandexhibitionsorganizedby
manufacturesanddistributorsandaskingquestionsfrom thesalespersons.
Entrepreneurscanalsogetbusinessideasfrom productsdisplayedinsuch
shows.

iii.Magazinesandjournals-Readingmagazinesandjournalswithbusiness
informationmayequipanentrepreneurwithnewbusinessideas.
iv.Hobbies–Theseareactivitiespursuedforpleasurebuttheycanalsoserve
asasourceofbusinessidease.g.photography.
v.Vocationaltrainingandexperience-Abusinessideamaybedevelopedfrom
one’sownareaoftrainingorexperiencee.g.ateachermayuseideasfrom
his/hertrainingtostartaprivateschool.
vi.Surveysandmarketresearch-Thisinvolvesconductinganinvestigationto
gatherinformationfrom consumersonwhatproductstheyrequire.
vii.Recycling/usingwasteproducts-Somewasteproductscouldbeconverted
intousefulproductse.g.scrapmetalformakingjikos,oldtyresformaking
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sandalse.t.c
viii.Listeningtowhatpeoplesay-Bylisteningkeenlytowhatpeoplesay,onecan
identifyunsatisfiedneedse.g.complaintsaboutgoodsandservicesinthe
market.Thesecomplaintsmayform abasisofabusinessideaforan
entrepreneur.
ix.Identifyingamarketgap(niche)-Anentrepreneurmaytrytoidentify/spotthe
needsofconsumerswhicharenotbeingmetbytheexistinggoodsandservices.
x.Brainstorming-Anentrepreneurcanengageotherpeopleinadiscussionon
howbesttodevelopbusinesses.
xi.Listingattributesofaproduct-Bylistingtheattributesofaproductthatis
alreadyexistinginthemarket,onecanfindnewusefortheproduct.
xii.Copying/improvinganexistingbusiness-Thisinvolvesidentifyingthe
weaknessesofabusinessandtryingtocomeupwithsolutions.
BusinessOpportunity
Agoodbusinessplanisnotnecessarilyabusinessopportunity.Abusinessidea
becomesabusinessopportunityifitisviablei.e.itcanbedevelopedintoa
successful/profitablebusinessenterprise
Abusinessopportunityisafavourablechancethatanentrepreneuracceptsfor
investment.Itexistswherethereisagaptobefilledintheneedsofthemarket.
Examplesofsuchgapsinclude:
a)Inavailabilityofproducts-Thisiswheregoodsandservicesneededbythe

consumersarenotavailableatallinthemarket.
b)Poorqualityproducts-Abusinessopportunityexistsifoneoffersbetter

qualitygoodsandservicesthanthoseoftheexistingbusinesses.
c)Insufficientquantities-Thisiswherethegoodssuppliedarenotenoughto

meetthedemand/needoftheconsumers.
d)Unaffordableprices-Abusinessopportunityexistswhereonewouldcharge

affordableprices.
e)Poorservices-Abusinessopportunityexistswherecustomersarenotserved

well.
Evaluatingabusinessopportunity
Thismeansassessingwhethertheidentifiedopportunityisviableornot.This
helpsinarrivingatthebestdecisionconcerningthebusinessideatoimplement
Evaluationshouldbedonecarefully,systematicallyandwithoutemotions.
Evaluationisnecessaryevenwherethereisonlyonebusinessidea.Thiswill
helpinavoidingstartingabusinessthatcannotsucceed.
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Factorstoconsiderwhenevaluatingabusinessopportunity
Thefollowingarethefactorstoconsiderwhenevaluatingabusiness
opportunity.

a.Personalconsideration-Thesearetheabilitiesandexpectationsofan
entrepreneur.Theyincludethefollowing;
Objectives-Theentrepreneurshouldevaluatethebusinessideatofind

outwhetheritisinlinewithhis/herobjectives.
Skills-Whereabusinessrequirescertainspecializedskillsandthose

skillsarelackingtheideamaybedropped.
Commitments-Wherethebusinessislikelytointerferewiththe

entrepreneursothercommitmentsitmayfail.
Interest-Itisnecessarytocheckwhethertheintendedbusinesswill

interesttheentrepreneurornot.Iftheentrepreneurwillnotenjoyrunning
thebusiness,theideashouldbedropped.

b.Businessconsideration-Theseareexternalfactorsthatarelikelytoaffect
theoperationsofthebusinessandtheyinclude;

i. Availabilityofmarketfortheproduct-Anentrepreneurshouldassessthe
availabilityofcustomersbeforestartingabusiness.Customersexist
wherethereisagap/nichinthemarket.

ii. Technology-Thebusinessshouldbeevaluatedintermsofwhetherthereis
anappropriatetechnologythatcanbeusedinproduction.Factorstobe
lookedintoinclude;
a.-Appropriatenessofthetechnology
b.-Thecostofthetechnology
c.-Thepossibilityofthebusinesssufferingincasethetechnology

becomesoutdated/obsolete.
iii. Availabilityofrawmaterialsandotherresources-Therawmaterialsand

resourcesrequiredshouldbewithinthereachandaffordabletothe
entrepreneur.

iv. Governmentpolicy-Anentrepreneurshouldconsidertherequirementsof
thegovernmentbeforestartingabusinesse.g.thegovernmentmay
requirecertainbusinessestobelocatedincertainareasonly.

v. Amountofcapitalrequired-Thecapitalrequiredtorunandmaintainthe
businessshouldbeconsideredi.ethesourceofcapital.

vi. Profitabilityofthebusiness-Withinacertaindurationoftime.
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vii. Thebreak-evenperiod-Howlongthebusinesscantaketosupportitself.
viii. Possibilityofexpansioni.e.thepotentialforgrowthofthebusiness.

ix. Impactofthebusinessoperationsontheenvironments;somebusinesses
leadtoenvironmentaldegradationandshouldbelocatedinappropriate
places/effectoncommunityandenvironmentalhealth.

x. Security-Availabilityofsecurityshouldbeconsidered.
xi. Levelofcompetition-Thiswillhelpdeterminewhetherthebusinesswill

surviveornot.
xii. Therisksthatthebusinesswillface.

BUSINESSPLAN
Thisisawrittendocumentthathighlightstheobjectivesofthebusinessand
stepstobefollowedinordertoachievetheseobjectives.Itindicateswherethe
businessis,whereitwantstomoveto,howandwhen.
Contentsofagoodbusinessplan

1.Nameofthebusiness
2.Theproducttobesoldorproduced
3.Personneltomanagethebusiness
4.Amountoffinanceandotherresourcesrequired
5.Themarkettobeserved(customers)
6.Typesofemployeesrequired
7.Projection(levelofachievementinfutureintermsofprofit)
8.Summaryoftheplan.

Needforthebusinessplan
i. Abusinessplanisnecessarytoanentrepreneurforthefollowingreasons:

ii. Avoidingmistakes-intheprocessofdrawingaplan;mistakesthatwould
takeplaceinthebusinessareidentifiedandcorrectedintheplan.This
helpsinavoidingtheoccurrenceofsuchmistakesinthebusiness.

iii. Identifyingstrengthandweaknesses-Abusinessplanhelpsinidentifying
strengthsorweaknessesandwhereweaknessesaredetected,remedial
actionsmaybetakenearlyenough.

iv. Requirementbyfinanciers-Financialinstitutionssuchasbanksmayrequire
abusinessplanbeforetheycanaccepttofinancetheactivitiesofthe
business.

v. Allocationofresources-Ithelpstodeterminetheresourcesrequiredand
planonhowandwheretousethem.Thisensuresthatresourcesare
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neitherunderutilizednorusedforthewrongpurpose.
vi. Facilitatesbusinessevaluation-Abusinessplanhelpsanentrepreneurto

assesstheprogressofthebusinessandanydeviation(difference)from
theintendedplancanbecorrectedingoodtime.

vii. Ithelpsanentrepreneuroutlinecompetition-Ithelpstheentrepreneurtobe
fullyawareofthemarketsheorheplanstooperatein,understand
importanttrendsandknowwhoher/hiscompetitorsareandtheir
strengthsandweaknesses.Thisinformationaidstheentrepreneurto
developproductsthatarebetterthanthoseofthecompetitors.

viii. Amotivatingfactor-Abusinessplaniscommunicatedtoallemployeesin
thebusiness.Thismakesthem awareofthedirectiontobetakenbythe
business.Thismotivatesthem toworktowardsthatdirection.

ix. Adaptability-Normally,notalleventsoccuraspredictedinthebusiness
plan.However,awelldrawnbusinessplanshouldgiveroom to
accommodateanychangesthatmightoccurinthefuture.

x. Toolforcontrol-Planninginvolvessettingofstandardsagainstwhich
performancescanbeassessed.Incaseofdeviationcorrectivemeasures
canbetaken.

Factorsthatinfluenceentrepreneurshippractices
Therearemanyconditionsorfactorswhichmayencourageordiscourage
entrepreneurship.Someofthesefactorsare:

i. Governmentpolicy-Somegovernmentpoliciesarefavourabletothe
operationsofthebusinessandthusencouragepeopletogointobusiness
whileotherpoliciesmaybeunfavourableandwilldiscouragepeoplefrom
goingintobusiness.E.g.highertaxesareunfavourablehencediscouraging.

ii. Infrastructure-infrastructureincludestransportandcommunication
networks,water,securitye.t.c.Availabilityofgoodinfrastructureinanarea
tendstoencouragepeopletosetupbusinesseswhilepoorinfrastructure
tendstodiscouragethem

iii. Levelsofeducationandskills-Relevantandappropriateknowledgeand
skillsarenecessaryifthebusinesshastosucceed.Theseareacquired
througheducation,trainingorexperience.

iv. Availabilityofmarkets-Adequatemarketsencouragesexisting
entrepreneurstocontinueproducingandalsoencourage/attractnewones
toventureintobusiness.

v. Availabilityofresources-Appropriateresourcesarenecessaryforstarting
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andsmoothrunningofabusiness.Theseresourcesincludephysical,
human,capitalandtechnology.

vi. Culturalandsocialbeliefsandattitudes-Thesearenorms,valuesand
beliefsofagivencommunity.Culturehelpsdeterminethekindofgoods
andservicesthatpeopleconsume.thisinturn,dictatesthetypeof
businessestobeestablishedinsuchcommunities.e.gMuslimsdonot
takeporkthereforebusinessessellingporkwillnotdowellinsuch
communities.

vii. Competition-Businesseswilldowelliftheyareabletocompletefavourably.
Otherswillavoidcompetitionbyestablishingbusinesseswherethereisno
competition.

viii. Politicalstability-politicalstabilitygivesconduciveatmospherefor
businessestostartandthriveontheotherhands,wherethereisno
politicalinstability,businessesmaynotdowellandentrepreneursmay
closedownbusinessesornewonesmaynotcomeup.

ix. Naturalfactors-naturalfactorssuchasrainfall,temperatures,earthquakes,
pests,droughte.t.c.mayinfluencethetypeofbusinessesthatarecarried
outinanarea,especiallyagriculturalbusinesses.

x. Presenceofrolemodelsinthesociety-Thepresenceofsuccessful
entrepreneursactsasanencouragementtoaspiringentrepreneurs.

CausesofBusinesssuccess
Abusinessisconsideredasbeingsuccessfulifitmakesconsistentprofitand
experiencesprogressivegrowthinthescaleofitsoperations.
Someofthefactorsthatleadtothesuccessofbusinessmayinclude:
(i) Rightchoiceofbusiness-Agoodbusinessopportunityneedstobe

evaluatedonthebasisofabilitytocapturemanycustomers,make
reasonableprofitfortheowner(s)andprovideanopportunityforgrowth.
Makingtherightchoiceofabusinessorproductultimatelycontributesto
thesuccessofabusiness.

(ii)Propermanagerialskills-Anentrepreneurshouldbeabletocarryout
managementroleseffectively.Agoodmanagerwillcarryoutrolessuchas;

a)Hiringstaff-Theprocessofacquiringnewemployeestotakeupnew
positionsortoreplaceemployeeswhohaveleftthebusiness.

b) Assigningduties-Allocatingemployeesdutiesaccordingtotheir
qualifications.

c) Supervising-Ensuringthatemployeescarryouttasksthatare
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assignedtothem
d) Training-Enablingemployeestoacquireknowledgeandskills

necessarytoperform dutiesassignedtothem.
e) Motivating-givingemployeesinducementtoperform theirduties.

(iii)Properlocation/availabilityofcustomers-Thebusinessshouldbesituated
inaplaceconvenientforitsoperationse.g.wherecustomersareeasily
available.

(iv)Adequatefinance/capital-Moneyisneededtoacquireotherresourcesthat
arerequiredbythebusiness.Abusinessthathasadequatecapitalislikely
todowellasitisabletofinanceallitsoperations.

(v) Lackofcompetition-Mostbusinessesareputoutofoperationbystiff
competition.Therefore,abusinessoperatinginanareawherethereis
littleornocompetitionislikelytosucceed.

(vi)Commitmenttobusiness
(vii)Properfinancialmanagement-Propermanagementoffinancesis

necessaryforthesuccessofthebusiness.Itensuresthatmoneyis
availableandisusedfortheintendedpurpose.

Managementoffinancesincludes:
a) Acquisitionoffinances-Thisinvolvesraisingoftherequiredamountsof

money.Thiscanbedonethroughavarietyofwayssuchasloansfrom
financialinstitutionsandowner’scontributions.

b) Managingcash-Thisensuresthattheavailablemoneyisonlyusedforthe
activitiesthatarebeneficialtothewellbeingofthebusiness.

c) Properrecordkeeping-Thisinvolveshavingarecordoffinancesraised
andhowtheyareused.

(viii)Properdebtmanagement-Careshouldbetakentoensurethatcreditis
onlyextendedtocreditworthycustomers(creditworthycustomersare
thosewhosechancesofpayingarehigh).Debtcollectionshouldalsobe
carefullyplannedtoensurethattheyarecollectedwhendue.

(ix)Goodpublicrelations-Thisinvolvescreatingandimprovingagood
relationshipbetweenthebusinessandotherpeople.Goodrelationsare
necessaryforattractingandretentionofcustomers.

(x)Beingcreativeandinnovative-Thisinvolvesfindingnewusesofaproduct,
newchannelsofcommunicationandnewwaysofdoingthings.This
enablestheentrepreneurtobeaheadofothers.

(xi)Propermarketresearch-Thebusinessenvironmentusuallychangesata
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highrate.Thismakesitnecessaryforanentrepreneurtostudyhis/her
customer’spreferences,tastes,spendingpatterns,incomelevels,
competitions,andbehaviorandsubstituteproducts.

(xii)Good/propertimemanagement-Timemanagementistheabilitytocarry
outplannedactivitieswithintheallocatedperiod.

(xiii)Properskillsandattitudesofemployees-Employingqualifiedstaffresults
inworkbeingdoneinaprofessionalmanner.Thisenhancesthe
performanceofthebusiness.

(xiv)Properpricingofgoodsandservices-Pricingshouldbedoneappropriately.
Ifthepricesfortheproductsaretoohigh,thebusinesswilllosecustomers.
Verylowpricesmayattractcustomersbutkillthebusiness.Itistherefore
importanttocreateabalancebetweenpricetochargeandtheprofit
margintorealize.

ETHICALISSUESINBUSINESS
Ethics-referstoasetofvalues,principlesandrulesofacceptablebehavior
whichinfluencehowindividuals,groupsofpeopleandthesocietyingeneral
behave.
Businessethics-referstoacceptablebehaviorthatshouldbedisplayedby
businesspeople.Businessethicshelpsbusinessesindecidingwhatactionsare
rightorwrongdependingoncircumstances.
Ethicalissues-arethemoralconcernsthatariseinthecourseofcarryingout
business.
NeedforEthicalissuesinBusiness
Theneedforethicalissuesinbusinessincludesthefollowing;
i.Ensuresnodiscriminationinbusiness-Businessethicsensuresthereisno

discriminationinareassuchasrecruitment(hiring),promotion,training,
remunerationandassignmentofduties.Theseprocessesshouldbeobjective
andbasedonmerit,qualification,experienceandability.

-Itensuresthateverybodyisgivenanequalopportunity(hasequalchance)and
isnotdiscriminatedagainstbecauseoftheirsex,religion,ethnicity,social
backgrounde.t.c.
ii.Ensuresprotectionoftheenvironment/Helpsinavoidingenvironmental

pollution-Businessethicsprohibitsbusinessunitsfrom carryingoutactivities
thatmaycausepollutionanddegradationoftheenvironment.Environmental
degradationmaybecausedbyhumanactivitiessuchasloggingand
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unplannedcultivation.Pollutionmaybecausedbyactivitiessuchas:
a)Dampingeffluentsfrom productionunitsintowatermassestherebycausing

waterpollution.Waterpollutionisdisastroustohumanhealthandalsoto
aquaticanimals.

b)Emittingcarbondioxideandothergasesintotheatmospherecausingair
pollution

c)Dampingofwastematerialonthelandsurfacecausingsolidwastepollution
Thiscreatesterriblesitestowatchandalsobreedingplacesfordangerous
insectssuchasflies.

iii.Ensuresfairplayincompetition-Ethicsensuresthatbusinessesdonot
engageinunfairpracticeswhilecompetingwithothers.Thesepracticesmay
include:
Destroyingacompetitor’sproductorpromotionaltoolssuchasbillboards
Buyinganddestroyingcompetitor’sproductsbeforetheyreachthemarket
Givingfalseinformationaboutacompetitor’sproduct
Helpsinavoidingenvironmentaldegradation-Ethicsensuresthatthe

physicalenvironmentisnotdegradedthroughbusinessactivities.Such
activitiesmayinclude:
Deforestationthroughlogging
Unplannedcultivation
Helpsinavoidingenvironmentalpollution-Environmentalpollutionmay

becausedbyactivitiessuchas:
Releasingcarbondioxideandothergasesintotheatmospherethereby

causingairpollution
Channelingeffluentsfrom factoriestowatermassestherebycausingwater

pollution.Suchpollutioncanbeharmfultohumanhealthandaquaticanimals.
Disposingofwastematerialsuchaspaperandscrapmetalontheland

surfacetherebycausingsolidwastepollution.
Producingtooloudnoisewhichmightbeharmfultohumanbeingshearings
Emittingtoostronglightthatmaybeharmfultooureyesight
iv. Ensuresrightsofemployeesareupheld-Ethicsensuresthattheemployer

doesnotviolatetherightsofemployeesespeciallyaslaidoutintheirterms
andconditionsofemployment.Suchrightsincludepaymentofduesintime.

v.Eliminatesuseofunfairmeansofachievingbusinessobjectives-Ethics
ensuresthatthebusinessoperationsarecarriedoutinaprofessionalwaye.g.
itisunethicaltogiveorreceiveabribeinordertowinabusinesscontract.



0714497530 21

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

Similarly,itisnotethicaltohoardgoodsawaitingtheirpricestogoup.
vi.Avoidsconsumerexploitation-Ethicsensuresthatconsumersarenot

exploitedbythebusiness.Consumersmaybeexploitedthroughpractices
suchas:

a)Overchargingthem
b)Falseadvertisement
c)Sellingpoorqualitygoodsandservices
d)Sellingwrongquantities
e)Sellingharmfulcommodities

THEOFFICE
1.Definetheterm anoffice
Anofficeisabuilding,room oraplacesetasideforadministrative,
communicationorclericalworkofanorganization.
2.Outlinethefunctionsofanoffice
Receivingofinformationinvariousformssuchascalls,personalvisitsor

documentssuchasletters
Recordingandsortingofinformationreceived.
Storingofinformationforfuturereference
Distributionofinformationwithinandoutsidetheorganizationtothevarious

sections,departmentsorpersonnelfornecessaryaction
Reproductionormakingofcopiesofdocumentbyuseofvariousmethods,

suchasphotocopying,duplicatingandcarboncopying
Protectingorsafeguardingtheorganization’sproperty
3.Statethevariousreprographictechniquesthatcanbecarriedoutinanoffice
Carboncopying
Stencilduplication
Photocopying
Spiritduplicating
Inkduplicating
4.Yourschoolwouldwishtousephotocopyingasamethodofmakingcopies

ofexams.Statetheadvantagesanddisadvantagesofusingthismethod
Advantagesofphotocopying
Itisafastmethodofreprography
Itisasimplemethodandrequirelittletrainingoftheusers
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Onewillobtaintheexactcopiesoftheoriginaldocument
 Themethodisnotexpensiveifthecopiestobemadearefew
Itisenvironmentalfriendly
Disadvantagesofphotocopying
Thecopiesthataremadefadeinthecauseoftime
Photocopyingcanbecostlyifthecopiesbeingmadearemany
Theemployeesmaymisusethemethodduetoitsconvenience
Photocopyingmachinerequireselectricitywhichmaybeexpensive
Fewcoloursinadocumentmaybeobtainedbyuseofthismethod
5.Statethetypesofofficelayout
Enclosedofficelayout
Openofficelayout
Landscapeofficelayout
6.Suggestreasonswhyanorganizationshoulduselandscapeofficelayout

Itcreatesarelaxedatmospherefortheworkers
Itismoreattractiveandbeautiful
Theimageoftheorganization/firm isenhanced
Itpromotesgoodworkingrelationsandco-operationamongthe

workers
Equipmentandofficefacilitiesmaybesharedamongtheemployees
Theflowersorplantsusedbreakthemonotonyofopenspaces

7.Statewaysinwhichlandscapeofficelayoutcanbecreated
Byplacingplants/flowersinanoffice
Byhavingpaintingsofanimalsorplantsonthewall
Byplacingfishaquariumsinanoffice
Throughshapingofofficefurnitureinform ofanimals,birdsand

concreteshapes
Creatingminiaturephysicalfeaturessuchaswaterfallsand

mountainsintheoffice
8.Statewhyyouwilladviceanofficemanagertouseanopenofficelayout

insteadofanenclosedofficelayout
Inanopenofficelayoutitiseasiertosuperviseworkersthaninan

enclosedoffice
Anopenofficediscouragesabsenteeism whichmaybecommonin
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anenclosedoffice
Itischeapertomaintainanopenofficethananenclosedoffice
Equipment,facilitiesandmachinescanbesharedinanopenoffice

whichmaynotbepossibleinanenclosedoffice
Floorspaceissavedinanopenofficethaninanenclosedoffice
Thereisenhancedattractionandframeworkinopenoffice
Itischeapertolightanopenofficethananenclosedoffice
Itiseasytolocateemployeesinanopenoffice

9.Statetheadvantagesofenclosedofficelayout
Itisidealforworkthatisconfidentialinnature
Itismoresecurethananopenofficelayout
Theofficeisidealwherehighlevelofconcentrationisrequired
Itisprestigiousfortheoccupantofsuchanofficeastheyare

recognized
Theworkerisnotdisruptedbynoiseormovementofotheremployees

10.Highlightthedisadvantagesofanopenofficelayout
Thereisalotofnoiseanddisruptionfrom otheremployees
Contagiousdiseasesmayspreadeasilyamongtheemployees
Thetoprankedworkersmayfeelbelittledbeingplacedamongother

workers
Itisnotveryconduciveforworkthatisconfidentialorsecretivein

nature
Propertywithintheofficeisnotverysafe
Duetousebymanypeopletheofficemaynotbeverytidy

11.Outlinethefactorsthathavetobetakenintoconsiderationwhendecidingon
atypeofofficelayouttouse

Thecostofconstructionandmaintenance
Thenumberofstafftobeaccommodatedintheoffice
Theclimaticconditionofthearea
Governmentdirectiveifany
Thenatureofworktobecarriedoutinthatparticularoffice
Thenatureandrankofstafftobeaccommodatedinthatparticular

office
Thefloorspaceavailablefortheoffice
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Theneedtomaintainagoodworkflowamongtheworkers
12.Statethedisadvantagesofanenclosedofficelayout

Itcanencourageabsenteeism
Itisnoteasytosupervisetheemployees
Itisexpensivetoconstructandmaintain
Facilitiesandofficeequipmentcannotbesharedamongtheworkers
Workerscanmisuseofficeequipmentsuchasthetelephone
Theofficelayouttakesupmorespace
Alotoftimeiswastedwhenmovingfrom oneofficetoanother
Itmaypromoteindividualism assomeemployeesareisolatedfrom

others
13.EnumeratethefactorsyouwilladviceMr.Mwajumatoconsiderwhenbuying

officemachinesforhiscompany
Theeffectofthemachineontheworkers
Thecostofthemachineorequipment
Thesuitabilityofthemachineforthetaskthatisintendedfor
Theavailabilityofaftersalesservicesprovidebytheseller
Presenceofofficestaffwiththeskillsrequiredtooperatethe

machine
Onehastoconsiderspaceorroom tokeepthemachineorequipment
Thelikelihoodofthemachinebeingoutdatedabsoluteoroutofdate
Onehastoconsiderwhetherthatmachinecanadopttofuture

changes
14.Statethebesttypeofmachineonewouldusetoperform thefollowing

tasks:
Functions Typeofmachine

(a) Tocreatepostage

impressionson

envelopes

Frankingmachine

(b) Tofolddocuments

putthem inenvelope

andsealthem

Compositemachine
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(c) Todestroysensitive

butunwanted

documents

Papershredder

(d) Tostorelarge

volumesofdata

Computer

(e) Torun300copiesof

anexam for

studentsinaschool

Printingmachine

(f) Tomakeexam

copiesofacertain

originaldocument

Photocopier

(g) Totrim papersto

therequiredsizes

Guillotinemachine

15.Highlightthedisadvantagesofusingofficemachine
Theycanbeverycostly/expensivetobuyandoperate
Theyoccupyspacewhichcanbeusedforothertasks
Machinesmayreplacelabourcausingunemployment
Somemayrequireelectricitywhichmaybeexpensive
Anybreakdownofthemachinemaydelaywork
Themachinemaybecomeobsolete(outofdate)
Theyaresubjecttowearandtear(depreciation)
Somemayrequirespecializedortrainedpersonneltooperate

16.Statethethreecategoriesofofficestaff
Managerialstaff
Juniorstaff
Subordinatestaff

17.Outlinetheadvantagesofusingofficemachines
Machinesarelaboursavingandcanbecosteffectiveinthelongrun
Theoutputofmachinesisofgoodquality
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Theycanbeusedtominimizefraudortheft
Machinescanbeveryfastsavingontime
Theycanproduceuniform work
Machinescanbeveryaccurateascomparedtohumanlabour
Somemachinescanbeadaptedtomultipletasksuchasacomputer

18.Highlighttheroleplayedbyagoodfilingsystem inanorganization
Filingprovidessecurity/safetyofdocuments
Itfacilitateseasyretrievaloraccessofdocuments
Goodfilingenhancesorderlinessandtidinessofanoffice
Itguaranteesconfidentialityofinformationsinceitcannotgettothe

wronghands
Goodfilingpromotesgoodcommunication
Filingguaranteesthatdocumentsareprotectedfrom damage
Goodfilingguaranteesgoodfuturereferenceincasetheinformation

isrequired
19. Outlinethevariouscategoriesofofficeequipmentgivingexamplesin

eachcase
Category Example

(a) Typingofficemachine (i)Typewriter

(ii)Dictatingmachine

(b) Mailingofficemachine (i)Frankingmachine

(ii)Composite

machine

(iii)Foldingmachine

(c) Communicationoffice

machine

(i)Telephone

(ii)Telex

(iii)Cellphone

(d) Duplicating/reprographic (i)Photocopier
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machine (ii)Duplicator

(iii)Printingmachine

20. Distinguishbetweencentralizedanddecentralizedfilingsystem
Incentralizedsystem onedepartmentisgiventheresponsibilityofkeeping
andmanagingallthefilesinthewholeorganization.Thisdepartmentis
referredtoasaregistry.Decentralisedfiling

21. Statethecharacteristicsofagoodofficeworkerwithofficeetiquette
Courtesyi.edealingwithpeoplepolitely
Punctuality-keepingtimeatalltimes
Honesty-tellingthetruth
Co-operationwithotheremployees
Tacticalorbeingdiplomaticwhendealingwithothers
Goodjudgementandcomingupwiththebestdecision
Neatnessandorderlinessintermsofworkarrangement
Dedicationorloyaltytowardstheorganization

22. HighlightpersonalattributesthatBakarishouldhaveasanoffice
worker

Heshouldbepresentable
Heshouldmaintainhighstandardofmorality
Heshouldhaveagoodsittingposture
Heshouldmaintainhighstandardsofhygiene
Heshouldbeneatandaccurateintheorganizationofhiswork
Heshouldmaintaingoodhealthandphysicalfitnessthroughhaving

properdietandexercising
23. Definetherolesplayedbythefollowingofficeworkers

(a)Departmentalmanager
Maintainingthebooksofaccounts
He/shemaypreparethebudgetforhis/herdepartment
Submittingreportstotheseniormanageraboutperformanceofthe

department
Monitoringandsupervisingworkersinthedepartment
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Assigningrolesanddutiestoemployeesinthedepartment
(b)Personalsecretary

Receivingandfilinginformation
Bookingappointmentsfortheboss
Takingandwritingminutesduringmeetings
He/shecanmaintainsmallamountofmoneyformakingsmallor

pettypurchasesintheoffice
He/shereceivesandmakescallsforhisseniors

24. Highlighttrendsinofficemanagement
Useofmoderncomputersenhancesefficiency
Introductionofcustomercaredesksorofficestoaddresscustomers

concerns
Movementtowardopenandlandscapeofficeplantoenhancemore

interactionamongtheworkers
Outsourcingforsometaskthatcanbedonebyotherfirmsinsteadof

employingworkerstodothesamee.g.havingexternalcleanersor
security

Useofthecellphoneforcommunication
25. E-Commerceisarecenttrendinbusiness.Outlinetheadvantagesof

usingthismethodincarryingoutbusinessactivities.
Advantages

Onecanhaveawidevarietyofgoodsandservicesfrom alloverthe
world

Itreducesthecostoftravellingtothemarketorinsearchofproduct
Itisfastasdealscanbemadewithinashortperiodoftime
Asellercanadvertisegoodstomanyconsumersoverawidearea
Paperworkandthemanydocumentusedonothertradeareremoved

orreducedassellingandbuyingison-line
Alotofinformationaboutthemarketcanbeaccessedontheinternet

HOMETRADE
TOPICOBJECTIVES:Bytheendofthetopic,thelearnersshouldbeableto:

i. Explainthemeaningandimportanceoftrade.
ii. Classifytrade
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iii. Explaintheformsofhometrade
iv. Discussthetypesandfunctionsofretailers
v. Discussthetypesandfunctionsofwholesalers

vi. Describethedocumentsusedinhometradeandthecircumstancesunder
whichtheyallused

vii. Explainthemeansofpaymentusedinhometradeandthecircumstances
underwhichtheyareused

viii. Explainthetermsofpaymentusedinhometradeandcircumstancesinwhich
theyareused.

MEANINGOFTRADE
Thisisthebuyingandsellingofgoodsandserviceswiththeaim ofmakinga
profit.
Importanceoftrade:
Tradeplaysavitalroleinanyeconomy.Thevariousrolesplayedbytradeinthe
economyinclude:

i. Helpspeopletoacquirewhattheycannotproduce
ii. Availsavarietyofgoodsandservicestherebyimprovingthepeoplesliving

standards
iii. Createsanoutletforgoodstherebyenablingtheproducerstodisposeoftheir

surplusproduce
iv. Createsemploymentopportunities
v. Encouragesspecializationanddivisionoflabour

vi. Promotespeace,socialrelationsandunderstandingthepartiesinvolved
sincetheydependononeanother

vii. Providesrevenuetothebusinessandthegovernmentinform oftaxesand
feeschargedonthevarioustradingactivities

viii. Ensuressteadysupplyofgoodsandservices
ix. Exploitationoflocalresourcesastraderscreategoodsandservicesusing

locallyavailableresources
x. Encourageseconomicgrowthanddevelopment

ClassificationofTrade
a)Onthebasisofgeographicallocationoftheportioninvolved,Theseare:

i. Hometrade-Alsocalledinternal,localordomestictrade.
-Itreferstothebuyingandsellingofgoodsandserviceswithintheboundaries
ofagivencountry.
-Itisfurtherdividedintoretailtradeandwholesaletrade.
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ii. Internationaltrade(foreigntrade)
-Thisistradethatiscarriedoutbeyondtheboundariesofacountry
-Thisistradecarriedoutbetweenindividualsorgovernmentofdifferent
countriese.g.tradebetweenacitizenofKenyaandacitizenofTanzania,or
tradebetweenthegovernmentofKenyaandthegovernmentofSouthernSudan
-Internationaltradecarriedoutbetweentwocountriesisreferredtoasbilateral
tradeandinternationaltradecarriedoutamongmanycountries(morethantwo
countries)isreferredtoasmultilateraltrade.
Internationaltradeisclassifiedintothefollowing;
i) ExportTrade-Whichisthesaleofgoodsandservicesbyacountryto

anothercountryorindividualsinonecountrytoanothercountryor
individualsinonecountrytoindividualsinanothercountry.

ii) ImportTrade-Whichisthebuyingofgoodsandservicesbyonecountry
from anothercountryorbyindividualsinonecountryfrom individualsin
anothercountry.

FormsofHomeTrade
i) RetailTrade
-Retailtradeinvolvesthebuyingofgoodsandsellingthem tothefinalconsumer.
Aretaileristhetraderwhobuysgoodswithaviewofsellingthem tothefinal
consumer.
ClassificationofRetailTraders
Retailersareclassified/categorizedaccordingtotheamountofcapitalthey
needtostartandoperatetheirbusinessesandtheirsalesvolume.Thusretailers
canbeclassifiedas;
i) Smallscaleretailers
ii) Largescaleretailers
i) Small-scaleRetailbusinesses/smallscaleRetailers

Theseareretailerswhosecapitalrequirementislowandtheirsalesvolumealso
low.Theyform themajorityofretailtradersandallfoundinallpartsofthe
country.
Smallscalebusinessesareeasytostartandinmostcasestheyareoperatedas
one-man’sbusiness.
Asmallscaletraderservestheneedsofpeopleintheimmediate
neighbourhoodanddealmainlyinfastmovinggoodssuchasfoodstuffs,
detergents,kerosenee.t.c
CategoriesandTypesofsmallscale
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Thesearetwomaincategoriesofsmall-scaletradersasshownbelow;
a)SmallscaleTraderswithoutshops
-ItinerantTraders(Hawkersandpeddlers)
-Roadsidesellers
-OpenairmarketTraders

b)Smallscaleretailerswithshops
-Singleshops -Tiedshops -Kiosks -Mobileshops
-Marketstalls -Canteens -Mailorderstores
a)SmallscaleRetailerswithoutshops
i) ItinerantTraders
Theseareretailerswhomovefrom placetoplacesellingtheirgoodseitheron
foot,bybicyclesormotorcycles
-Theymovefrom towntotown,doortodoorandfrom villagetovillageselling
theirgoods.Theirgoodsmayincludeclothes,utensilsandfoodstuffs.
Customerscanbuygoodswithouthavingtotraveltolookforthem
-Examplesofitineranttradersarehawkersandpeddlers(Hawkersmovearound
onbicycles,handcartsormotorcycleswhilepeddlerswalkaround)
-Theitineranttradersrequirealicencefrom thelocalauthoritiesinordertosell
theirgoods.
CharacteristicsofitinerantTraders
i) Arefoundmainlyindenselypopulatedareas
ii) Movefrom placetoplaceinsearchofcustomers
iii) Theyareverypersuasive
iv) Theirpricesarenotcontrolled.
AdvantagesofitinerantTraders
1.Theyrequirelittlecapitaltostart
2.Theyareconvenientbecausetheybringgoodsclosertothepeople
3.Thebusinessisflexibleinthattheycanmovefrom placetoplace.Theycan

alsochangefrom lineofbusinesstoanother
4.Fewlegalformalitiesarerequired
5.Theyusuallydonotsufferbaddebtsbecausetheysellincash.

DisadvantagesofitinerantTraders
1.Thetradersgettiredbecauseofmovingfrom oneplacetoanotherwhile

carryinggoods.
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2.Thebusinessisaffectedbybadweatherconditions
3.Thetraderssalealimitedrangeofgoods
4.Itisdifficulttotransportgoodsfrom oneplacetoanother.
5.Donotofferguarantee,incaseitemsaretobefounddefective
6.Theyareconstantlyinconflictwiththelocalgovernment.
ii) Roadsidesellers
Thesearetraderswhoselltheirgoodsatplaceswhereotherpeoplepassby
andatbusyplacessuchasalongbusyroads,busstages,roadjunctionsand
entrancestopublicbuildings.
Theyplacetheirgoodsontrays,cardboards,emptysacksandmails
Theysellitemssuchasfruits,utensils,sweets,clothingandsomehardware.
iii) Open-airmarketTraders
Openairmarketsareplacessetasidebythegovernmentthroughthelocal
authoritieswherepeoplemeettobuyandsellgoods.Traderssellingsimilar
commoditiesareallocatedaspecialarea.Suchmarketsareopenonparticular
daysoftheweek.
Thevarietyofgoodssoldhereiswideandincludeagriculturalproduce,clothing,
householditems,animals,foodstuffsandevenfurniture.
Thetradersmovefrom onemarkettoanotherdependingonthevariousmarket
days.
Advantagesofsmall-scaleretailerswithoutshops
i) Theyrequireasmallamountofcapitaltostartandoperatetheir

businesses.
ii) Theyareconvenientsincetheytakegoodstothecustomerswithintheir

reach.
iii) Theyincurlowcostsofdoingbusiness
iv) Mostoftheirgoodsarelow-pricedandhencemoreaffordableto

customers.
v) Thebusinessisflexible.Itiseasytochangefrom onebusinesstoanother
vi) Theyrequirefewlegalrequirements
vii) Thefinancialrisksinvolvedinthesebusinessesareminimal
viii)Theydonotsufferbaddebtssincetheyselloncashbases
ix) Theyinteractatpersonallevelwiththecustomersandcanconvincethem

tobuytheirgoods.
Disadvantagesofsmall-scaleretailerswithoutshops
i) Itistiringfortraderstomovefrom placetoplaceespeciallyifthegoods
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areheavyandthedistancecoveredarelong
ii) Thetradersfacestiffcompetitionfrom othertraderswithmoreresources
iii) Theyofferalimitedvarietyofgoods
iv) Theyareaffectedbyunfavorableweathercondition
v) Lackofpermanentoperatingpremisesdeniesthem achancetodevelop

permanentcustomers
vi) Theyfacealotofcertainty,especiallyintermsofasteadyflowofincome
vii) Theysometimesselldefectiveorlowqualitygoodsbecausecustomers

expecttopaylittlemoneyforthem.

b)SmallscaleRetailerswithshops
Thesearesmallscaleretailerswithpermanentlocationstooperatefrom.They
include;
i) Kiosks
Thesearesmallshopsorstructuresfoundmostlyinresidentialareas,busy
streets,highlypopulatedareasorinsidebuildingwherepeoplepassbyorwork
Theydealinfast-movingitemsandgroceriessuchas;sodas,cakes,sweets,
cigarettes,andnewspaperse.t.c.somekiosksalsosellfood
ii) Marketstalls
Thesearepermanentstandsfoundinmarketplaces,especiallythoseoperated
bythevariouslocalauthorities
Theyareofdifferentdesignsdependingonthegoodstheysellorservicesthey
offer.
Theyarerentedorleasedbyindividualsfrom localauthorities
Theydealinfastmovinghouseholdgoodsthoughsomemayspecializeinother
productssuchasclothingandshoes.
ExamplesarestallsatMuthurwamarkets,Kariokor,andmostmunicipal
markets.
Advantagesofkiosksandmarketstalls
Theyaresmall,henceeasytostartandoperate
Theyareconvenientlylocatedclosetotheircustomers
Theyrequirelittlecapitaltostart
Theytendtohavealoyalgroupofcustomerssincetheyhavepermanent

premises
Theyincurrelativelylowrunningcosts
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Theygivepersonalattentiontotheircustomers
Theyareflexiblesincetheownercanchangefrom onebusinesstoanother

easily.
Disadvantagesofkiosksandmarketstalls
Theyprovidealimitedrangeofproducts
Theyusuallydonothaveadequatehighercapitalforexpansion
Theychargerelativelyhigherpricesthantheretailerswithoutshops
Theyfacestiffcompetitionfrom moreestablishedretailbusinesses
Theysometimessufferfrom baddebts
Duetotheirsize,theydonotenjoyeconomiesofscale
Formarketstallsthehoursforoperationarecontrolledbythelocalauthority

concerned
iii) Singleshops(unitshops)
-Singleshopsaremostlylocatedinthetradingormarketcentresinruralareas
orintheresidentialareasofhightowns
-Theyareoperatedfrom fixedpremises
-Theyareusuallyrunbyonepersonwhomaygetassistancefrom him/her
familyoremployattendance
-Somedealinonelineofcommoditysuchashouses,clothing,groceriesor
electronics
Advantagesofsingleshops
Minimalcapitalisrequired
Runningcostsareusuallylowastheownermayusetheservicesoffamily

members
Theymayoffercreditfacilitiestosomecustomers
Theyareeasytostartbecauseonlyalicenceisrequired
Theyusuallyhavealoyalgroupofcustomers
Flexibility.Theownercanchangehisorherlineofbusinessatwill
Theyareeasytostartsincetheownerdoesnothavetomeetany

manufacturesrequirements
Productspricesarefixedbytheshopowners
Theownerhasthefreedom ofcreativityandindependence
Theyareconvenientsincetheyensuregoodsarewithineasyreachoftheir

customers.
Disadvantagesofsingleshops
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Expansionisdifficultduetolimitedfunds
Theyfacestiffcompetitionfrom largebusinesses
Theabsenceoftheownermayresultinclosureandlossofbusiness
Maysufferbaddebts
Providelimitedvarietyofgoods
Theoperationsofthebusinessareaffectedbytheowner’scommitment.
iv) Tiedshops
Theseareshopsthatmainlyselltheproductsofoneparticularmanufactureor
areownedbyaspecificsupplierofcertaingoods.Theshopsareownedor
controlledbythemanufacturer,andarethustiedtothemanufacture.
Themanufacture/supplierdesignstheorganizationoftheshopandits
appearancee.g.paintinghencetheylookalike.Thesupplycloselysupervises
theshops.
Examplesoftideshopsinclude;BatashopswhichsellshoesmadebyBata
Company,petrolstationlikeNational,Kobil,andtotale.t.c
AdvantagesofTiedshops
Availabilityofgoodsisassuredatalltimes
Thesuppliercarriesoutpromotionforthegoods
Themanufacturer/suppliercaneasilygivecredittotheshops
Customerscanreturnorchangefaultygoodsatanyoftheshops
Theshopsareeasilyidentifiableduetotheirsimilarity
Tradersarefinancedbythemanufacture
Theygetloyalcustomerswhokeepbuyingtheirbrandedproducts
Advertisementexpensesaremetbythemanufacture
Theygettechnicaladvicefrom themanufacture
Someoperatefrom permanentpremisesownedbythemanufacture.
DisadvantagesofTiedshops
Decisionmakingisslowbecausethemanufacturermustbeconsulted
Thevarietyofgoodsislimited
Theshopscannotsellgoodsfrom anyothermanufacturesevenifcustomers

requirethem
Pricesarefixedbythemanufactureandsometimesprofitmarginsmaybe

low
Theyinhibittheretailerscreativityandinnovations
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Thereisalikelihoodofdisagreementsbetweenthemanufactureandthetied
shopowners.

Differences/Distinctionbetweenatiedshopandsingleshop
Singleshop Tiedshop
-Ownerisfreetostock

whateverhe/shewishes

-Dealershipcanbewithdrawnif

operatorsstockcompeting

products

-Ownedbyindividualoragroup

ofpeople

-Theownerisnormallythe

manufacturer

-Sellsproductsfrom different

manufacturers

-Sellsproductsfrom asingle

manufacturer

-Designofshopaccordingto

ownerswish

-Shopsusuallyhavethesame

design

-Pricesofgoodsdeterminedby

shopownerordifferent

manufactures

-Pricesofgoodssetbythe

manufacturer

-Operatorsnottrainedby

manufacturers

-Operatorsareusuallytrained

bymanufacturer

v) Canteens:Theseareretailshopsfoundininstitutionssuchasschools,
colleges,hospitalsandarmybarracks.

-Theystockavarietyofconsumablegoodssuchassodas,bread,tea,groceries
andotherthingsusedbythepeopleinthatinstitution.
-Theyarerunbytheinstitutionsmanagementorbyindividualsonretail
business
-Mostofthem operatewithoutalicenseastheyareconsideredtobepartofthe
institution.Theirhoursofoperationaresometimesregulatedbytheinstitution
Advantagesofcanteens
-Somedonotpayanyrent,thustheyincurlowoverheadcosts
-Theyoftenrequirelowcapitaltostart
-Someoffercreditfacilitiestotheircustomers
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-Theyaresituatedatideallocationwhichisconvenientfortheircustomers
-Theyareassuredofamarketastheycaterforpeopleinparticularinstitution.
Disadvantagesofcanteens
-Themarketislimitedtopeopleinaparticularinstitution
-Theydonotopenthroughout/theyopenforlimitedhourse.g.afterclassesin
schools
-Theyclosedownwhenthetargetedcustomersarenotavailablee.g.during
schoolholidays.
-Theymaysufferfrom baddebts
-Theyaredifficulttoexpandduetoinsufficientfunds
vi) Automaticvendingmachines;Thesearecoinorcardoperatedmachines

usedtosellcommoditieslikedrinks,stamps,andsnackse.t.c.Examples
arecoffeeshops,ATM’se.t.c

Features
-Theydispensegoodsorservicesonceacoinoracardisinsertedand
instructionskeyedin.
-Theyoperatewithoutanattendant
-Theyareusuallyplacedatstrategicplacessuchasbusystreets,office
buildings,shoppingcentresandhospitals.
Advantagesofvendingmachines
Commoditiescanbeboughtanytimebecausenoattendantisrequired
Theysavetheownerthecostofemployingashopattendant
Theycanbeputstrategicallytoboostsalese.gatinstitutions
Theyarefastandaccurate
Theyarenotaffectedbyweatherchanges
Theyprovidegoodsandservicesoncashbasisprotectingtheownerfrom the

burdenofbaddebts.
Disadvantagesofvendingmachines
Theyprovidealimitedrangeofproducts
Break-downsorstock-outsmaydiscouragecustomers
Maintenancecostsarehighduetoregularservicing,repairsandsometimes

vandalism
Theownermayincurlossesthroughfraudanduseofinappropriatecoinsand

cardsbyconsumers.
Customersareforcedtocarrycoinsandcardsinordertoobtaingoodsor
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services
Theiruseislimitedtocustomerswhoarefamiliarwithhowthemachine

works
Theyaremainlyfoundinurbanareas,therebylockingoutthepeopleinrural

areas.
vii) Mobileshops
Mobileshops,likeitineranttradersmovefrom towntotownorvillagetovillage
sellingtheirgoods.
-Theyhavevehiclesthattheyhaveconvertedintoashopfrom whichcustomers
canbuytheirgoods
-Theyvisitdifferenttownsatregularintervals.
AdvantagesofsmallscaleRetailers
1.Easytoraisecapitaltostart
2.Retailersareinclosecontactwiththeconsumersandmaygivecreditto

creditworthycustomers.
3.Areabletousefreeorcheaplabourfrom familymembers
4.Therisksinvolvedintheirbusinessesaresmall
5.Thebusinessissimpletostartandmanage
6.Fewlegalformalitiesrequiredtostartandrunthebusiness
7.Thetradercaneasilychangefrom oneform ofbusinesstoanotheri.e.the

businessisflexible
Disadvantagesofsmall-scaleretailers
1.Tradershavelimitedaccesstoloanfacilities
2.Theymaynotaffordtohirespecialistsortechnicalstaff
3.Maysufferbaddebtsiftheygivecredittocustomerswithoutproper

assessment
4.Donotenjoyeconomiesofscale
5.Havealowturnoverbecauseofthelittlecapitalinvested

LARGESCALERETAILERS
Large-scaleretailershavethefollowingfeatures/characteristics;
i)Requirelargeamountsofcapitaltostartandmaintain
ii)Theyoperatefrom largerfixedpremises
iii)Theyoperatemainlyinurbanareas
iv)Theyhavealargelabourforce
v)Buygoodsinlargequantitiesfrom wholesalersordirectlyfrom producers
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andarethereforeallowedlargetradeandquantitydiscountsandother
favourablecreditfacilities

vi)Requiretheservicesofspecialistssuchassalespersonsandaccountants
vii) Mayoccupyonelargepremiseorseveralpremisesinthesametownorin

differenttowns
viii)Theyhavelargestocksandlargesalesvolumes
TYPESOFLARGESCALERETAILERS
a)Supermarkets:Asupermarketisalarge-scaleself-selection/self-servicestore

thatdealsmainlywithhouseholdgoodssuchasutensils,foodstuffsand
clothes.Ithasthefollowingfeatures;

Featuresofsupermarkets
i) Requireslargecapitaltostart
ii) Theystockawidevarietyofgoods
iii) Offersselfservicefacilities
iv) Goodshavepricetagsorbarcodes
v) Pricesofgoodsarefixed
vi) Nocreditfacilitiesareoffered
vii) Sellatcomparativelylowprices
viii)Goodsaresystematicallyarrangedforeasyselection
ix) Shoppersareprovidedwithbasketsortrolleysforconvenience
x) Thereisminimalinteractionbetweenbuyerandseller
xi) Thereareemployeeswhopackgoodsforcustomersatthepaypoints.
Advantagesofsupermarkets
i) Pricesmayberelativelylowbecausetheybuytheirgoodsinbulkandare

givendiscounts
ii) Savestimeascustomersareabletogetmostgoodstheyrequireunder

oneroof
iii) Self-servicesavesthecustomerstime
iv) Fewattendantsareemployedtherebyreducingthemonthlywagebill
v) Impulsebuyingleadstomoresales,hencehighprofits
vi) Baddebtsareavoidedbecausetherearenocreditsales.
vii) Thepricetagsongoodshelpcustomerstomonitortheirspending.
Disadvantagesofsupermarkets
i) Donotoffercreditfacilitiestocustomers
ii) Donotdelivergoodstothecustomer’spremises
iii) Arefoundmainlyinurbanareas
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iv) Mayincurlossesduetopilferageofgoods
v) Impulsebuyingmayleadthecustomerstobuyinggoodstheymaynot

need.
vi) Theyareexpensivetostartandoperateduetothelargeamountofcapital

required
vii) Pricesarefixedandbargainingisnotaccepted,whichdiscouragessome

customers
viii)Minimalpersonalinteractionlimitschancesformakingmoresales
b)Hypermarkets
Ahypermarketisalargeshoppingcomplex/centrecomprisingavarietyof
businessesmanagedbydifferentpeopleallhousedinonebuilding
Examples;villagemarket,saritcentre,Tuskeys-Kisumu,Nakumattmegacity-
Kisumue.t.c
Features/CharacteristicsofHypermarkets
i) Areservedwithgoodaccessroads
ii) Theyhaveampleparkingspace
iii) Manybusinessesinonebuilding
iv) Locatedintheoutskirtsoftown
v) Offeravarietyofgoodsandservices
vi) Occupyalargespace.
AdvantagesofHypermarkets
i) Offerampleandsecureparkingspacetocustomers
ii) Customerscandoalltheirshoppinginonebuilding
iii) Theyareusuallyopenforlonghours
iv) Theymayprovidecreditfacilitiesbyacceptingcreditcards
v) Thereislesstrafficcongestionashypermarketsarelocatedawayfrom

urbancentres
vi) Provideawidevarietyofgoodsandservicestocustomersunderoneroof.
vii) Theyhavefairpricesthatarecustomerfriendly.

DisadvantagesofHypermarkets
i) Areonlyconvenienttocustomerswhohavecarsbecausetheyare

situatedawayfrom citycentres
ii) Theyservelimitednumberofpeopleduetotheirlocation
iii) Theyrequirelargeamountofcapitaltoestablish
iv) Theycaneasilyexploittheircustomerssincetheirpricesarenotcontrolled
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v) Requirelargeamountofspacewhicharenotavailableincentralbusiness
district(CBD)

vi) Theyspendalotofsecuritytosafeguardproperties
c)Chainstores(Multipleshops);Arelargescalebusinesseswithseparate

brancheswhicharemanagedandorganizedcentrally.Thebranchmanagers
areaccountabletotheheadoffice.Examples;AfricanRetailTraders(ART),
WhiteRosedrycleaners,Nakumatt,Tuskys,Uchumie.t.c

Characteristics/featuresofchainstores
i) Aremanagedcentrallyfrom aheadoffice
ii) Pricesarestandardforalltheirproductsinalltheirbranches
iii) Allbranchesdealinthesametypeofproducts
iv) Salesaredecentralizedi.e.thevariousshopssituatedindifferentplaces

actassellingpointsorbranches
v) Purchasesofstockarecentralizedi.e.buystockbuystockinbulkcentrally

anddistributedtothedifferentbranches
vi) Goodscanbetransferredfrom oneshoptoanotherwheretheneedfor

them ishigher
vii) Theshopsoperateunderonenameandaresimilarinappearanceand

interiorlayout
Advantagesofchainstores/multipleshops
i) Theyenjoylargetradediscountssincetheybuytheirgoodsinbulk

centrallyandispassedtoconsumersinform oflowprices
ii) Commoncostssuchasthoseofadvertisingareshared
iii) Goodsthatdonothaveahighdemandinonebranchcanbetransferredto

anotherwheretheirdemandishigh
iv) Theyareeasilyidentifiedbytheircolouranddesign
v) Theyhavelowoperationalcostsbecauseofthecentralizedbuying,storage,

advertisingandaccounting
vi) Theyservealargenumberofcustomersbecausetheyarespreadinmany

townsandcities
vii) Thesimilarityoftheshopsinappearanceandservicesservesasan

advertisingtool
viii)Riskssuchaslossesarespreadamongmanyshops
ix) Itispossibletopayforgoodsinonebranchandpickthem upinanother.
Disadvantagesofchainstores/multipleshops
i) Largeamountofcapitalisrequiredtostartandmaintainthebusiness
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ii) Theycatermainlyfortheurbanareasastheyaresituatedinthoseplaces
iii) Organizationalproblemsmayoccurduetotheirlargesize
iv) Nocreditfacilitiesareofferedexceptthoseoperatingexclusivelyonhire

purchaseschemes
v) Responsetomarketchangesisslowduetotheslowdecisionmaking
vi) Decisionmakingisslowastheheadofficemustbeconsulted
vii) Lackofpersonaltouchwithcustomers
viii)Absenceofpersonaltouchbetweenemployerandemployeemayreduce

incentivesforhardworkamongstaff
ix) Peopletendtoshyawayfrom buyingsimilarproductssuchasclothesand

thismayreducesales.
d)Departmentalstores
Thisisagroupofsingleshopsoperatingunderoneroofwithacentralized
management
Eachshop/departmentspecializesinaparticularlineofproductsandisheaded
byitsowndepartmentmanager.
Characteristicsofdepartmentalstores
i) Eachdepartmenthasitsownmanager
ii) Eachdepartmentsellsonlyonelineofproducts
iii) Alldepartmentalmanagersareanswerabletoageneralmanger
iv) Theyofferawidevarietyofgoodsatrelativelylowprices
v) Theysellgoodsstrictlyoncashbasis
vi) Theyareusuallyintowncentres
vii) Goodsarenottransferablefrom onedepartmenttoanotheraseachhasits

ownvarietyofgoods.
Advantagesofdepartmentalstores
i) Customerscanbuy/accessawidevarietyofgoodsatfairpricesunderone

roof.
ii) Theycanaffordtohiretrainedqualifiedexperiencedstaffwhoprovide

qualityservices
iii) Theybuygoodsinlargetradediscounts.Thisenablesthem tosellatlow

prices.
iv) Eachdepartmentisabletomakeindependentandquickdecisionsthat

affectitsoperations.
v) Theindependenceofdepartmentsensuresthattheweaknessofone

departmentdoesnotaffecteachother.
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vi) Savingscanbemadeonsomeactivitiessuchasproductpromotionby
centralizingthem.

DisadvantagesofDepartmentalstores
i) Alargeamountofcapitalisrequiredtostartandmaintainthestores
ii) Theyrequirealargenumberofcustomerstooperateprofitably
iii) Itisdifficulttogivepersonalattentiontocustomers
iv) Theycatermainlyfortheurbancommunitiesinwhichtheyarelocated
v) Theystrictlyselltheirgoodsoncashbasis
vi) Operationalcostsarehighduetothewidevarietyofservicesoffered
vii) Theirlargesizecouldencouragetheftandpilferageofgoods
viii)Theindependenceofdepartmentscanmakecentralcontroldifficult.
e)Mailorderstores
Thisisatypeofretailbusinesswherebusinessiscarriedoutthroughthepost
office,telephoneoremail
-Orderingofthegoodsisdonethroughthepostofficetelephoneoremailand
deliveringofgoodsisdonebypostorcourier
-Thereisnopersonalcontactbetweenthesellerandthebuyerandbuyersget
informationfrom advertisements.
-Goodsaredispatchedonthebasisofcashwithorder(CWD)orcashon
delivery(COD).
Characteristics/featuresofMailorderstores
-Theysellthegoodsthroughthepostoffice
-Theyoperateoncashwithorder(CWO)orcashondelivery(COD)terms
-Heavyadvertisementareinvolved
-Customersdonotvisitthesellingpremises.
-Thereisnopersonalcontactbetweenthebuyerortheseller
-Alltransactionsaredonethroughthepostoffice
-Theydealwithgoodsthatarelessbulky,havehighvalue,andaredurableand
nottoofragile
-Mayhavelargewarehouses
AdvantagesofMailorderstores
Theyreachcustomerswhoarefarforawayfrom theshoppingcentres
Donotrequiretheservicesofsalespersonnelorshopattendantsforskilled

laboursincesellingisroutine
Totalcontrolofdistributionispossible
Paymentsismadewithorderordeliverysothereislittlechanceofbaddebts
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Eliminatesthelossassociatedwithshopspace,thussavingonrent
Supplyofgoodsisbasedonorderthusatraderrequireslittleworkingcapital
Themethodeliminatestripstocongestedstoresandlengthywaitsqueues
Donotrequirelargestoragespaceforgoods.
DisadvantagesofMailorderstores
Advertisingandpostagecostsmayincreasesthepriceofgoods
Thereislackofpersonalcontactbetweenthesellerandthebuyer
Thereislimitedvarietyofgoodsonoffer
Customersdonothavetheopportunityofinspectinggoodsbeforebuying
Therearenocreditfacilities
Themethodisonlysuitableforthosewhocanreadandwrite
Shouldtherebeaproblem withthepostoffice.e.gindustrialactionlike

strikes,thebusinessmaybeaffected
Difficulttooperateinplaceswherepostofficeservicesarepooror

unavailable
Chancesofbeingdefraudedarehigh.
FUNCTIONSOFRETAILERS
Thesecanbediscussedasservicesrenderedtoconsumers,wholesalersand
producers
ServicesRenderedtoconsumers
i) Offerscreditfacilities:Retailersareinclosecontactwiththeconsumers

andsomemaygivethem creditfacilities
ii) After-salesservices:Retailerswhoselltechnicalgoodse.g.cars,

electronicse.t.cmayofferaftersaleservicestoconsumerse.g.transport,
installationrepaire.t.c

iii) Provisionofvarietyofgoods:Retailersstockawidevarietyofgoodsfrom
differentwholesalersandmanufacturesenablingtheconsumerstohavea
widechoice.

iv) Advisingconsumers:Retailersmayofferadvicetoconsumersonchoice
anduseofproducts

v) Availingneededgoods:Retailersmakegoodsavailabletoconsumersat
therighttimeandplace

vi) Breakingbulk:Retailerssellgoodstoconsumersinconvenientquantities
vii) Accumulatingbulk
viii)Stabilizingprices:Byensuringthatgoodsarecontinuouslyavailableto
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consumers
ServicesRenderedtowholesalers
i) Retailersstoregoodsandrelievethewholesalerstheburdenofstoring

goodsandthestoragecosts
ii) Theyrelievethewholesalerstheburdenoftransportation
iii) Retailersadvicewholesalersonmarkettrends(onconsumersdemand)and

givevaluableinformation
iv) Theyhelpindistributionofgoodstotheconsumers
v) Theyhelpinbreakingbulkonbehalfofthewholesaler
vi) Theyfinancewholesalerstocontinuewiththeiroperationsthroughpaying

forthegoods
vii) Theyrelievethewholesalerofsomerisksthatarisefrom thestorageof

goodssuchastheft,fireandaccidents.
ServicesRenderedtoproducers
i) Throughwholesalersretailersprovideveryvitalinformationto

manufacturesaboutmarketdemand
ii) Theyadvertisegoodsonbehalfofproducers
iii) Theysellandmarketgoodstoconsumers.Thisrelievesthemanufactures

thetaskandriskofretailing
iv) Theystoregoodsonbehalfoftheproducers
v) Theybreakbulkonbehalfofproducerstoconsumers
vi) Theyfinanceproducersbybuyingandpayingcash
WHOLESALETRADE
Wholesalinginvolvessellinggoodsinlargequantitiestotradersforresale.A
wholesalerisatraderwhobuysgoodsinbulkfrom producers/manufacturesfor
resaletoretailersataprofit.
-Therearewholesalerswhocarryoutretailingbutthatdonotmakethem
retailers.
Classificationofwholesalers/Typesofwholesalers
Wholesalersmaybeclassifieddependingonanumberoffactors.Thesefactors
include;
a)Accordingtotherangeofgoodstheyhandle
b)Accordingtothegeographicalareainwhichtheyoperate
c)Accordingtotheirmethodofoperation.

i)Accordingtotherangeofgoodstheyhandle
Underthisclassification,wholesalersmaybeanyofthefollowing;



0714497530 46

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

a)Generalmerchandisewholesalers
b)Generallinewholesalers
c)Specializedwholesalers

a)Generalmerchandisewholesalers
Thewordmerchandisemeansgoods.
-Thegeneralmerchandisewholesalersstockandsellawidevarietyofgoods
e.g.hardware,clothes,cosmeticsandfoodstuffs.Theretailerswhobuyfrom
thesewholesalersarethusabletogetawidevarietyofgoodsforresale.
-Theyarealsocalledgeneralwholesalersorfull-linewholesalers
b)Generallinewholesalers
-Thesearewholesalerswhodealinawidevarietyofgoodswithinthesameline
e.g.textbooks,duplicatingpapersandothertypesofstationary.
c)Specializedwholesalers
-Thesearewholesalerswhodealinaparticulargoodfrom agivenlinee.g.inthe
lineofgrains,theymayspecializeinmaizeonly.
ii)Accordingtothegeographicalareainwhichtheyoperate.
Underthiscategorywholesalersmaybe;

a)Nationwidewholesalers
b)Regionalwholesalers.

a)Nationwidewholesalers:
Thesearewholesalerswhosupplygoodstotradersinallpartsofthecountry.
-Theyestablishwarehousesordepotsindifferentareasfrom KenyaNational
TradingCorporation(KNTC)
b) RegionalWholesalers
Thesearewholesalerswhosupplygoodstocertainpartsofthecountryonly.
Theymaycoveracounty,District,divisione.t.c
iii)Accordingtotheirmethodofoperation
Underthisclassification,wholesalerscanbe:

a)Cashandcarrywholesalers
b)Mobilewholesalers
c)Rackjobbers

a)Cashandcarrywholesalers:Thesewholesalerssellgoodsoncashandself-
servicebasislikesupermarkets

-Theyneitheroffertransportnorcreditfacilitiestotheircustomers.
b)Mobilewholesalers/Trackdistributors:Thesearewholesalerswhouse

vehiclestomovefrom placetoplacesupplyinggoodstoretailerse.g.soda
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distributors,breaddistributors,beerdistributorse.t.c.
c)Rackjobbers
Thesewholesalersspecializeinsellingcertain/particularproductstoother
specializedwholesalers.Theybuygoodsfrom producersorfrom other
countriesforreselling.
E.g.somewholesalersbuyhorticulturalproductsfrom producersandsellto
otherwholesalersinurbanareas
-Rackjobbersusuallystocktheirgoodsinshelvesorracksfrom which
customersselectthegoodstobuy.Customersmaybeallowedtopayforthe
goodsaftertheyhavesoldthem.
d)Dropshippers
Thesearewholesalerswhomakeordersforgoodsfrom
manufactures/producersbutdonottakethem from theproducerspremises.
Theythenlookforthebuyersforthegoodsandsupplythegoodsdirectlyfrom
theproducers
Alternateclassificationofwholesalers
Analternativeclassificationofwholesalersisgivenbelow:
i) Thosewhobuygoodsstorethem inwarehousesandsellthem totraders

withouthavingaddedanythingtothem.
ii) Wholesalerswhoactaswholesaler’sagentsorbrokers.Theseare

middlemenwhoarepaidacommissionfortheirworke.g.commission
agents

iii) Thosewhoafterbuyingthegoodsandstoringthem preparethem forsale.
Theybreakbulk,pack,brand,sort,gradeandblendthegoods

Thesetermsareexplainedasbelow:
a)Breakingbulk-Reducingacommodityintosmallerquantitiesforthe

convenienceofthebuyere.g.buyingsugarfrom theproducerinsacksand
sellingitinpackets.

b)Packing-Puttinggoodsinpacketsandboxesreadyforsale.
c)Branding-Givingaproductanamebywhichitwillbesold
d)Sorting-Selectinggoodstodesiredsizes,weight,colourandqualities
e)Grading-Puttinggoodsingroupsofsimilarqualitiestomakeiteasiertoprice

them
f)Blending-Itinvolvesmixingdifferentgradesofaproducttoachievequalities

liketasteandcolour.
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Functionsofawholesaler
Thesecanbediscussedasservicesrenderedtoproducers,retailersandto
consumers.
Servicesofwholesalerstotheproducers
i) Theyrelievetheproducerstheproblem ofdistributionbybuyinggoods

from them andsellingtoretailers
ii) Theyrelievetheproducersofsomeriskstheywouldexperiencee.g.

damage,theft,fallindemande.t.c
iii) Savetheproducersfrom theproblem ofstoragebybuyinggoodsand

keepingintheirwarehouses
iv) Theypreparegoodsforsaleonbehalfoftheproducers
v) Theygetfeedbackfrom consumersonbehalfofproducers
vi) Theypromoteproductsthroughadvertising,displays,tradefairsand

exhibitions
vii) Theyfinanceproducersbybuyinggoodsfrom them andpayingincash.
ServicesofwholesalerstotheRetailers
i) Theystockawidevarietyofgoodsinlargequantitiesrelievingtheretailer

from buyingfrom differentproducers
ii) Theyavailgoodsatplacesconvenienttoretailers
iii) Theybreakbulkforthebenefitofretailers
iv) Theyoffertransportfacilitiestoretailers
v) Theyofferadvisoryservicestoretailersregardingmarkettrends
vi) Theyoffercreditfacilitiestoretailers
vii) Theyengageinproductpromotiononbehalfofretailers
viii)Theysort,blend,packandbrandgoodssavingretailersfrom havingtodoit.
Servicesofwholesalerstoconsumers
i) Theyensureasteadysupplyofgoodstoretailershenceconsumersarenot

facedwithshortages
ii) Theyensureastablesupplyofgoodshencetherewillbestabilityinmarket

prices
iii) Theyenableconsumerstoenjoyawidevarietyofgoods
iv) Theybreakthebulkofgoodsthusenablingtheconsumerthroughthe

retailertogetthegoodsinconvenientquantities
v) Theypreparegoodsforsalee.g.branding,blendingandpackaging
vi) Passinformationtoconsumersthroughretailersaboutthegoodse.g.new

products,newpricesandtheiruse.
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DOCUMENTSUSEDINHOMETRADE
Abusinessdocumentisawrittenrecordwhichgivesevidencetoastageinthe
transferofgoodsorprovisionofservicesfrom onepartyoritiswrittenrecord
whichgivesevidencethattraderorabusinesstransactionhastakenplace.
Abusinesstransactionisadealbetweentwoormorepeopleinvolving
exchangeofgoodsandservicesintermsofmoney.
Businesstransactionmaytakeplaceoncashbasis;inwhichcasegoodsare
paidforbeforeorondeliveryorashortwhileafterdelivery
Businesstransactionmayalsotakeplaceoncreditbasis;whichmeans
paymentismadeafteraspecifiedperiodfrom thedateofdeliveryofthegoods
ortheprovisionoftheservices
Therearevariousbusinessdocumentsthatareusedinvariousstagesof
businesstransactionsasdiscussedbelow;
a)Documentsusedattheinquirystage
Thisisthefirststageintransaction.Aninquiryisarequestbyaprospective
buyerforinformationonavailablegoodsandservices.Itisaimedat
establishingthefollowing;
Whetherthegoodsorservicesrequiredareavailableforsale
Thequalityornatureoftheproductsavailable
Thepricesatwhichthegoodsorservicesarebeingsold
Thetermsofsaleinrespecttopaymentanddeliveryofgoodsorservices
Someofthedocumentsusedatthisstageinclude;
i) Letterofinquiry;
Thisisaletterwrittenbyapotentialbuyertothesellertofindoutthegoodsand
servicesofferedbytheseller.
Aletterofinquirycanbegeneralorspecific.Aspecificletterofinquiryseeksfor
informationaboutaparticularproduct.
Replytoaninquiry
Thesellermayreplytotheletterofinquirybysendinganyofthefollowing
documents;
-Pricelist-Acatalogue -Quotation -Atender
i)Apricelist
Thisisalistofitemssoldbythetradertogetherwiththeirprices.The
informationcontainedinapricelistisusuallybriefandnotillustratedandmay
include;
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-Nameandaddressoftheseller -Listofthegoodsandservices
-Therecommendedunitpricesoftheproducts -Anydiscountsoffered
Pricelistshowthepricesofthecommoditiesatthattime.
ii) Acatalogue;Acatalogueisabasketwhichbrieflydescribesthegoodsa

sellerstocks.
Itisnormallysentbythesellertothebuyerwhenthebuyersendsageneral
letterofinquiry.Itusuallycarriesillustrationsonthegoodsstocked,andcould
beintheform ofattractiveandcolorfulpictures
Thecontentofacatalogueincludesthefollowing;
Nameandaddressoftheseller
Detailsoftheproductstobesold;inform ofpicturesandillustrations
Thepricesoftheproducts
After-salesservicesofferedbytheseller
Packagingandpostingexpensestobeincurred
Deliveryservicestobeused
Termsofsale
-Cataloguescarrymoreinformationthanthepricelistandtheyaremore
expensivetoprint.
iii) Quotation;Thisisadocumentsentbyasellertoabuyerinresponsetoa

specificletterofinquiry.Itspecifiestheconditionsandtermsunderwhich
theselleriswillingtosupplythespecifiedgoodsandservicestothebuyer.

Thecontentofaquotationincludesthefollowing;
-Nameandaddressofseller -Nameandaddressofthebuyer
-Descriptionofgoodstobesupplied -Pricesofthecommodities
-Termsofsalei.e.discounts,timeofsupply,delivery
-Totalofthegoodstobesupplied
Quotationsarenormallyinform ofletters,butmanylarge-scalebusinesses
havepre-printedquotationsformswhichtheyreadilysendtothepotential
customers.
iv) A Tender
Thisisadocumentofoffertosellsentbyasellertoabuyerinresponsetoan
advertisedrequest
Tenderscontainthefollowing;
-Datewhenthetenderadvertisementwasmade -Modeofpayment
-Dateofmakingdocument -Discountsgiven
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-Nameandaddressofprospectivesellercalledthetenderer
-Thepricesatwhichthegoodscanbeprovided
-Periodofdelivery -Modeofdelivery
-Tendersaredeliveredinsealedenvelopeswhichareopenedbythebuyerona
specifieddate
Thewinningtenderisusuallyawardedontheofthelowestquotedprice
althoughthebuyerisnotobligedtoacceptthisespeciallyifqualityislikelytobe
low
Tendersarenotbindingunlessacceptedbythebuyer.
b)Documentsusedattheorderstage
Afterreceivingrepliestoinquiryinform ofpricelist,catalogueorQuotation,a
prospectivebuyerwillstudythetermsandconditionsstatedinthem,andthen
maydecidetobuyproductsornot.
i) AnOrder
Ifaprospectivebuyerdecidestopurchaseanitem(s),heorshethenplacesan
order
Anorderisadocumentsentbyapotentialbuyertoasellerrequestingtobe
providedwithspecifiedproductsunderspecifiedtermsandconditions
-Anorderissuedforgoodsiscalledalocalpurchaseorder(LPO)
Anorderissuedforservicesiscalledalocalserviceorder(LSO)
Waysofmakinganorder
i) Fillinganorderform.Thisisapre-printeddocumentthatisusedfor

makingorders
ii) Writinganorderletter
iii) Sendingane-mail,faxingorsendingashorttextmessage
iv) Givingaverbalorder.Verbalordershavethedisadvantageinthattheycan

bemisunderstoodandtherewouldbenorecordofitemsordered
-Wherewrittenordersaremade,thepotentialbuyerkeepsacopyoftheorder
foruseinverifyingthegoodsorderedwhentheyaredelivered.
-Awrittenordermaycontainthefollowing;
Nameandaddressofthebuyer
Nameandaddressoftheseller
Thenumberoftheorder
Quantitiesorderedandtotalamounttobepaid
Descriptionofthegoodsordered
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Priceperitem
Specialinstructionsonsuchmattersaspackaginganddelivery
ii) Acknowledgementnote
Onreceivingtheorder,thesellersendsthebuyeranacknowledgementnote
Anacknowledgementnoteisadocumentsentbythesellertotheprospective
buyertoinform him/herthattheorderhasbeenreceivedanditisbeingacted
upon.
Aftersendingtheacknowledgementnote,thesellerhastodecidewhetherto
extendcredittothebuyerornot.Atthisstage,thesellerhasthefollowing
options;
i) Ifthesellerisconvincedthatthebuyeriscreditworthy,arrangementsare

madetodelivertheorderedgoodsorservicestothebuyer.
ii) Ifthesellerisnotsureofcreditworthinessofthebuyer,acreditstatus

inquirycanbeissuedtothebuyer’sbankersortoothersupplierswhodeal
withthebuyertoascertainthecreditworthiness.

iii) Ifthebuyerisnotcreditworthythenapolitenoteoraproformainvoice
canbesenttohim/her

Aproformainvoice
Thisisadocumentsentbythesellertothebuyerrequestingthebuyertomake
paymentforgoodsorservicesbeforetheyaredelivered.Itindicatesthatthe
sellerisnotwillingtograntthebuyercredit
Functionsofaproformainvoice
i) Apolitewayofaskingforpaymentbeforethegoodsaredelivered
ii) Sentwhenthesellerdoesnotwanttogivecredit
iii) Usedbyimporterstogetcustomersclearancebeforegoodsaredelivered
iv) Issuedtoanagentwhosellsgoodsonbehalfoftheseller
v) Showwhatthebuyerwouldhavetopayiftheorderisapproved
vi) Canbeusedtoserveasaquotation
Circumstancesunderwhichapro-formainvoicemaybeused
Ifthesellerdoesnotwanttogivecredit
Ifthesellerwantstosellgoodsthroughanagent
Ifthesellerwantstogetclearanceforimportedgoods
Ifthesellerwantsittofunctionasaquotation
Ifthesellerwantstoinform thebuyerwhathe/shepayiftheorderis

approvede.t.c
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DocumentsusedattheDeliverystage
Afterthesellerhasacceptedtheordersentanacknowledgementnoteand
wherenecessarythepro-formainvoice,thesellerthenpreparesthegoodsfor
deliverytothebuyer.Thiscanbedoneinthefollowingways;
Thesellercanaskthebuyertocollectthegoods
Thesellercandeliverthegoodstothebuyerusinghis/herownmeansof

transport
Thegoodscanbedeliveredtothebuyerthroughpublictransport
Theservices(s)canberenderedtothebuyeratthesellersorthebuyer’s

premisesoratanyconvenientplace.
Themaindocumentsthatareusedatthisstageare;
i) Packingnote;Beforedeliverygoodsarepackedfordispatch.Thisisa

documentpreparedbythesellershowingthegoodscontained/packedin
everycontainer,boxorcartonbeingdeliveredtothebuyer

-Acopyofthepackingnoteispackedwiththegoodstomake/helpthebuyer
haveaspotcheck.

Thecontentsofapackingnoteinclude;
-Descriptionofgoodspacked
-Quantitiesofgoodspacked
-Themeansofdelivery
NOTE:Apackingnotdoesnotcontainpricesofgoods.Thisensuresthatthose
peopleinvolvedincheckingandtransportinggoodsdonotknowthevalueof
goods.Thisisdoneasaprecautionagainsttheft.
ii) Advicenote;Thisisadocumentsentbythesellertothebuyertoinform

thebuyerthattheorderedgoodshavebeendispatched.Itisusuallysent
throughthefastestmeanspossible.

-Itcontainsthefollowing;
-Themeansofdelivery -Adescriptionofthegoods
-Thequantitydispatched -Date
-Nameandaddressofbuyerandseller
Functionsofanadvicenote
a)Informingthebuyerthatthegoodsareonthewaysothatincaseofanydelay

indelivery,thebuyercanmakeinquiries
b)Alertingthebuyersothatnecessaryarrangementscanbemadefor

paymentswhenthegoodsarrive
c)Canserveasanacknowledgementnote,whereoneisnotsent/
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iii) Deliverynote;Thisisadocumentsentbythesellertothebuyerto
accompanythegoodsbeingdelivered.

-Adeliverynoteisalwaysmadeintriplicate(3),onecopyremainswiththeseller
andtwosenttothebuyer.
-Whenthegoodsreachthebuyer,he/sheconfirmsthatthegoodsaretheones
orderedforandthattheyareintherightconditionbycomparingthedelivery
note,theorderandthegoods.Ifthebuyerissatisfiedwiththegoods,he/she
signsthetwocopies,retainstheoriginalandsendthecopybacktotheseller.
Thisservesasevidencethatthegoodshavebeenreceivedintherightcondition
andintherightquantities.
-Somebusinesseskeepdeliverybooksinwhichthebuyersignstoindicatethat
goodshavebeenreceivedingoodcondition.Adeliverybookisusedbythe
sellerifhe/shedeliversgoodsbyhimself/herselfasanalternativetoadelivery
note
Thecontentofadeliverynoteincludesthefollowing;
a.Nameandaddressoftheseller
b.Nameandaddressofthebuyer
c.Dateofdelivery
d.Deliverynotenumber
e.Descriptionofthegoodsdelivered
f.Quantitiesofthegoodsdelivered
g.Spaceforthebuyertosignandcommentontheconditionofthegoods

received.
iv) Consignmentnote
Thisisadocumentpreparedbyatransportertoshowthathe/shehasbeen
hiredtodeliverspecifiedgoodstoaparticularbuyer.Thisdocumentisused
whengoodsaredeliveredtothebuyerbypublicmeansoftransporte.g.by
trains.
-Theselleristheconsignor,thebuyeristheconsigneeandthegoodsthe
consignment
-Thetransportingcompanypreparestheconsignmentnoteandgivestheseller
tocompleteandsign.Thesellerthenreturnsthenotetothetransporter(carrier)
whotakesittogetherwiththegoodstothebuyer.
-Onreceivingthegoods,thebuyersignstheconsignmentnoteasevidencethat
thegoodswereactuallytransported.
Thecontentofaconsignmentnoteincludesthefollowing;
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Detailsofthegoodstothetransported
Nameaddressofseller(consignor)
Nameandaddressofbuyer(consignee)
Termsofcarriageandconditionsoftransportingthegoods
Thetransportationcost
Handlinginformation
Destinationofgoods

v) GoodsReceivednote;Thisisadocumentsentbythebuyertothesellerto
inform him/herthatgoodssenthavebeenreceived.Itusuallypreparedin
duplicate,theoriginalissenttothesellerandthecopyretainedbythe
buyer.

Thecontentsofthegoodsreceivednoteinclude;
Dateofthedocument
Nameandaddressofthebuyer
Nameandaddressoftheseller
Correspondingpurchaseorder
Detailsofgoodsreceived
Datethegoodswerereceived.
vi) Returnedgoodsnote/Damagedgoodsnote;Ifgoodsaredamagedonthe

way,thebuyermayreturnthem totheseller.Thebuyermayalsoreturn
goodsforotherreasonse.g.

Wrongtypeofgoods
Excessgoods
Wrongqualitygoods
-Whenthegoodsarereturned,thebuyerinformsthesellerofthereturnby
sendingagoodsreturnednote.
-Agoodsreturnednoteisadocumentsentbyabuyertoasellertoinform
him/herthatcertaingoodsarebeingreturnedtotheseller.
-Wherethegoodsarereturnedbecauseofdamage,thenotemaybereferredto
asthedamagedgoodsnote.
Thecontentsofthegoodsreturnednoteinclude;
Detailsofgoodsthathavebeenreturnedtotheseller
Dategoodsarereturned
Thenumberof(GRN)
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Ordernumber
Deliverynumber
Nameandaddressofbothbuyerandseller
-Whenthesellerreceivesthenotetogetherwiththegoods,heissuesacredit
note
d)Documentsusedattheinvoicingstage
Thisstageinvolvesthesellerrequestingordemandingforpaymentfrom the
buyerforthegoodsorservicesdelivered.

Someofthedocumentsusedatthisstageinclude:
a) Invoice

Thisisadocumentsenttothebuyerbythesellertodemandforpaymentfor
goodsdeliveredorservicesrendered.
Therearetwotypesofinvoicesnamely:

a)Cashinvoice-Thisissentwhenpaymentisexpectedimmediatelyafter
deliverythusactingasacashsalereceipt

b)Acreditinvoice-Thisissentwhenabuyerisallowedtopayatalaterdate.
Functionsofaninvoice
i) Itshowsthedetailsofgoodssoldi.e.quantitydelivered,unitprice,total

valueofthegoodsandtermsandconditionsofsale.
ii) Itisarequesttothebuyertomakepayment
iii) Itservesasanevidencethatthebuyerowestheselleracertainamountof

money
iv) Itisusedasasourcedocumentinrecordingthetransactioninthebookof

accounts.
Thecontentsofaninvoiceincludethefollowing:
Invoicenumber
Nameandaddressoftheseller
Nameandaddressofthebuyer
Datedocumentisprepared
Detailsofgoodsrepaired
Unitpricesofgoodsdelivered
Totalvalueofgoods
Discountsoffered
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EandO.Eprintedatthebottom
ThelettersEandO.E(ErrorsandOmissionsExcepted)meanstheseller
reservestherighttocorrectanyerrorsandomissionsmadeintheinvoice.
-Onreceivingtheinvoice,thebuyerverifiesthecontentsusingthelocal
purchaseorderandthedeliverynote.Iftheinvoiceisinorder,thebuyermakes
arrangementstopaytheamountstated.
Businesseswhichofferservicesissueadocumentcalledabill,whichservesthe
purposeofaninvoice.

DifferencesBetweentheinvoiceandpro-formainvoice
Theinvoice Thepro-formainvoice

1)Itisissuedaftergoodsand

serviceshavebeendelivered

1)Itisissuedbeforegoodsand

serviceshavebeendelivered

2)Itshowsthetotalvalueofthe

goodsorservicesoncredit

2)Showsthetotalvalueof

goodsandservicestobe

bought

3)Itisusedtodemandpayment

forproductssoldoncredit

3)Itisusedtodemandfor

paymentinadvancefor

productstobebought

4)Usedasabasisformaking

paymentforproductsalready

bought

4)Usedasabasisforpreparing

paymentforproductsnotyet

bought

5)Servesasanoticeof

paymentforproductsbought

oncredit

5)ServesasaQuotationfor

productstobebought.

b)Creditnote
Thisisadocumentsentbythesellertothebuyer(creditbuyer)tocorrectan
overcharge.Itisusedtoinform thebuyerthattheamountpayablebyhim/her
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hasbeenreduced
Anoverchargeisanexcessamountchargedbeyondtherightprice.
Causesofoverchargemayinclude;
Arithmeticalerrorslikewrongaddition
Priceovercharges
Inclusionofwrongorunordereditemsintheinvoice
Failuretodeducttheallowablediscounts
Returnofgoods(damagedgoods)
Failuretonotethereturnbythebuyerofpackingcasesorcontainersusedto

delivergoodstohim/her
Useofwrongpricelist.
-Thepurposeofthecreditnoteistoreducethetotalinvoiceamountbythe
amountoftheovercharge.
-Acreditnoteisusuallyprintedinredtodistinguishitfrom otherdocuments.
-Contentsofacreditnoteinclude;
Nameandaddressofthesellerandthebuyer
Creditnotenumber
Datedocumentisprepared
Descriptionandvalueofgoodsreturnedbybuyer(incasethatwasdone)
Totalovercharge
Reasonswhyasellerwouldsendacreditnotetoabuyer/circumstancesunder
whichacreditnoteissenttoabuyer.
-Whenthereisanoverchargeinaninvoice
-Whentheoriginalinvoicehadindicateditemsthatwerenotsupplied
-Whenthebuyerreturnsemptycases/cratesthathadbeenchargedinthe
invoice.
-Whenthebuyerreturnssomegoodstotheseller
-Ifthebuyerwasentitledtoadiscountwhichwasnotgivenortakencareofin
theinvoice.

c) Debitnote
Thisisadocumentsentbythesellertothebuyertocorrectanunderchargeon
theoriginalinvoice.Itisusedtoinform thebuyerthattheamountpayableby
him hasbeenincreased.
-Adebitnoteactsasanadditionalinvoice.
-Anunderchargeariseswhenamountchargedonproductsislessthantheir
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rightprice.
Causesofunderchargeinclude:

Priceunderchargesonitems
Arithmeticerrors/mistakenincalculation
Omissionofitemsintheinvoice
Retentionofcratesandcontainersthatwerenotinvolvedbythebuyer
Deductionsofmorediscountthanwhatwasgive/intended

Circumstancesunderwhichadebitnotewillbesenttothebuyer
a)Whenthereisanunderchargeintheinvoice
b)Ifthebuyerhadbeengivenadiscountthatwasnotduetohim
c)Ifsomeitemshadbeenomittedintheoriginalinvoice
d)Ifthebuyerdecidestoretainsomeemptycontainersorcrates
DifferencesBetweenadebitnoteandacreditnote
DEBITNOTE CREDITNOTE

1)Issuedtocorrectan

underchargeontheinvoice.

1)Issuedtocorrectan

overchargeontheinvoive.

2)Writtenonblueorblack. 2)Usuallywritteninred

3)Issuedwhencontainershave

notbeenreturned

3)Issuedwhencontainershave

beenreturned.

Documentsusedatthepaymentstage
Thisisthefinalstageofacreditbusinesstransaction.Ittakesplaceafterthe
invoicehasbeenreceivedandascertainedtobecorrectorwherenecessary,
correctionsmade.
Thedocumentsusedatthepaymentstageinclude;

i) Receipt
Thisisadocumentissuedtothebuyerbythesellerasproofthatpaymenthas
beenmade.
-Paymentcanbedoneincash,cheque,otherformsofmoneyorinkind
-Thereceiptalsoservesasasourcedocumentformakingentriesinbooksof
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accounts.
Contentsofthereceiptinclude;
Dateofpayment
Nameofthepersonmakingpayment
Nameofperson/institutionreceivingpayment
Amountpaidinwordsandfigures
Meansofpayment
Receiptnumber
Signatureofpersonissuingthereceipt.
-Theissuanceofareceiptbythesellertothebuyerafterreceivingpayment
markstheendofthecredittransactionbetweenthesellerandthebuyer(where
paymenthasbeendoneinfull)
-Areceiptservesthesamepurposeasthecashsaleslip

ii) StatementofAccount
Thisisadocumentpreparedbythesellerandsenttothebuyer,givinga
summaryofallthedealings/transactionsbetweenthem duringaparticular
periodoftime,usuallyamonth.Ithasthefollowingdetails;
Datewhenitwasprepared
Nameandaddressoftheseller
Nameandaddressofthebuyer
Accountnumber
Datecolumn-wherethedateofeachtransactionisrecorded
Particulars(Details)column-wheretheexplanationofeachtransactionis

shown
Moneycolumn
-Debitcolumn-increasesintheamountspayableduetocreditsalesorunder
chargecorrection.
-Creditcolumn-Decreaseintheamountspayableduetooverchargescorrected
orpaymentsrecorded.
-Balancecolumn-Amountowingaftereachtransaction(Balanceoutstanding)
Anydiscountsallowedtothebuyer
Datewhenthebuyerisexpectedtoclearthebalance
Termsofcredite.t.c.
-Thestatementofaccountenablesthebuyertoascertainthecorrectnessofthe
transactionswhichhavetakenplacewiththeselleroverthestatedperiod.
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iii)IOU
AnIOU(Ioweyou)isadocumentwrittenbythebuyerandsenttothesellerto
acknowledgeadebt.
-Itdoesnotspecifydatewhensettlementwillbemade.
-Itactsasevidencethatadebtexists.
Summaryofdocumentsusedinhometrade
Documentsentbybuyer Documentsentbyseller

-Letterofinquiry -Pricelist

-Order -Catalogue

-Goodsreceivednote -Quotation

-Goodsreturnednote -Tender

-IOU -Acknowledgement

-Advicenote

-Packagingnote

-Deliverynote

-Consignmentnote

-Invoice

-Proformainvoice

-Creditnote

-Debitnote

-Receipt

-Statementofaccount

MEANSOFPAYMENTS
Thesearethemethodsorwaysthebuyermayusetosettledebtsarisingfrom a
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businesstransaction.Thesearevariousmeansofpaymentsthatcanbeused.
Thesemeansofpaymentscanbeputintothefollowinggroups;
i) Cash
ii) Meansofpaymentprovidedbythepostoffice
iii) Meansofpaymentsprovidedbythecommercialbanks
iv) Meansofpaymentswhicharisefrom privatearrangementsbetween

sellersandbuyers
v) Othermeansofpayment.
i) Cash
Thisreferstotheuseofnotesandcoinstomakepayments.Currencynotesand
coinsareissuedbythecentralBankofKenyaandarethereforelegaltender
-Legaltendermeanseveryoneisobligedbylawtoacceptthem asameansof
paymenti.e.noonecanrefusetoacceptthem astheyarebackedbythe
law.Notesandcoinsareavailableindifferentdenominationsasfollows;
Coins;5cents,50cents,sh.1,sh.5,sh.10andsh.40
Notes;sh.10.sh.20,sh.50,sh.100,sh.200,sh.500andsh.1000.
-Coinsaresuitableforsettlingsmalldebtsandareacceptableaslegaltenderup
toacertainmaximum e.g.50centscoinsthemaximum issh20andsh.1the
maximum isksh.100.
Advantagesofcashasameansofpayment:
i) Itistheonlymeansofpaymentwhichisalegaltender
ii) Convenientforsettlementofsmalldebts
iii) Convenienttopeoplewithorwithoutbankaccounts
iv) Cashisreadilyusable
Disadvantagesofcashasameansofpayment
i) Notconvenienttocarryaround
ii) Cashcanbelostorstoleneasilyasitisreadilyusable
iii) Paymentisdifficulttoproveunlessareceiptisissued
Circumstancesunderwhichcashpaymentisappropriate
i) Wheretheamountsinvolvedaresmall
ii) Wherethepayee(receiver)doesnotacceptothermeansofpayment
iii) Wherecashistheonlymeansavailable
iv) Wherethepayeerequirescash(money)urgently
v) Wherethereisneedtoavoidexpensesassociatedwithothermeansof

payments
ii) Meansofpaymentsprovidedbythebanks
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Commercialbanksarefinancialinstitutionsthatacceptdepositstoand
withdrawalsfrom them.
Theyalsolendmoneytocustomers.Examplesofcommercialbanksinclude:
CommercialbankofKenya,NationalbankofKenya,Barclaysbank,andCo-
operativebanke.t.c
-Therearevariousmeansofpaymentsprovidedbythecommercialbanks.They
are:
a.Cheques
b.Bankdrafts/bankerscheques
c.Credittransfers
d.Standingorders
e.Travellerscheques
f.Telegraphictransfers
g.Debitcards
h.ElectronicfundTransfer(E.F.T)
a)Cheques
Thisisawrittenorderbyanaccountholderwiththebank(drawer)tothebank
(drawee)topayondemandaspecifiedamountofmoneytothenamedperson
(payee)orthebearer
Partiestoacheque
i) Drawer-Thisisthepersonorinstitutionwhowritesandissuesthe

cheque.Heisusuallyacurrentaccountholderwiththebank
ii) Payee-Thepersonorinstitutiontobepaid
iii) Drawee-Thebank(wherethedrawerhasanaccount)
Detailsonacheque;theyinclude:
Datewhenitisissued
Nameofthedrawer
Thenameofthepayee,exceptinbearercheques
Thenameofthedrawee(bank)andbranchfrom whereitisissued
Amounttobepaidinfiguresandinwords
Theaccountnumberofthedrawer
Thesignatureofthedrawer
Thechequenumberandbankcode
Theappropriaterevenuestamps
Typesofcheques
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i) Opencheques
ii) Crossedcheques
iii) Bearercheques
iv) Ordercheques
i) Opencheques
Thisisachequethatcanbepresentedforpaymentoverthecounter.You
presentitandcashispaidtoyou.

ii) Crossedcheques
Thisisachequethatbearstwoparallellinesontheface.Thismeansthecheque
cannotbecashedoverthecounter.Thechequeisdepositedinanaccount
(payee’saccount)
Thepayeethenwithdrawsthemoneyfrom his/heraccount
Acrossedchequecanbeopenedbythedrawersigningtwiceonitsface.
-Acrossingcanbegeneralorspecial
-Generalcrossing-generalcrossingsonlycontainsthetwoparallellines.This
impliesthatthechequewillbepaidthroughanybankinwhichitisdeposited.
-Specialcrossings-Hasotherinstructionsincludedinthecrossingi.e;

Notnegotiable-Meansthechequecanbetransferredbythepayeetoa
thirdparty,buthethirdcannottransferthecheque(onlytheoriginalpayee
cantransferthecheque)

Accountpayeeonly-Meansthechequeshouldbedepositedintheaccount
ofthepayee.

Nottransferable-Meansthereisnonegotiationortransferofthecheque
iii) Bearercheques-Thischequedoesnothavethenameofthepayeewritten

onit.Thepersonpresentingittothebankistheonewhoispaid.
iv) Ordercheque-Thechequebearsthenameofthepayee.Thebankpaysthis

particularpayeetheamountstatedinthechequeafterproperidentification
Dishonouringacheque
Achequeisdishonoredifthebankrefusestopayandreturnsthechequetothe
drawer.
-Achequecanbedishonoredduetothefollowingreasons:

i. Insufficientfundsintheaccount
ii. Ifthesignatureonthechequediffersfrom thedrawersspecimensignaturein

thebank.
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iii. Ifthechequeisstalci.e.presentedforpaymentaftersixmonthsfrom the
dateofissue.

iv. Ifthechequeispostdated-meaningthechequeispresentedforpayment
earlierthanthedateonthecheque

v. Iftheamountinfiguresisdifferentfrom theamountinwords
vi. Iftherearealterationsonthechequewhicharenotcountersignedbythe

drawer
vii. Ifthechequeistorn,dirtyordefauldmakingitillegible

viii. Iftheaccountholder(drawer)isdeadandthebankisawareofthefact
ix. Ifthedrawerinstructsthebanknottopaytheparticularcheque
x. Ifthechequecontainserrorswhichneedtobecorrected

xi. Ifthedrawerbecomesbankruptorinsane
xii. Ifthedrawerhasclosedhis/heraccount.

Advantagesofusingcheques
i) Theyaremoresecurethannotesandcoinsbecauseiftheyarelostor

stolen,theycanbetracedtothepersonwhocashedthem.
ii) Theyareconvenienttocarryandcanbeusedtopaylargesum ofmoney

whichwouldbeotherwiseinconvenienttopayusingcash
iii) Theycanbetransferredtoathirdpartytomakepayment/chequesare

negotiable
iv) Paymentcanbemadebychequewithouttheneedtotraveltomake

payment
v) Theyprovidearecordofpaymentbecauseofthecounterfaits.The

counterfaitsactsasproofthatpaymenthasbeenmade.
vi) Underspecialcircumstances,theycanbecashedordiscountedbefore

maturity.
Disadvantagesofusingcheques
i) Chequescanbedishonored
ii) Requiresthepayeetogotothebankandinsomecasestohavean

account
iii) Thedrawerpayssomechargese.g.chargesforthechequebook
iv) Canonlybeissuedbyanaccountholder/thedrawermusthaveanaccount
v) Theyarenotreadilyacceptablebyeverybody
vi) Theydonotprovideimmediatecash.
Circumstancesunderwhichachequeisappropriateasameansofpayment
Wheretheamountofmoneyinvolvedislarge
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Wherethepolicyofthebusinessdemandsso
Whereachequeistheonlymeansavailable
Wherethereisneedtoavoidotherrisksassociatedwithothermeansof

payments
b)Bankdrafts/Banker’scheques
-Thisisachequedrawnonabanki.e.achequedrawnbyonebanktoanother
requestingthelatterbanktopayanamedpersonorinstitutionaspecifiedsum
ofmoneyandchargeittothedrawingbank
-Itcanalsobedrawnbyabankontherequestofacustomer.Thecustomerfills
inanapplicationform obtainedfrom abankandhandsitovertothebank
togetherwiththemoneyshewantstotransferandacommissionfortheservice.
-Thebankthenpreparesthechequeandgivesittotheapplicantwhocanthen
sendittothepayee
-Abankdrafthasthedrawingbank’sguaranteeforpayment.Itisthereforemore
readilyacceptablethanpersonalcheques.
-Itissuitablewhenurgencyisdesiredinthepaymentasitismorereadily
acceptable.
c)Credittransfer
Thisisameansofpaymentprovidedbycommercialbankstotheircurrent
accountsholderswhowanttopaymanypeopleusingonecheque/atthesame
time
-Onechequeisdrawnandisusuallyaccompaniedbyalistofthepeopletobe
paid,theamounttobepaidtoeachpersonandtheaddressesofthebank
brancheswherethepaymentistobemade.
-Thebankthenensuresthatacredittransferisaffectedtothevariousbank
branchesandeachpayeeispaid
-Acredittransferisusuallyusedbyemployerstopaysalariestotheirstaff
members.
d)Standingorder
Thisisaninstructiontoabankbyanaccountholdertopayanamedpersonor
anorganizationafixedamountofmoneyatregularintervalsoveraspecified
periodoftimeoruntilstopped
-Itisaveryusefulmeansofpaymentforbusinesspeopleasitenablesthem to
regularlypaytheirrecurrentbillse.g.water,insurance,electricity,loanpayment,
hirepurchasepaymente.t.c
e)Traveler’scheques
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Thisisachequedrawnbyonebanktoanotherrequestingthelattertopaya
specifiedsum ofmoneytoanamedbearer,whousuallywouldhaveboughtthat
chequefrom issuingbank.Thechequeholderpaysthevalueofthechequeplus
thechargesfortheservicestotheissuingbank.
-Travellerschequesareusuallyissuedinfixeddenominationsandarevery
convenientfortravelpurposes,hencetheirname.Theyenableapersontotravel
withouthavingtocarryalotofcash.Thechequesarealsoreadilyacceptableas
ameansofpayment.
f)TelegraphicTransfers
Thisisamethod/meansoftransferringmoneyofferedbycommercialbanksto
anybodywhowantstosendmoneytoanother
Thesenderisrequiredtofillanapplicationform andprovidethefollowing
informationamongothers:
-His/hername -Theamountofmoneytoberemitted
-Nameofthepayee -Thebankwherethemoneywouldbepaid
Theapplicantischargedacommissionandtelegraphfee.Thepayingbank
sendsatelegram tothepayeewhohastoidentifyhimself/herselfbeforethe
paymentismade
Themethodisfastandsafe.
g)Debitcards
Theseareplasticcardsissuedbyfinancialinstitutionse.g.banksthatenablesa
persontopurchasegoodsandservicesfrom anybusinessthatacceptsthem.
Debitcardsareusedtomakepaymentsfrom moneyheldinonesaccountsand
arethereforeanalternativetocashpayments.ExamplesareATM cards.
h)ElectronicFundTransfer(E.F.T)
EFTisamethodoftransferringmoneyfrom oneaccounttoanotherwhere
computersareused.Thesenderisrequiredtofillanelectronicfundtransfer
form providedbythebankwhichinstructsthebanktotransfermoneyfrom
his/heraccounttoanamedaccount.
Informationisthensenttothepayee’sbankelectronicallyandtheamountinthe
accountisincreasedaccordingly.Themethodisveryfast.

iii. Meansofpaymentsprovidedbythepostoffice
Thepostofficeprovidesmeansofpaymentsthatcanbeusedtotransfer
moneyfrom onepersontoanother
Themeansofpaymentsprovidedbythepostofficetofacilitatepayments
includes,
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a.Moneyorders
b.Postapay
c.Postalorders
d.Postagestamps
e.Premium bonds
a)Moneyorders
Amoneyorderfacilitatesthetransferofmoneyfrom onepersontoanother
throughthepostoffice(and/orbank)
Amoneyorderisusuallyforaspecifiedsum ofmoneyusuallypurchasedwith
cashfrom thepostoffice
Apersonwishingtosendmoneyusingthismethodvisitsapostofficeand
completesanapplicationform.Someofthedetailscontained/givenintheform
include:
Theamountofmoneytoberemitted
Nameofthepayee
Thenameofthepostofficewherethemoneyorderwillbecashed
Nameandaddressofthesender
Whetherthemoneyorderistobeordinaryorsentbytelegraph
Whetherthesenderwishestobeinformedifthemoneyhasbeenpaid
Whetherthemoneyistobepaidthroughabankaccountoratthepostoffice

counter.
Theapplicationform,moneytoberemittedandcommissionfortheserviceis
handedtothepostofficeclearkwhopreparesthemoneyorderandgivesitto
thesenderwhomaypostitorsendittothepayee.
-Telegraphicmoneyorders,thepostofficesendsatelegram tothepayee
informinghim/hertogotothepostofficeandclaim themoney.
-Beforepaymentismade,thepayeemust;
Identifyhimself/herselfbyproducinganIDcard
Identifythepersonwhosentthemoney.
-Thesenderofthemoneyisleftwithacounterfoilwhichservesasevidencethat
moneywassentanditcanbeusedtoreclaim themoneyifitdidnotreachthe
payee
-Moneyordermaybeopenorcrossed.Acrossedmoneyorderbearstwo
parallellinesdrawndiagonallyonitsfaceandmustbedepositedinthebank
accountofthepayee.Itcannotbecashedoverthecounteratthepostoffice.
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-Anopenmoneyordercanbepresentedforpaymentatthepostofficecounter.
Circumstancesunderwhichmoneyorderisappropriate
a)Whereitistheonlymeansavailable
b)Whereothermeansarenotacceptable
c)Wherethereisneedtoavoidinconveniencesorrisksassociatedwithother

means
b)Postapay
ThisisanElectronicFundTransfer(EFT)serviceofferedbythepostal
corporationofKenya,forsendingandreceivingmoneyinstantlyfrom various
destinationsbothlocallyandinternationally.
-Thepersonsendingmoneyfillsinaform called‘sendform’givingthefollowing
details;
Name,addressandtelephonenumberofsender
Name,addressandtelephonenumberofreceiver
Paycity,townandlocationofthereceiver
Signatureofthesender
Amounttobesent
-Thesenderhandsovertheform,theamountofmoneytobesentandthe
commissiontothepostofficeclerkforprocessing
-Thetransferisdoneviatheinternetthroughamachinethatgivesatwelve-digit
numberforthetransactioncalledthe‘Transactioncontrolnumber’(TCN).The
senderthenconveysthisnumber,amountsentandpaylocationtotherecipient
andinstructionstotherecipienttovisitthenamedpostofficeforpayment.This
messageisusuallyconveyedthroughthequickestmeanspossiblesuchasa
telephonecall
-Thesenderisgivenacopyoftheprocessed‘sendform’asproofthatmoney
hasbeensent.Thepostofficeretainstheoriginalforrecordpurposes.
-Whenthereceivervisitsthepostoffice,he/shewillfilla‘receiverform’giving
thefollowingdetails;
i)Thetransactionnumber(i.e.thetwelve-digitnumber)
ii)Theexpectedamount
iii)Thename,addressandtelephonenumberofthesender
iv)Thecitytownorlocationofthesender
v)Signatureofthereceiver
ThereceiverthenidentifieshimselforherselfbyproducinganIDcardor
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passportbeforereceivingthemoney.
-Therecipient/payeeisthengiventhemoney,acopyofthereceiveform as
proofofhavingreceivedthemoney.Thepayingpostofficeretainsacopyas
proofofpayment.
AdvantagesofusingPostapayasameansofpayment
i)Accessibility-Postapayoutlets(postoffices)arelocatedcountrywideto

eliminatemovementoverlongdistancestogetmoney
ii)Easeofuse-Sendingorreceivingmoneyiseasyasoneonlyneedstofilla

form whichisprocessedimmediately
iii)Speed-thetransferofmoneyisinstant(fast)
iv)Security-Confidentialityinthetransmissionofmoneyisprovidedandmoney

isonlypaidtothepersonintended
v)Convenience-Postapayservicesareofferedforlonghoursduringthedayand

paylocationsareconvenientlylocated
vi)Affordability-Postapayservicesarerelativelyaffordableaslargeamounts

canbesentatreasonablecosts.

c)Postalorders
-Postalordersaresoldbythepostofficeforthepurposeofremittingmoney
-Theyareavailableinfixeddenominationsofsh.5,10.20,40,60,80,100and200
-Onbuyingapostalorder,thesenderpaysforboththefacevalueofthepostal
orderandacommissionchargedfortheservice
-Postalordersjustlikemoneyordersareissuedwithcounterfoilsthatthe
senderwillkeepasevidenceofremittanceincasethepersontowhom he/she
remitsthemoneydoesnotreceiveit.
Thesenderwritesthenameofthepayeeonthepostalorderasasafety
measure.
Paymenttothebearercanbemadeinanypostofficewithpostalorderfacilities
Postalordersmayalsobecrossedoropen(seecrossedandordinarymoney
orders)
Circumstancesunderwhichpostalordersareappropriate
i)Wheretheamountsinvolvedaresmall
ii)Whereitistheonlymeansavailable
iii)Wherethereisneedtoavoidinconveniencesandrisksassociatedwiththe

othermeansofpayment.
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Differencesbetweenpostalordersandmoneyorders
Postalorders Moneyorders

a)Itcanbecashedatanypost

office

a)Canonlybecashedata

specificpostoffice

b)Areinfixeddenominations b)Variesaccordingtotheneeds

oftheremitter

c)Doesnotrequireany

applicationform tomakea

remittance

c)Requiresthefillingofan

applicationform inmaking

remittance

d)Canbecashedbythebearer d)Canonlybecashedbythe

payee

e)Valuecanbeincreasedby

affixingrevenuestamps

e)Valuecannotbeincreasedby

affixingrevenuestamps

d)Postagestamps
Postagestampsmaybeusedtopaysmallamountsofmoney.Thepersonto
whom thestampsaresentcanthenusethem forsendingmailand/ortopay
someoneelse.

e)Premium Bonds
Premium bondsareissuedbythepostofficeindenominationsofsh.10and
sh.20.Theymatureafteragivenperiod,afterwhichonecancashthem.
-Bearerscanalsoenterintodrawssoastowinmoney.
-Premium bondscanbeusedtosettledebts,butitisnotasafemethod
becausetheycanbecashedbyanybodyi.e.bythebearer.
Circumstancesunderwhichpostagestampsandpremium bondsareused
i)Wheretheamountsinvolvedaresmall
ii)Wheretheyaretheonlymeansavailable.
Meansandpaymentswhicharisefrom privatearrangementsbetweenthe

sellersandthebuyers
Therearevariousbusinessdocumentsthatoriginatefrom privateagreements
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betweenbuyersandsellers.Thebuyeracknowledgesthecreditandacceptsto
payatspecifiedfuturedatesbysigningsomedocuments.Thesedocuments
include;
a.IOweyou(IOU)
b.Billofexchange
c.Promissorynote.
a)BillofExchange
Thisisunconditionalorder,inwriting,addressedbyonepersontoanother,
requiringthepersontowhom itisaddressedbyonepersontoanother,requiring
thepersontowhom itisaddressedtopayondemand,oratastatedfuturedate,
thesum ofmoneyonthebilltothedrawer,oranamedpersonortoabearer.
i)Order-isacommandnotarequest
ii)Unconditional-Withoutconditioni.e.nouseofsuchwordsas‘if’or‘whom’
iii)Thebillmustbeinwriting
iv)Amountofmoneymustbeclearlystated
v)Payeemustbenamed.He/shecanbethedrawerorsomeoneelseorthe

bearer
vi)Dateofpaymentmustbestatedorcanbedeterminede.g.‘Twomonthsfrom

thedateoftoday’orThreedaysafter31stJanuary2012’
-Abillofexchangeispreparedbyacreditortoadebtorwhenacreditorwantsto
beassuredofpaymentbyadebtoronagivenfuturedateorwhenaskedtodo
sobythecreditor
-Ifthebuyer/debtorsignsthebill“accepted”thenhe/shecannotdeny
responsibilityforthedebtsincehe/shehasacknowledgedresponsibilityforthe
date.
Procedureforpreparingabillofexchange
Abillofexchangeiswrittenbyaperson(creditor)tohisdebtortoseek
assurancethatthedebtorwouldpaythedebt.
Step1.Thecreditorpreparesthedraftandsendstothedebtor.
Step2.Thedraftandafteracceptingtheconditionslaidtherein,he/shesignson
itandwritethewords“accepted”.He/shethensendsitbacktothecreditor.At
thispointthedraftbecomesabillofexchange.
Step3.Thecreditorreceivesthebillandmay:
i)Keepituntilmaturitywhenhewouldpresentittothedebtor(accepted)for

payment
ii)Discountitwithabank.Thisispresentingtoabankoranyfinancial
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institutionandreceivingcashagainstitbeforethematuritydate.Oneis
howevercharged(discountingcharge)fortheservice

iii)Negotiateit-Usingittopaysomeoneelseapartfrom thepayee.
PartiestoabillofExchange
i)Drawer-Thisisthepersonwhogivesthedebtorthewrittenordertopaythe

valueofthebillofexchange(thecreditor)
ii)Drawee-Thisisthepersontowhom theordertopayisgiven(Debtor).Heor

sheacceptsthebill.
iii)Payee-Thisisthepersontowhom thepaymentistobemade.Thepayeemay

bethedrawer,or
EssentialsofabillofExchange
i)Itmustbesignedbythedrawer(creditor)
ii)Itmustbeacceptedbythedrawee(debtor)
iii)Itmustbeacceptedunconditionally
iv)Itmustbearappropriaterevenuestamps
NOTE:Abillofexchangebecomesameansofpaymentwhenitispresented
(discounted)tothebanksornegotiated.
AdvantagesofusingaBillofexchange
i)Theholdermaypassrightsonthebilltoanotherperson
ii)Dateofpaymentisdetermined
iii)Acceptancebythedebtormakesitlegallybinding
iv)Thepayeemayreceivemoneybeforeduedatesbydiscounting
DisadvantagesofusingaBillofExchange
i)Itmaybedishonouredonmaturity
ii)Cashmaynotbereadilyavailableasbanksmaybereluctanttocashbills

from debtorsofdoubtfulfinancialbackgrounds
iii)Itisanexpensiveform ofcreditasthecreditormaylosepartoftheface

valueofbillinform ofdiscount
CircumstancesunderwhichaBillofexchangeisappropriate.
-Whenthecreditorwantstobeassuredthatthepaymentwouldbedone
-Wherethecreditorwantsmoneywhilethedebtorisnotabletoraiseitbefore
theendofthecreditperiod
-Wherethecreditorwantstousethedebttopayanotherdebt.
b)Promissorynote;Thisisadocumentinwhichadebtorpromisedtopaya

creditoraspecifiedsum ofmoneyataspecifiedtime/date.
Featuresofapromissorynote
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i)Therearetwopartiesi.e.thedrawer(debtor)andthepayee(creditor)
ii)Thereisapromisetopay
iii)Itiswrittenbythedebtortothecreditor
iv)Itdoesnotrequireacceptancesinceitissignedbythepersoncommittingto

paythemoney
v)Thewriter/makerisliableonthenoteashe/sheisthedebtor.
-Afterdrawingandsigningthepromissorynote,thedebtor(borrower)sendsit
totheseller.(Lender)
-Theseller/lendermaykeepituntilmaturityandthenpresentitforpaymentor
maydiscountitwiththebanksbeforematurity.
SimilaritiesbetweenaBillofExchangeandapromissorynote:
i)Bothactasevidenceoftheacknowledgementofadebt
ii)Bothmaybediscountedorendorsedbeforematurity
iii)Botharenegotiablei.e.canbetransferredfrom onepersontoanother
iv)Botharelegallybinding
v)Bothallowforadequatetimewithinwhichtoorganizeforthepaymentofthe

valueofthebillornote.
Differencesbetweenapromissorynoteandabillofexchange:

Promissorynote BillofExchange

-Drawnandsignedbythe

debtor

-Drawnandsignedby

thecreditor

-Itdoesnotneedtobe

accepted

-Itmustbeacceptedby

thedebtorforittobe

valid

-Thedraweranddrawee

areoneperson

-Thedraweristhe

creditorandthedrawee

isthedebtor

c)TheIOU
-IOUisanabbreviationof‘Ioweyou’
-Itisawrittenacknowledgementbyabuyerofadebtarisingfrom thepurchase
ofgoodsandservicesoncredit.Itiswrittenandsignedbythebuyerandsentto
theseller
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-Iftheselleracceptsit,thenthebuyercanreceivegoodsandservicesoncredit.
ThoughtheIOUdoesnotusuallyindicatethespecificdateofpayment,the
buyeracknowledgesthedebtandacceptsresponsibilitytopayatasuitable
futuredate
NOTE:TheuseofIOUisrestrictedtocommercialtransactionsinvolvingparties
whohavedealtwitheachotherforalongtime;hencetheyknoweachotherwell.
iv) Othermeansofpayment

a)Creditcards
b)Mobilemoneytransferservicese.g.M-pesa.

a)Creditcards(plasticmoney)
-Theseareplasticcardsthatenableapersontopurchasegoodsorserviceson
creditfrom anybusinesswillingtoacceptthecard
-Theyarebothameansofpaymentandaterm ofpayment
b)Mobilemoneytransferservicese.g.M-pesa
-Thisisameansofmoneytransferservicesprovidedbymobilephoneservice
providerstotheircustomers(subscribers)
-Itcanonlybeusedtotransfermoneybetweenpeoplesubscribedtothesame
mobilephonenetworke.g.from onesafaricom subscribertoanothersafaricom
subscriber,AirteltoAirtele.t.c
-Thesendermustregisterforthemoneytransferserviceandisissuedwitha
PIN(personalidentificationnumber)
-Whenmoneyissent,boththesenderandthereceiverwillreceiveamessage
confirmingthetransfer.
-Apersoncansendmoneyanytimeanywheresolongashe/shehasvaluein
his/herm-pesa,pesapapaccount.
-Eachmobileserviceproviderhasarangeofvaluethatcanbetransferredusing
thismethod.
-Asmalltransactionfeeischargesforthetransferi.e.forsendingand
withdrawing

Benefitsofmobilemoneytransferservices
i. Confidentiality-ThesecretPINprotectsthevalueinthecustomer’saccount

ii. Easeofuse-Theserviceiseasytouseastheagentsassiststocarryout
transaction
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iii. Speed-Moneytransferisaninstantserviceconveyedtothereceiverviathe
shortmessageservice(SMS)

iv. Convenience-Theserviceisconvenienttoboththesenderandthereceiver,as
theyonlyneedtogotothenearestagent(moneycanbesent/depositedor
receivedanywhere)

v. Accessibility-Theagentse.g.m-pesaagentsarelocatedinmostpartsof
townsandalsoinruralareas.Moneycanhencebesentandreceived
anywhereandanytime.

vi. Affordability-Theservicechargesareverylowforregisteredusersandvery
affordablefornonregisteredusers

vii. Security-Relativelysecurewhenthesenderusesthecorrectphonenumberof
thereceiver.

TERMSOFPAYMENTS
Thesearethevariousagreements/conditionsagreeduponbetweensellersand
buyersregardinghowdebtsarisingfrom theirtransactionsshouldbesettled.
Theseconditionsinclude;
-Howpaymentisexpected

-Whenpaymentisexpected
-Whatisincludedinthequotedpricee.t.c.
Termsofpaymentsarebroadlycategorizedintotwo;

A.Cashpayments
B.Deferredpayments(creditpayments)

-Thisclassificationdependsonwhethertheagreementistopayforthe
productsimmediatelyoratalaterdate.
A.CashTermsofpayments
Cashtermsofpaymentapplywhenabuyerisrequiredtopayforgoodsor
servicesimmediatelybeforeorafterdelivery.Theyincludethefollowing:
a)Spotcash-Thisiswherepaymentisdoneatthepointofpurchase.

-Mainlyusedinretailbusinesseswherecustomersarerequiredtopayasthey
getthegoodsorreceivetheservice.

b) CashonDelivery(C.O.D)
-Thisiswherethebuyerpaysforthegoods(orservices)assoonastheyare
deliveredtohisorherpremises.
c) Cashwithorder(C.W.O)
-Thisiswherethebuyerisrequiredtopayforthegoodswhenmakingtheorder
forthegoodsortheservices.
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CircumstancesunderwhichC.O.DandC.W.Oareappropriate
i. Whenthebuyerisnewtotheseller

ii. Wherethebuyer’screditworthinessisindoubt
iii. Wherethesellerisoperatingmailorderstores(C.W.Oonly)
iv. WhereC.W.OorC.O.Disthepolicyofthebusiness
v. Ifthecostofcollectingdebtsisconsideredhighbytheseller

vi. Whenaselleristomakegoodsbasedonuniquespecificationprovidedbya
particularbuyer(C.W.Oonly)

vii. Wherethesellerwantstoavoidtyingupbusinesscapitalindebts.
d)Promptcash;Thisiswherepaymentshouldbemadewithinafewdays
(normallysevendays)afterdelivery.
-Promptcashperiodallowsthem toexaminethegoodsandchecktheinvoiceto
certifyitscorrections
ii) Deferredpayments
Thismeansthatgoodsorservicearenotpaidforinfullondelivery.Theyare
insteadpaidinfutureinalumpsum orinseveralinstalments.
Theperiodwithinwhichabuyerissupposedtopaythesellerisreferredtoas
creditperiodandisexpressedintermsofdays.
-Termsofpaymentsincredittransactionsareusuallyagreeduponbytheseller
andthebuyerdependingon;
Capitalbase/financialstabilityoftheseller
Thenatureofthegoodssupplied
Therelationshipbetweenthebuyerandtheseller
Thecreditworthinessofthebuyer
-Indeterminingthecreditworthinessofabuyer,thesellerwillconsider;
a)Character-Thebehaviorofthebuyerintermsofhonesty,whichdetermines
theprobabilityofthebuyerhonoringhis/herdebtobligations
b)Capacity-Thebuyer’sabilitytopayasindicatedbypastbusiness
performancerecordsortheprofitabilityandthevalueofhis/herassets.
c)Capital-Thefinancialpositionofthebuyersbusinessorhowmuchthebuyer’s
businessisworth.
d)Collateral-Thesearethepropertiesofvaluepledgedbythebuyerassecurity
forthecredit
e)Condition-Theeffectoftheexistingeconomicconditionsonthebuyer’s
abilitytopayhis/herdebts.
FormsofDeferredpayments(creditpayments)
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a)Opentradecredit/opencredit
-Undertheseforms,goodsandservicesaresoldtothebuyerwhoisexpectedto
payforthem atafuturedateorwithinagivenperiod
-Thebuyermayalsoberequiredtopayforgoodsorservicesoninstallments.
-Discountsmaybeallowedtoencouragethebuyertopayontime.
-Theownershipofthegoodspassestothebuyerimmediatelyafterenteringthe
contract.Thesellershouldhoweverensurethebuyerwillpayby:
Ascertainingthecreditworthinessofthebuyer
Askingthebuyertoguaranteepaymentbysigningsomedocumentse.g.bill

ofexchange
Askingthebuyertohavesomeoneelsetoguaranteethepayment
Askingthebuyertopledge(mortgage)someofhis/herpropertyassecurity
Factorstoconsiderwhengivingcredit

a.Creditworthinessofthebuyer
b.Repaymentperiod
c.Amountofgoodsthecustomerwants
d.Availabilityofadequatestock
e.Honestyi.e.reliabilityofthecustomer
f.Frequencyatwhichthecustomerbuysfrom theseller
g.Seller’sintentiontoattractandretaincustomers
NOTE:Nointerestisusuallychargedonopentradecredit.

Examplesofopentradecredit
i)Simplecredit(promptcash/personalcredit)
-Isaform ofcreditextendedtoatraderoracustomerforaveryshorttime,
usuallynotmorethanaweek
-Itisacommonform ofcreditbetweenretailersandtheircustomers.
-Itisalsoreferredtoaspromptcashbecausepaymentismadewithinashort
time.
ii)Monthlycredit
-Aform ofcreditextendedwhenasellerallowsthebuyertopay/settlehis/her
debtafteronemonth
-Thebuyercancontinuetakinggoodsfrom theselleruptotheendofthemonth.
-Itisaform ofcreditusuallyallowedbyretailerstosalariedworkersforgoods
suchasfooditemsandnewspapers
iii)BudgetAccounts
-Areusuallyoperatedbylargescaleretailerstoapprovedcustomers
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-Theretailerkeepsanaccountofthecustomerinhis/herbooks
-Tooperatebudgetaccounts;
Adepositisrequired
Regularpaymentsaretobemade
Thereisamaximum amountofcredittobeallowed
Thecustomermaybechargedforanyspecialservicesgivenbytheseller

called“aftersaleservices”
iv)Tradecredit
-Thisiscreditgivenbyatradertoanothertraderwhengoodsareboughtfor
selling
-Paymentsforthegoodsismadeaftersellingthegoodsorwithinanagreed
periodoftime
v)Creditcardfacilities
-Plasticmoney(creditcards)enablestheholdertoobtaingoodsandservices
oncreditform specificsuppliers(peoplewillingtoacceptthecards)
-Theyalsoenabletheholderstoobtainmoneyfrom specificbanksandother
specifiedfinancialinstitutions
-Theyareavailabletoadultsofapprovedcreditworthiness
-Somecreditcardscanonlybeusedlocallywhileotherslikevisacardscanbe
usedbothlocallyandinternationally.
-Whenacustomermakesapurchaseusingthecard,thesellerelectronically
verifiesthevalidityofthecardandwhetherthecredit-cardholder/customerhas
sufficientcredittocoverthepurchase.Ifalliswell,thecreditcardcustomer
signsaspecificform thathavebeenfilledbythetrader.Suchformsareusually
providedbythecardcompanytothetrader.Thetraderandthecardholder
retainacopyeachandtheothercopiesaresenteithertothecreditcard
companyortothetrader’sbank.
-Therearetherefore3partiestoacreditcard;

Thecompanythatissuesthecards
Thecardholder
Thetrader

-Atregularintervals,thecreditcardcompanysendsastatementofaccountto
eachcardholdershowingtheoutstandingbalanceatthattime.Theoutstanding
balanceshouldnotbegreaterthantheallowedcreditlimit.
-Examplesofcompaniesthatissuecreditcardsinclude;Barclayscard,
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AmericanExpress,AccesscardsandVisacards.

Advantagesofcreditcard
Theyaresafertocarryaroundthancash
Convenienttocarryaround
Enablestheholdertogetgoodsandservicesfrom specifiedsellerswithout

payingimmediately
Someareacceptablebothlocallyandinternationally
Enablestheholdertogetmoneyfrom specifiedbanks
Increasescreditratingofanindividual
Disadvantagesofcreditcards
Toacquirethecreditcard,theapplicantisrequiredtohaveanestablished

creditrecord
Theholderischargedhighinterestratebythecardcompany
Itispronetoabusethroughfraud
Interestischargedifthereisdelayinpayment
Canonlybeusedbythosewhoare18yearsandabove
Holdermaybetemptedtooverspend
Theiruseislimitedtoonlyspecificareas(urbanareas)
Facesstiffcompetitionfrom othermeansofpaymentsuchascheques,

moneyordersandpostalorders.
Onlyfewbusinessesacceptthecards
Longproceduresareinvolvedingettingthecards
Thecardscanonlybeaffectedbypeoplewithhighincome.
b)Hirepurchase
ToHire:Meanstousesomeoneelse’spropertyforapayment
Hirepurchase:Isamethodofhiringpropertywithanoptiontobuy.
-Theterm ofpaymentforahirepurchaseare;
Thebuyerpaysaninitialdeposit(downpayment)
Theremainingamount(balancedispaidinequalmonthlyinstallmentspread

overanagreedperiodoftime
Theinstallmentspaidincludeinterestwhichusuallymakestheoverallprice

paidrelativelyhigherthanwouldbethecaseifthegoodswereobtainedon
cashterms.

-Goodssoldonhigherpurchasearedurableandexpensivesuchas;vehicles,
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furniture,electronicse.t.c
-Thebuyercanonlypossesthecommoditybutnotownit.Therefore’thebuyer
cannotsellthegoodstoanotherpersonbeforeallinstallmentsarepaid
-Ownershipofthegoodsremainswiththeseller.Thegoodsare‘onhire’tothe
buyer.
-Aftercompletingthepayment(afterthelastinstallmenthasbeenmade),a
certificateisissuedtothebuyerasproofoftransferofownership
-Incasethebuyerfailstomakepayment/defaultsinpayment;thesellercan
repossessthegoods.Howeverifthebuyerhaspaidtwothirdsofthetotal/hire
purchasepriceatthetimeofdefaulting,thesellerhasnolegalrightto
repossessthegoods.
-Thesellercanonlyrecovertheremainingamountofmoneythroughacourt
action
-Thesellermustdisplayboththecashpriceandthehire-purchasepriceonthe
itemstoenablethebuyerstodecideunderwhattermstheywanttobuythe
goods.
-Awrittenagreementhastobeenteredintobyboththesellerandthebuyer.The
agreementsafe-guardstheintervalsofallofthem
-ExamplesofhirepurchasebusinessesoperatinginKenyainclude;AfricaRetail
Traders(ART),Kukopesha,SingerandAmedo.
-Forsalariedpeople,thehirepurchasehasintroducedasystem wherethe
installmentsarededucteddirectlyfrom thebuyer’ssalaryeverymonth.Thisis
calledthecheck-offsystem.Inthissystem,nodeposits/downpaymentsare
required.Thebuyer’semployertakesupthedutyofremittingthedepositstothe
selleronamonthlybasis.
AdvantagesofHirepurchase
Tothebuyer
a.Thebuyeracquirespossessionanduseofgoodsimmediatelyafterentering

intothecontract
b.Installmentstobepaidarepre-determined,sothebuyerknowsandisableto

budgetforthisamount
c.Onecanacquireexpensivegoods/itemswhicharedifficulttogetoncash

terms
d.Paymentisspreadoveralongdurationoftimemakingitconvenient/suitsthe

buyer’sincome
e.Raisesstandardsoflivingdespitelimitedresources
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Totheseller
a.Thegoodsbelongstotheselleruntilthelastinstallmentispaid
b.He/shecanrepossessthegoodsincasethebuyerdefaultsinpayments
c.Thesellerisabletomakemoreprofitduetohigherpricesinthelongrun
d.Thesalesvolumeincreaseduetogreaterabilitybycustomerstopay/more

buyersareattractedtohirepurchasetermsleadingtomoresales
e.Norefundispayabletoabuyerforgoodsrepossessedfrom him/her
f.Duetothecheck-offsystem,chancesofnon-paymentareminimized.
DisadvantagesofHirepurchase
Tothebuyer
a.Thehirepurchasepriceishigherthanthecashprice.
b.Thegoodsbelongtotheselleruntilthelastinstallmentismade
c.Becauseoftheeasypaymentterms,thebuyermaybetemptedtooverspend

whichmightleadtofinancialproblems
d.Thevarietyofgoodssoldonhirepurchasetermsislimitedtothosegoods

thataredurable
e.Ifthebuyerdefaultsinpayment,thealreadypaidonesaretreatedashire

chargesandarenotrefunded.
f.Goodsmayberepossessedifthebuyerdefaultsinpayment
Totheseller
a.Goodsrepossessedcanonlybesoldassecondhand
b.Thereisalotofdocumentationandfilingofinformation/records
c.Thecostofoperatingthebusinessisusuallyveryhigh
d.Therisksoflossonhirepurchasesalesarenormallyhighassomebuyers

maydefaultinpayment
e.Highamountofcapitalisneededtofinanceahirepurchasebusiness
f.Alotofmoneyisspentonrepairofdamagedgoods
g.Alotofcapitalistiedandheldinstockanddebts.
c)InstallmentBuying/creditsale(deferredpayment)
-Inthisform ofcreditselling,thebuyerisnotrequiredtopayadownpayment.
Paymentforthegoodsismadeinequalinstallmentsspreadoveraperiodof
time.Theseinstallmentscoverinterestandrelatedcostsofselling.
Otherfeaturesofinstallmentbuying
a.Theownershipandpossessionofgoodspassesontothebuyerimmediately

thefirstinstallmentispaid
b.Oncethegoodshavebeensold,theycannotberepossessedbytheseller
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evenifthebuyerdefaultsinpayment.
c.Incasethebuyerdefaultsinpayment,thesellercanobtaincompensation

throughcourtaction.
d.Thereisawrittenagreementbetweenthebuyerandtheseller(creditor)
e.Thebuyermaydisposeofthegoodsbeforepayingforthem fully
f.Canbeusedfornon-durablegoods

Ontheotherhand,;
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BUSINESSSTUDIESFORM TWONOTES

FORMSOFBUSINESSUNITS
TOPICOBJECTIVES
Bytheendofthetopic,thelearnershouldbeableto:
1.Identifythevariousformsofbusinessunits.
2.Explainthecharacteristicsofeachform ofbusinessunit.
3.Discusstheformationandmanagementofeachform ofbusinessunit.
4.Discussthesourcesofcapitalofeachform ofbusinessunit.
5.Discusstheroleofstockexchangeasamarketforsecurities.
6.Explaintheadvantagesanddisadvantagesofeachform ofbusinessunit.
7.Recognizethecircumstancesunderwhicheachform ofbusinessunitsmay

bedissolved.
8.Discusstrendsinbusinessownership.
BUSINESSUNITS
Abusinessunitisanorganizationformedbyoneormorepeoplewithaviewof
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engaginginaprofitableactivity.
Businessunitsaregenerallyclassifiedintoprivateorpublicsectorbusiness
units’i.e.
Note:Privatesectorcomprisesofbusinessorganizationsownedbyprivate

individualswhilethepublicsectorcomprisesbusinessorganizationsownedby
thegovernment.
1.SOLEPROPRIETORSHIP
Thisisabusinessenterpriseownedbyonepersonwhoiscalledasoletraderor
asoleproprietor.Itisthemostcommonform ofbusinessunitandusually
foundinretailtradee.g.insmallshops,kiosks,agriculturee.t.candfordirect
servicese.g.cobblerssaloonse.t.c
Characteristics/Features
Thebusinessisownedbyoneperson
Thecapitaliscontributedbytheownerandisusuallysmall.Themainsource

isfrom hissavingsandothersourcescanbefrom friends,bankorgettingan
inheritance

Theownerenjoysalltheprofitsaloneandalsosuffersthelossesalone
Theownerispersonallyresponsibleforthemanagementofthebusinessand

sometimesheisassistedbymembersofhisfamilyorafewemployees.He
remainsresponsibleforthesuccessorfailureofhis/herbusiness.

Thesoleproprietorhasunlimitedliabilitymeaningthatincaseoffailureto
meetdebts,hiscreditorcanclaim hispersonalproperty

Thereareveryfewlegalrequirementstostartthebusinessunit.
Soleproprietorshipisflexible;itisveryeasytochangethelocationorthe

natureofbusiness.
Formation
Theformationofasoleproprietorshipisverysimple.Fewlegalformalitiesare
requiredi.e.tostartasoleproprietorship,oneneedonlytoraisethecapital
requiredandthenapplyforatradinglicensetooperatethebusinesssmallfeeis
paidandthetradelicenseissued.
Sourcesofcapital
Theamountofcapitalrequiredtostartasoleproprietorshipissmallcompared
tootherformsofbusinessorganizations.Themainsourceofcapitalisthe
Ownerssavings.Additionalcapitalmayhoweverberaisedfrom thefollowing;
Borrowingfrom friends,banksandothermoneylendinginstitutionssuchas
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industriesandcommercialDevelopmentcorporation(ICDC)andKenya
industrialestates

Inheritance
Personalsavings
Gettinggoodsoncredit
Gettinggoodsonhirepurchase
Leasingorrentingoutone’sproperties
Donationsfrom friendsandrelatives
Ploughingbackprofit.
Management
Themanagementofthiskindofabusinessisunderoneperson.Theownermay
howeveremployotherpeopleorgetassistancefrom familymemberstorunthe
business.
Somesoleproprietorshipmaybebigbusinessorganizationswithseveral
departmentsandquiteanumberofemployees.However,thesoleproprietor
remainssolelyresponsibleforthesuccessoffailureofthebusiness
Advantagesofsoleproprietorship
1.Thecapitalrequiredtostartthebusinessissmallhenceanybodywhocan

sparesmallamountsofmoneycanstartone.
2.Fewformal/legalproceduresarerequiredtosetupthisbusiness
3.Decisionmakingandimplementationisfastbecausetheproprietordoesnot

havetoconsultanybody
4.Thetraderhascloseandpersonalcontactwithcustomers.Thishelpsthem

inknowingexactlywhatthecustomersneedandhencesatisfyingthose
needs

5.Asoleproprietorisabletoassessthecredit-worthinessofhisorher
customersbecauseofclosepersonalrelationship.Extendingcredittoafew
carefullyselectedcustomersreducetheprobabilityofbaddebts.

6.Thetraderisaccountabletohim/herself
7.Asoletraderisabletokeepthetopsecretsofthebusinessoperations
8.He/sheenjoysalltheprofit
9.Asoleproprietorshipisflexible.Onecanchangethenatureoreventhe

locationofbusinessasneedarises.
Disadvantagesofsoleproprietorship
1.Hasunlimitedliability.Thismeansthatiftheassetsavailableinthebusiness



0714497530 87

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

arenotenoughtopayallthebusinessdebtsthepersonalpropertyofthe
ownersuchashousewillbesoldtomeetthedebts

2.Thereisinsufficientcapitalforexpansionbecauseofscarceresourcesand
lackofaccesstoothersources

3.He/sheisoverworkedandhasnotimeforrecreation.
4.Thereislackofcontinuityinthesoleproprietorshipi.e.thebusinessis

affectedbysicknessordeathoftheowner.
5.Asoleproprietorshipmaynotbenefitfrom advantagesrealizedbylargescale

enterprises(economiesoflargescale)suchasaccesstoloanfacilitiesand
largetradediscounts.

6.Lackofspecializationintherunningofthebusinessmayleadtopoor
performance.Thisisbecauseonepersoncannotmanageallaspectsofthe
businesseffectively.Onemaybeagoodsalesmanforexamplesbutapoor
accountant.

7.Duetothesizeofthebusiness,soleproprietorshipsdonotattractandretain
highlyqualifiedandtrainedpersonnel.

Dissolutionofsoleproprietorships
Dissolutionreferstotheterminationofthelegallifeofabusiness.Thefollowing
circumstancesmayleadtothedissolutionofasoleproprietorship:
Deathorinsanityoftheowner
Transferofthebusinesstoanotherperson-thistransferstherightsand

obligationsofthebusinesstothenewowner.
Bankruptcyoftheowner-thismeansthattheownerlacksthefinancial

capabilitytorunthebusiness.
Theownervoluntarilydecidestodissolvethebusinesse.gduetocontinued

lossmaking.
Passingofalawwhichrenderstheactivitiesofthebusinessillegal.
Theexpiryoftheperiodduringwhichthebusinesswasmeanttooperate.
2.PARTNERSHIP:
Thisisarelationshipbetweenpersonswhoengageinabusinesswithanaim of
makingprofits/anassociationoftwoormorepersonswhorunabusinessas
co-owners.TheownersarecalledPartners.
Itisownedbyaminimum of2andamaximum of20exceptforpartnershipwho
provideprofessionalservicese.gmedicineandlawwhichhaveamaximum of
50persons.
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Characteristicsofpartnership
Capitaliscontributedbythepartnersthemselves
Partnershiphaslimitedlifethatisitmayendanytimebecauseofthedeath,

bankruptcyorwithdrawalofpartners.
Eachpartneractsasanagentofthefirm withauthoritytoenterinto

contracts.
Partnersarecoownersofabusiness,havinganinterestorclaim inthe

business.
Responsibility,profitandlossesaresharedonanagreedbasis.
Allpartnershaveequalrighttoparticipateinthemanagementofthe

business.Thisrightarisesfrom theinterestorclaim ofthepartnerasaco
ownerofthebusiness.

Typesofpartnership
Partnershipscanbeclassified/categorizedineitherofthefollowingways:
(a) Accordingtothetype/liabilityofpartners
(b) Accordingtotheperiodofoperation
(c) Accordingtotheiractivities
(a) Accordingtothetypeorliabilityofpartners

Underthisclassification,partnershipscaneitherbe:
i) General/ordinarypartnership-Hereallmembershaveunlimitedliability

whichmeansincaseapartnershipisunabletopayitsdebts,thepersonal
propertiesofthepartnerwillbesoldofftopaythedebts.

ii) Limitedpartnerships-Inlimitedpartnershipmembershavelimited
liabilitieswhereliabilityorresponsibilityisrestrictedtothecapital
contributed.

Thismeansthatincasethepartnershipcannotpayitsdebts;thepartnersonly
losetheamountofcapitaleachhascontributedtothebusinessandnottheir
personalproperty.However,theremustbeonepartnerwhoseliabilitiesare
unlimited.
(b) Accordingtotheperiod/durationofoperation

Whenpartnershipsareclassifiedaccordingtodurationofoperation,they
caneitherbe;

i) Temporarypartnership-Thesearepartnershipsthatareformedtocarryout
aspecifictaskforaspecifictimeafterwhichthebusinessautomatically
dissolves.
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ii) Permanentpartnerships-Thesearepartnershipsformedtooperate
indefinitely.Theyarealsocalledapartnershipatwill.

c) AccordingtotheirActivity-Underthismodeofclassification,partnerships
caneitherbe:

i) Tradingpartnerships
Thisisapartnershipwhosemainactivityisprocessing,manufacturing,
constructionorpurchaseandsaleofgoods.
ii) Non–tradingpartnerships
Thisisapartnershipwhosemainactivityistoofferservicessuchaslegal,
medicaloraccountingservicestomembersofthepublic.
Typesofpartners
Partnersmaybeclassifiedaccordingto;
i) Roleplayedbythepartners
a)Activepartner:Heisalsoknownasactingpartnerasheplaysanactivepart

intheday-to-dayrunningofthebusiness.
b)Sleeping/dormantpartner:Hedoesnotparticipateinthemanagementofthe

partnershipbusiness.Althoughheinvestshiscapitalinthepartnership,his
profitislowerasheisnotactive.Heisalsoreferredtoaspassiveorsilent
partner.

ii) Liabilitiesofthepartnersforthebusinessdebts:
a)Generalpartner:He/shehasunlimitedliabilities.
b)Limitedpartner:He/shehaslimitedliabilities
iii) Agesofpartners

a)Majorpartner:Thisisapartnerwhois18yearsandabove.Heisresponsible
foralldebtsofthebusiness.

b)Minorpartner:Thisisapartnerwhohasnotattainedtheageof18yearsbut
hasbeenadmittedwiththeconsentofotherpartners.Oncehereaches18
years,hethendecidesifhewantstobeapartnerornot.Beforeheattainsthe
ageof18,hetakespartinthesharingofprofitsbutdoesnottakepartinthe
managementofthebusiness.

iv)Capitalcontribution
a)Nominal/Quasipartner:Hedoesnotcontributecapitalbutallowsthe

businesstousehis/hernameasapartner;forthepurposeofinfluencing
customersorforprestige.

-He/shecanalsobeapersonwhowasonceapartnerandhasretiredinform of
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aloan.Thisloancarriesinterestatanagreedrate.
-Thequasipartnersharestheprofitofthebusinessasarewardforusing
his/hername.
b) Realpartner:He/sheisonewhocontributescapitaltothebusiness.
-Othertypesofpartnersincludesecretpartners,retiringpartnersandincoming
partners
i)Asecretpartner:isonewhoactivelyparticipatesinthemanagementofthe
firm butisnotdisclosedtothepublic.Inmostcasessecretpartnersarealso
limitedpartners.
ii)Aretiringpartner:Alsoknownasoutgoingpartnerisonewhoisleavinga
partnership
-Hemayretirewiththeconsentofalltheotherpartnersoraccordingtoa
previousagreement.
iii)Incomingpartner:Isonewhoisadmittedtoanexistingpartnership.
Formation
-Peoplewhowanttoform apartnershipmustcometogetherandagreeonhow
theproposedbusinesswillberuntoavoidfuturemisunderstanding.
-Theagreementcaneitherbeoral(byuseofmouth)orwithindown.Awritten
agreementiscalledapartnershipdeed.
-Thecontentsofthepartnershipdeedvaryfrom onepartnershiptoanother
dependingonthenatureofthebusiness,butgenerallyitcontains:
a)Name,locationandaddressofthebusiness
b)Name,addressandoccupationofthepartners
c)Thepurposeofthebusiness
d)Capitaltobecontributedbycashpartner
e)Rateofinterestoncapital
f)Drawingsbypartnersandrateofinterestondrawings
g)Salariesandcommissionstopartners
h)Rateofinterestsonloansfrom partnerstothebusiness
i)Proceduresofdissolvingthepartnership
j)Profitandlosssharingratio
k)Howtoadmitanewpartner
l)Whattodowhenapartnerretiresdiesorisexpelled
m) Therightstoinspectbooksofaccounts
n)Whohastheauthoritytoactonbehalfofotherpartners.
Oncethepartnershipdeedisready,thebusinessmayberegisteredwiththe
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registraroffirmsonpaymentofaregistrationfee.
Incaseapartnershipdeedisnotdrawn,theprovisionsofpartnershipactof
1963(Kenya)applies.Theactcontainsthefollowingrightsanddutiesofa
partner:
i) Allpartnersareentitledtoequalcontributionofcapital
ii) Nosalaryistobeallowedtoanypartner
iii) Nointerestistobeallowedoncapital
iv) Nointerestistobechargedondrawings
v) Allprofitsandlossesaretobesharedequally
vi) Everypartnerhastherighttoinspectthebooksofaccounts
vii) Everypartnerhastherighttotakepartindecisionmaking
viii)Interestistopaidonanyloansborrowedbypartners(The%ratevaries

from onecountrytoanother)
ix) Duringdissolutionthedebtsfrom outsidepeoplearepaidfirstthenloans

from partnersandlastlypartnerscapital.
x) Nopartnershouldcarryoutacompetingbusiness
xi) Anychangeinbusinesssuchasadmissionofnewpartnersmustbe

throughtheagreementofallexistingpartners.
xii) Compensationmustbegiventoapartnerwhoincursanylosswhen

executingthedutiesofthebusiness.
Sourcesofcapital
i) Partnerscontribution
ii) Loansfrom banksandotherfinancialinstitutions
iii) Gettingitemsonhirepurchase
iv) Tradecredit
v) Ploughingbackprofit
vi) Leasingandrenting.

Advantagesofpartnership
i) Unlikesoleproprietorship,partnershipcanraisemorecapital.
ii) Workisdistributedamongthepartners.Thisreducestheworkloadfor

eachpartner
iii) Variedprofessional/skilledlabour;variouspartnersareprofessionalsin

variousdifferentareasleadingtospecialization
iv) Theycanundertakeanyform ofbusinessagreeduponbyallthepartners
v) Therearefewlegalrequirementsintheformationofapartnership
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comparedtoalimitedliabilitycompany.
vi) Lossesandliabilitiesaresharedamongpartners
vii) Continuityofbusinessisnotaffectedbydeathorabsenceofapartneras

wouldbeinthecaseofasoleproprietorship
viii)Membersofpartnershipenjoymorefreedaysandareflexiblethanowners

ofacompany
ix) APartnershipjustlikesoleproprietorshipisexemptedfrom paymentof

certaintaxespaidbylargebusinessorganizations.
Disadvantagesofpartnership
i) Amistakemadebyoneofthepartnersmayresultinlosseswhichare

sharedbyallthepartners
ii) Continueddisagreementamongthepartnerscanleadtoterminationofthe

partnership
iii) Decision-makingisslowsinceallthepartnersmustagree
iv) Apartnershipthatreliesheavilyononepartnermaybeadverselyaffected

onretirementordeathofthepartner
v) Ahardworkingpartnermaynotberewardedinproportiontohis/hereffort

becausetheprofitsaresharedamongallthepartners
vi) Thereissharingofprofitsbythepartnershencelessisreceivedbyeach

partner
vii) Fewsourcesofcapital,duetouncertaintyinthecontinuityofthebusiness

fewfinancialinstitutionswillbewillingtogivelong-term loanstothefirm.
Dissolutionofpartnership
Apartnershipmaybedissolvedunderanyofthefollowingcircumstances:

i) Amutualagreementbyallthepartnerstodissolvethebusiness
ii) Deathinsanityorbankruptingofapartner
iii) Atemporarypartnershiponcompletionoftheintendedpurposeoratthe

endoftheagreedtime.
iv) Acourtordertodissolvethepartnership
v) Writtenrequestfordissolutionbyapartner
vi) Ifthebusinessengagesinunlawfulpractices
vii) Retirementoradmissionofanewpartnermayleadtoapermanentor

temporarydissolution
viii)Continueddisagreementsamongthepartners

INCORPORATEDFORMSOFBUSINESSUNITS



0714497530 93

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

Thesearebusinessesthathaveseparatelegalentitiesfrom thatoftheirowners.
Theyinclude:
CO-OPERATIVES
-Aco-operativesocietyisaform ofbusinessorganizationthatisownedbyand
runfortheeconomicwelfareofitsmembers
-Itisabodyofpersonswhohavejoinedtogethertodocollectivelywhatthey
werepreviouslydoingindividuallyformutualbenefit.
Example
InKenyatheco-operativemovementwasstartedbywhitesettlersin1908to
markettheiragriculturalproduce.Inthiscase,theyknewthattheycouldsell
theirproducebetteriftheywereasagroupandnotalone
Principlesofco-operatives
i) Openandvoluntarymembership

Membershipisopenandvoluntarytoanypersonwhohasattainedtheageof
18years.Nooneshouldbedeniedmembershipduetosocial,political,tribal
orreligiousdifferences.Amemberisalsofreetoleavethesocietyatwill

ii) DemocraticAdministration
Theprincipleisonemanonevote.Eachmemberoftheco-operativehasonly
onevoteirrespectiveofthenumberofsharesheldbyhim orhowmuchhe
buysorsellstothesociety

iii) Dividendorrepayment
-Anyprofit/surplusmadeattheendofeveryfinancialyearshouldbe
distributedtothemembersinrelationstotheircontribution.
-Partoftheprofitmayberetained/reserved/putintostrengthenthefinancial
positionofthesociety.

iv) Limitedinterestonsharecapital
-Alittleornointerestispaidonsharecapitalcontributed(co-operativesdo
notencouragefinancialinvestmenthabitsbuttoenhanceproduction,to
encouragesavingsandservethemembers)

v) PromotionofEducation
Co-operativesocietiesshouldendeavortoeducatetheirmembersandstaff
ontheideasofthesocietyinordertoenhance/improvequalityofdecisions
madebytheconcernedparties.
Educationisconductedthroughseminars,studytours,opendays

vi) Co-operationwithotherco-operatives
C-operativesmustlearnfrom eachother’sexperiencesincetheyhavealotin
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common.
-Theirco-operationshouldbeextendedtolocalnationalandinternational.
Featuresofco-operatives
Membershipisopentoallpersonssolongastheyhaveacommoninterest.

Membersarealsofreetodiscontinuetheirmembershipwhentheydesireso
Co-operativesocietieshaveaperpetualexistence;death,bankruptcyor

retirementofamemberdoesnotaffectitsoperations
Theyaremanagedinademocraticmanner.Everymemberhasonevotewhen

electingthemanagerialcommitteeirrespectiveofthenumberofsharesheld.
Themainaim istoservetheinterestofthememberswhereprofitisnotthe

overridingfactor.
Co-operativesocietieshavelimitedliabilities
Theremustbeaminimum of10peoplewithnomaximum membership.
Co-operativeshaveaseparatelegalentityfrom thememberswhoformedit

i.etheycanownpropertysueandbesued
Anyprofitmadebythesocietyisdistributedtothemembersonthebasisof

theservicesrenderedbyeachmemberbutnotaccordingtothecapital
contributed.

Formation
-Co-operativesocietiescanbeformedbypeoplewhoareovereighteenyears
regardlessoftheireconomic,politicalorsocialbackground.
-Theremustbeaminimum of10personsandnomaximum no.
-Themembersdraftrulesandregulationstogoverntheoperationsofthe
proposedsocietyi.e.by-laws,whicharethensubmittedtothecommissionerof
co-operativesforapproval
-Theregistrarthenapprovestheby-lawsandissuesacertificateofregistration
-Ifthemembersareunabletodrawuptheirownby-laws,theco-operative
societiesActof1966canbeadoptedinpartorwhole

Management
-Aco-perativesocietyiscomposed/runbyacommitteeusuallyofnine
memberselectedbythemembersinageneralmeeting
-Themanagementcommitteeelectsthechairman,secretaryandtreasureras
theexecutivecommitteemembers,whoactonbehalfofallthemembersand
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canenterintocontractsborrowmoneyinstituteanddependsuitsandother
legalproceedingsforthesociety
-ThecommitteememberscanbevotedoutinanA.G.M iftheydon’tperform as
expected.
TYPESOFCO-OPERATIVESSOCIETIESINKENYA
Maybegroupedaccordingto;

i) Natureoftheiractivities
a)Producerco-operatives
b)Consumerco-operatives
c)Savingsandcreditco-operatives

ii) Levelofoperations
a)Primaryco-operatives
b)Secondaryco-operatives

a)Producerco-operatives
Thisisanassociationofproducerswhohavecometogethertoimprovethe
productionandmarketingoftheirproducts.

Functions
Obtainingbetterpricesfortheirmembersproducts
Providingbetterstoragefacilitiesfortheirproducts
Providingbetterandreliabletransportmeansformovingtheproducts

from thesourcestothemarketandbuildingfeederroads
Providingloanstomembers
Providingservicesofgrading,packingandprocessingtothemembers
Providingfarm inputse.g.fertilizers,seeds,insecticidese.t.concreditto

members
Educatingandadvisingmembersonbettermethodsoffarmingthrough

seminars,fieldtrips,filmsanddemonstration
-Inthistypeofco-operativemembersarepaidaccordingtothequantityof
theproduceamemberhasdeliveredtothesociety.
Examples,
KCC-KenyaCo-operativeCreameries
K.P.C.U-KenyaPlantersCo-operativesUnion
K.G.G.C.U-KenyaGrainGrowersCo-operativeUnion

b)ConsumerCo-operatives
-Theseareformedbyagroupofconsumerstobuygoodsonwholesomeand
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sellthem tothemembersatexistingmarketprices.
-Theiraim istoeliminatethewholesalersandretailersandhenceobtaingoods
morecheaply
-Theco-operativesallowtheirmemberstobuygoodsoncreditorincash
-Membersofthepublicarealsoallowedtobuyfrom thesocietyatnormal
pricestherebyenablingthesocietytomakemoreprofits
-Theprofitsrealizedissharedamongthemembersinproportiontotheir
purchasesi.ethemoreamemberbuys,thebuyerhis/hershareofprofit
Examples;-Nairobiconsumerco-operativeunion,Bee-hiveconsumerco-
operativesocietyandCity-chickenconsumerco-operativesociety
Advantages

Sellgoodsofhighquality
Sellgoodstomembersatfairprices
Sellgoodstootherpeopleatnormalpricestherebymakingmoreprofit
Buygoodsdirectlyfrom theproducerstherebyeliminatingmiddlemen.

Theyarethereforeabletomakemoreprofit
Cangivecreditfacilitiestothemembers
Canpayinterestoncapitaltothemembers
Sellavarietyofgoodstothemembersataplacewheretheycaneasily

getthem
Disadvantages

Consumerco-operativesarenotpopularinKenyabecauseofthefollowing
i. Theyfacestiffcompetitionfrom largescaleretailerssuchassupermarkets

andmultipleshopswhobuygoodsdirectlyfrom theproducersandsell-them
toconsumersatlowprices

ii. Cannotoffertoemployqualifiedstaff
iii. Majorityoftheirmembershavelowincome,soraisingoffcapitalisa

problem
iv. Kenya,beinganagriculturalcountry,producesenoughsubsistencegoodsfor

itself.Itthereforedoesnotrequireconsumerco-operatives
v. Reluctanceofnon-memberstobuyfrom theshopslowerstheturn-over

vi. Mismanagementoftheshopsisrampant

Savingsandcreditco-operativessocieties(SACCO’S)
-Theyareusuallyformedbyemployedpersonswhosavepartoftheirmonthly
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salarywiththeirco-operativesociety,throughcheck-offsystem
-Theirmoneyearnsgoodsinterestandwhenonehasasignificantamount
saved,he/shebecomeentitledtoborrowmoneyfrom thesocietyforany
personalprojecte.g.improvingtheirfarms,constructinghouses,payingschool
feese.t.c
-TheSACCOSchargelowerinterestonloansgiventomembersthanordinary
banksandotherfinancialinstitutions.
-Thesocietieshavefewformalitiesorrequirementstobecompletedbefore
givingaloan.Theseare:

i. Membership
ii. Memberssalary

iii. Memberssaving
iv. Guaranteefrom fellowmembers
-ProfitsearnedbytheSACCO’Smaybesharedamongthemembersinform of
dividends.
-MostSACCO’Shaveinsuredtheirmemberssavingsandloanswithco-
operativeinsuranceservices(CIS).Thismeansifamemberdieshis/her
beneficiariesarenotcalledupontorepaytheloanandthemembers
savings/sharesisgiventothebeneficiaries.
-Theyarethemaininstitutionsthatprovideloanstomostpeoplewhodonot
qualifyforloansfrom commercialbanksbecausetheydonotaskforsecurities
suchastitledeedsrequiredbythebank.
d)Primaryco-operativesocieties
-Theseareco-operativesocietiescomposedofindividualswhoareeitheractual
producers,consumersorpeoplewhojoinuptogethertosaveandobtaincredit
mostconveniently
-Consumerco-operativesocietiesandmostSACCO’Sareprimaryco-operative
societiesbecausetheyarecomposedofindividuals.
-Mostprimaryco-operativesocietiesoperateatthevillagelevel,othersat
districtlevelsandafewatnationallevels.
e)Secondaryco-operativesocieties
-Theyareusuallyreferredtoasunions
-Theyaregenerallycomposedofprimaryco-operativesocietiesastheir
members
-Theyareeitherfoundatdistrictlevelsoratnationallevels.
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Advantagesofco-operativesocieties:
Sincethepropertiesofco-operativesareownedcollectively,theyareableto

servetheinterestofthemembersaffectively
Theyhavelimitedliability
Membershipisfreeandvoluntary
Membersshareprofitsofaco-operativethroughdividendthataregiven
Theyhaveimprovedthestandardsoflivingoftheirmembersthrough

increasedincomefrom theirproduceandthroughsavingsfrom incomes.
Co-operativesbenefittheirmembersthroughgivingthem creditfacilitiesand

financialloanswhichtheycouldnothavegotfrom localbanks
Theyarerunonademocraticbasisi.e.allmembershaveanequalchanceof

beingelectedtothemanagementcommittee.
Manyco-operativesarelargescaleorganizationshenceabletogetthe

benefitsoflargescaleorganizationse.glowproductioncostsleadingtolow
pricesofproducts

Co-operativeenjoyalotofsupportfrom thegovernmentandwhentheyarein
financialandmanagerialproblems,thegovernmentstepsintoassistthem

Disadvantages
Majorityoftheco-operativesaresmallinsizeandthereforecannotbenefit

from economiesofscale.
Membershavearighttowithdrawfrom thesocietyandwhentheydo,co-

operativesrefundsthecapitalbackwhichmightcreatefinancialproblemsto
thesociety.

Corruptionandembezzlementoffundsisaproblem formanyco-operatives.
Mostco-operativesarenotabletoattractqualifiedmanagerialstaffhence

leadingtomismanagement.
Manysufferfrom politicalinterference.Sometimes;theelectionofthe

managementcommitteeisintercededwithbysomepeoplewithpersonal
interestincertaincandidateshencethebestpersonmaynotbeelectedto
runtheaffairsofthesociety.Thisleadstopoormanagementandinefficiency.

Membersmaynottakekeeninterestintheaffairsofaco-operativesociety
becausetheircapitalcontributionissmall.

Dissolutionofco-operativesocieties
-Aco-operativesocietymaybedissolvedunderanyofthefollowingcircum-
stances.
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i. Orderfrom commissionerofco-operatives
ii. Voluntarydissolutionbymembers

iii. Withdrawalofmembersfrom thesocietyleavinglessthantenmembers
iv. Ifthesocietyisdeclaredbankrupt
LIMITEDLIABILITYCOMPANIES(JOINTSTOCKCOMPANIES)
Defination:Acompany;Isanassociationofpersonsregisteredunderthe
companiesactwhocontributecapitalinordertocarryoutbusinesswithaview
ofmakingaprofit.
Theactofregisteringacompanyisreferredtoasincorporation.Incorporation
createsanorganizationthatisseparateanddistinctfrom thepersonformingit.
-Acompanyisalegalentitythathasthestatusofan‘’artificialperson”.It
thereforehasmostoftherightsandobligationsofahumanbeing.Acompany
canthereforedothefollowing;
Ownproperty
Enterintocontractsinitsownname.
Borrowmoney.
Hireandfireemployees.
Sueandbesuedonitsownright.
Form subordinateagencies,ie,agenciesunderitsauthority.
Disseminateorspreadinformation.
-Theowners(members)ofacompanyarereferredtoasshareholders
FEATURESOFCOMPANIES(LIMITEDLIABILITYCOMPANIES)
-Acompanyinanartificialpersonandhasthesamerightsasanaturalperson.
Itcanthereforesueandbesuedinacourtoflaw,ownpropertyandenterinto
contractsinitsownname.
-Themembershavelimitedliabilities.
-Companieshaveperpetuallifewhichisindependentofthelivesofitsowners.
Death,insanityorbankruptcyofamemberdoesnotaffecttheexistenceofthe
company.(thisisreferredtoasperpetualexistenceorperpetualsuccession)
-Acompanyiscreatedforaparticularpurposeorpurposes.
Formation
-Peoplewhowishtoform companyarereferredtoaspromoters
-Thepromoterssubmitthefollowingdocumentstotheregistrarofcompanies:
i)Memorandum ofAssociation
-Thisisadocumentthatdefinestherelationshipbetweenthecompanyandthe
outsiders.Itcontainsthefollowing:
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a) Nameofthecompany/Nameclause;-Thenameofthecompanymustbe
startedandshouldendwiththeword“Limited”(Ltd).Thisindicatesthatthe
liabilityofthecompanyislimited.
-Somecompaniesendtheirnameswith“PLC”whichstandsfor“Publiclimited
company”whichmakesthepublicawarethatalthoughitisalimitedliability
companyitisapublicnotprivate.
b)Theobjectsofthecompany/objectiveclause;-Thissetouttheactivitiesthat
thecompanyshouldengagein
-Theactivitieslistedinthisclauseserveasawarningtooutsidersthatthe
companyisauthorizedintheseactivitiesonly.
c)Situationclause;-Everycompanymusthavearegisteredofficewhereofficial
noticesandothercommunicationcanbereceivedandsent
d)Capitalclause;-Italsostatesthattheamountofcapitalwhichthebusiness

canraiseandthedivisionsofthiscapitalintounitsofequalvaluecalledshares
i.e.authorizedsharecapitalalsocalledregisteredornominalsharecapital.
-Italsospecifiesthetypesofsharesandthevalueofeachshare

e) Declarationclause:-Thisisadeclarationsignedbythepromotersstating
thattheywishtoform thecompanyandundertaketobuysharesinthe
proposedfirm
-Thedeclarationissignedbyaminimum ofsevenpromotersforpubliclimited
companyandaminimum oftwoforprivatecompany.
-Thememorandum ofassociationalsocontainsthenamesofthepromoters
-Thepromoterssignsagainstthememorandum showingdetailsoftheirnames,
addresses,occupationandsharestheyintendtobuy.Eachsignatoryshould
agreetotakeatleastoneshare.
i) ArticlesofAssociation
-Thisisadocumentthatgovernstheinternaloperationsofthecompany
-Italsocontainsrulesandregulationsaffectingtheshareholdersinrelationto
thecompanyandinrelationtotheshareholdersthemselves.
-Itcontainsthefollowing;
Rightsofeachtypeofshareholdere.g.votingrights
Methodsofcallingmeetingandprocedures
Rulesgoverningelectionofofficialssuchaschairmanofthecompany,

directorsandauditors
Rulesregardingpreparationandauditingofaccounts
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Powers,dutiesandrightsofdirectors
Methodsdealingwithanyalterationsonthecapital.
ii) Alistofdirectorswithdetailsoftheirnames,addresses,occupations,

sharessubscribedandstatementsofagreementtoserveasdirectors
iii) Declarationthatregistrationrequirementsaslaiddownbylaw(bythe

companiesact)havebeenmet.Thedeclarationmustbesignedbythe
secretaryoradirectororalawyer.

iv) Astatementsignedbythedirectorsstatingthattheyhaveagreedtoactas
directors.

v) Astatementofsharecapital-thisstatementgivestheamountofcapital
thatthecompanywishestoraiseanditssubdivisionintoshares.

-Oncetheabovedocumentsareready,theyaresubmittedbythepromotersto
theregistrarofcompanies.OnapprovalbytheRegistrarandonpaymentofa
registrationfee,acertificateofincorporation(certificateofregistration)is
issued
-Thecertificateofincorporationgivesthecompanyaseparatelegalentity.
Sourcesofcapital
1.Shares;Themainsourceofcapitalforanycompanyisthesaleofshares.

-Ashareisaunitofcapitalinacompanye.g.ifacompanystatesthatits
capitalisksh.100,000dividedintoequalsharesofksh.10each.
-Eachshareholderisentitledtothecompany’sprofitproportionatetothe
numberofshareshe/sheholdsinthecompany.

Typesofshares:
a)Ordinaryshares
b)Preferenceshares

a)Ordinaryshares;-Ordinaryshareshavethefollowingrights:
Havevotingrights
Havenofixedrateofdividends.Thedividendsonthem varyaccordingtothe

amountsofprofitmade
Theyhaveaclaim todividendsafterthepreferenceshares
Ifthecompanyisbeingliquidated,theyarepaidlastafterthepreference

shares
b)Preferenceshares;-Theyhavethefollowingcharacteristics;

Haveafixedrateofsharingprofits(dividends)
Haveapriorclaim todividendsovertheordinaryshares
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Havenovotingrights
Canberedeemableorirredeemable.Redeemablesharesaretheonesthat

canbeboughtbackbythecompanyatafuturedatewhileirredeemableones
areonesthatcannotbeboughtback

Canbecumulativeornon-cumulative.Cumulativesharesaretheonesthat
areentitledtodividendswhetherthecompanymakesprofitornot.This
meansifthecompanymakesalossoraprofitwhichisnotenoughfor
dividendsinacertainyear,thedividendstocumulativesharesarecarried
forwardtothenextyear(s)whenenoughprofitaremade

-Non-cumulativesharesaretheoneswhosedividendsarenotcarriedforward
tothefollowingyear(s)
2.Debentures
Thisreferstoloansfrom thepublictoacompanyoranacknowledgementofa
debtbyacompany
Theycarryfixedrateofinterestwhichispayablewhetherprofitaremadeornot.
Theyareissuedtothepublicinthesamewayasshares.
Theycanberedeemableorirredeemable.
Redeemabledebenturesareusuallysecuredagainstthecompany’sassetsin
whichcasetheytermedassecureddebenturesormortgageddebentures.
NB:Wherenosecurityisgiven,thedebenturesarecalledunsecured/naked
debentures.
3.Loansfrom bankandotherfinancialinstitutions;-Acompanycanborrowlong

term orshortterm loansfrom banksandothermoneylendinginstitutions
suchasIndustrialandCommercialDevelopmentCorporation[I.C.D.C]

Theseloansarerepayablewithinterestoftheagreedrates.
4.Profitsploughedback;-Acompanymaydecidetosetasidepartoftheprofit

madetobeusedforspecifiedorgeneralpurposesinsteadofsharingoutall
theprofitasdividends.Thismoneyisreferredtoasareserve.

5.Bankoverdraft;-Acustomertoabankmaymakearrangementswiththebank
tobeallowedtowithdrawmoremoneythanhe/shehasintheaccount.

6.Leasingandrentingofproperty.
7.Goodsbroughtoncredit.
8.Acquiringpropertythroughhirepurchase

TYPESOFCOMPANIES
I. PRIVATELIMITEDCOMPANY
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Privatelimitedcompanyhasthefollowingcharacteristics;
Canbeformedbyaminimum of2andamaximum of50shareholders,

excludingtheemployees,
Doesnotadvertiseitssharestothepublic,butsellsthem privatelytospecific

people
Restrictstransferofsharesi.e.ashareholdercannotsellhis/hersharesfreely

withouttheconsentofothershareholders.
Canbemanagedbyoneortwodirectors.Abigprivatecompanymay

however,requireaboardofdirectors
Canstartbusinessimmediatelyafterreceivingthecertificateofincorporation

withoutnecessarilyhavingtowaitforacertificateoftrading.
Itdoesnothaveanauthorizedminimum sharecapitalfigure.
Hasaseparatelegalentityandcanownproperty,enterintocontracts,sueor

besued.
Haslimitedliability.
Hasaperpetualexistence.
Formation
-Itmusthaveamemorandum ofassociation,articleofassociationlistof
directors,declarationsignedbyadirectororlawyerandcertificateof
incorporation.
Advantagesofprivatelimitedcompany
i) Formation:TheCompanycanbeformedmoreeasilythanapublic

company.Thecostofinformationislessthanthatofapubliccompany
ii) Legalpersonality:Aprivatecompanyisaseparatelegalentityfrom its

owners.Likeaperson,itcanownproperty,sueorbeSuedandenterinto
contacts

iii) Limitedliability:Shareholdershavelimitedliabilitymeaningthattheyare
notresponsibleforthecompany’sdebtsbeyondtheamountdueonthe
shares

iv) Capital:Theyhaveaccesstoalargepoolofcapitalthansole
proprietorshiporapartnership.Theycanborrowmoneymoreeasilyfrom
financialinstitutionsbecauseitownsassetswhichcanbepledgeas
security

v) Management:Aprivatecompanyhasalargerpoolofprofessional
managersthanasoleproprietorshiporapartnership.Thesemanagers
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bringinprofessionalskillsintheirownareaswhichareofgreatadvantage
toaprivatecompany

vi) Assuredcontinuityofthebusiness:Death,bankruptyorwithdrawalofa
shareholderdoesnotaffectthecontinuityofthecompany

vii) Trading:Unlikeapubliccompanyaprivatecompanycancommence
tradingimmediatelyuponreceivingaregistrationcertificate.

Disadvantagesofaprivatecompany
i) Returns:Aprivatecompany,unlikesoleproprietorshiporapartnership,

mustsubmitannualreturnsonprescribedformstotheregistrarof
companiesimmediatelyaftertheannualgeneralmeeting

ii) Capital:Aprivatecompanycannotinvitethepublictosubscribetoits
shareslikeapubliclimitedcompany.Itthereforelimitedaccesstoawide
sourceofcapital.

iii) Sharetransfer:Thelawrestrictsthetransferofsharestoits
members/shareholdersarenotfreetotransfertheirshares

II)PUBLICLIMITEDCOMPANY;-Publiclimitedcompanieshavethe
followingcharacteristics:
a)Canbeformedbyaminimum of7(seven)shareholdersandnosetmaximum.
b)Cannotstartbusinessbeforeitisissuedwithacertificateoftrading.Thisis

issuedafterthecertificateofincorporationandafterthecompanyhasraised
aminimum amountofcapital

c)It’smanagedbyaboardofdirectors
d)Thesharesanddebenturesarefreelytransferablefrom onepersonto

another.
e)Itadvertisesitssharestothepublic/invitesthepublictosubscribefor/buy

itssharesanddebentures.
f)Mustpublishtheirendofyearaccountsandbalancesheets
g)Musthaveanauthorizedminimum sharecapitalfigure
h)Hasaseparatelegalentityandcanownproperty,enterintocontracts,sueor

besued.
i)Haslimitedliability.
j)Hasaperpetualexistence.
Advantagesofpubliclimitedcompany
i)Widerangeofsourcesofcapital:Ithasaccesstowiderangeofsourcesof

capitalespeciallythroughthesaleofsharesanddebentures
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-Theycanalsoborrowmoneyfrom financialinstitutionsinlargesumsandhave
goodsecuritytooffertothelenders.
ii)Limitedliability:Likeprivatecompanies,publiclimitedcompany’s

shareholdershavelimitedliabilityi.e.theshareholdersarenotliableforthe
company’sdebtsbeyondtheshareholderscapitalcontribution.

iii)Specializedmanagement:PLC’Sareabletohirequalifiedandexperie-nced
professionalstaff.

iv)Widechoiceofbusinessopportunities:Duetolargeamountofcapitala
publiccompanymaybesuitableforanytypeofinvestment

v)Sharetransferability:Sharesarefreelytransferablefrom onepersonto
anotherandaffectsneitherthecompany’scapitalnoritscontinuity.

vi)Continuity:PLChasacontinuouslifeasitisnotaffectedbytheshareholders
death,insanity,bankruptcyortransferofshares

vii) Economiesofscale:Theirlargesizeenablesthem toenjoyeconomiesof
scaleoperations.Thisleadstoreducedcostsofproductionwhichraisesthe
levelsofprofit

viii)Employee’smotivation:Theyhaveschemeswhichenableemployeestobe
partownersofthecompanywhichencouragesthem toworkharderin
anticipationofhigherdividendsandgrowthinthevalueofthecompany’s
shares.

ix)Shareofloss:Largemembershipandthefactthatcapitalisdividedinto
differentclasses’meansthattheriskoflossissharedandspread.

x)Shareholdersaresafeguarded;Publicityofcompanyaccountssafeguard
againstfrauds.

Disadvantagesofpubliclimitedcompanies
i) Highcostsofformation:Theprocessofregisteringapubliccompanyis

expensiveandlengthy.Someofthecostsofinformationarelegalcosts,
registrationfeesandtaxes

ii) Legalrestrictions:Apubliccompanymustcomplywithmanylegal
requirementsmakingitsoperationsinflexibleandrigid

iii) Alienationofowners:Shareholdersnon-participationinmanagementisa
disadvantagetothem

iv) Lackofsecrecy:Thepubliclimitedcompaniesarerequiredbylawto
submitannualreturnsandaccountstotheregistrarofcompaniesdenying
thecompanythebenefitofkeepingitsaffairssecret.Theyarealso
requiredtopublishtheirendofyearaccountsandbalancesheets.
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v) Conflictsofinterests:Directorsmayhavepersonalintereststhatmay
conflictwiththoseofthecompany.Thismayleadtomismanagement.

vi) Decisionmaking;Importantdecisionaremadebythedirectorsand
shareholders.Thedirectorsandshareholdersmeetafterlongperiods
whichmakedecisionmakingslow/delayedandexpensive.

vii) Diseconomiesofscale:Thelargesizeandnatureofbusinessoperations
ofpubliclimitedcompaniesmayresultinhighrunning/operationcostsand
inefficiency

viii)Doubletaxation:Thereisdoubletaxationsincethecompanyisfixedand
dividendsdistributedtotheshareholdersarealsotaxed

ix) Inflexibility:Publiclimitedcompaniescannoteasilychangeitsnatureof
businessinresponsetothechangingcircumstancesinthemarket.All
shareholdersmustbeconsultedandagree.

DISSOLUTIONOFACOMPANY
Thefollowingarethecircumstancesthatmayleadtothedissolutionofa
company:
Failuretocommencebusinesswithinoneyear-Ifacompanydoesnot

commencebusinesswithinoneyearfrom thedateofregistration,itmaybe
woundupbyacourtorderonapplicationofamemberofthecompany.

Insolvency–whenacompanyisnotabletopayitsdebts,itcanbedeclared
insolventandwoundup.

Ultra-vires–thismeansacompanyisactingcontrarytowhatisinits
objectiveclause.Insuchacase,itmaybewoundupbyacourtorder.

Amalgamation–twoormorecompaniesmayjoinuptoform onelarge
companycompletelydifferentfrom theoriginalones.

Courtorder–thecourtoflawcanorderacompanytowindupespecially
followingcomplaintsfrom creditors.

Decisionbyshareholders–theshareholdersmaydecidetodissolvea
companyinageneralmeeting.

Accomplishmentofpurposeorexpiryofperiodofoperation–acompany
maybedissolvedonaccomplishmentofitsobjects,oronexpiryofperiod
fixedforitsexistence.

THEROLEOFSTOCKEXCHANGEASAMARKETFORSECURITIES
DEFINATIONS
(1) Stock:agroupofsharesinapubliclimitedcompany
-Stocksareformedwhenalltheauthorizedsharesinaparticularcategoryhave
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beenissuedandfullypaidfor.
(2) Stockexchangemarket:isamarketwherestocksfrom Quotedcompanies

areboughtandsold
-Stockexchangemarketsenableshareholdersinpubliccompaniestoselltheir
sharestootherpeople,usuallymembersofthepublicinterestedinbuyingthem.
(3) AQuotedCompany:isacompanythathasbeenregistered(listed)asa

memberofthestockexchangemarket.
-Companiesthatarenotquotedcannothavetheirsharestradedinthestock
exchangemarket.
(4) Securities:thiscouldeitherrefersharesordocumentsusedinsupportof

shareownership.
(5) InitialPublicOffer(I.P.O):referstosituationsinwhichacompanyhas

floatednewsharesforpublicsubscription(Hasadvertisednewsharesand
hasinvitedmembersofthepublictobuythem.

(6) Secondarymarket:Themarketthatdealsinsecondhandsharesi.e.the
transferofsharesfrom onepersonororganizationtoanother.

ThereisonlyonestockexchangemarketinKenyai.e.TheNairobiStock
Exchange.
ApersonwishingtoacquireshareswilldosoeitheratanIPOorinthe
secondarymarket.However,aninvestorcannotbuyorsellstocksdirectlyinthe
stockexchangemarket.Theycanonlydosothroughstockbrokers.
ROLESOFTHESTOCKEXCHANGEMARKET
(a) Facilitatesbuyingofshares-itprovidesaconduciveenvironmentto

investorswhowanttobuysharesindifferentcompanies.
(b) Facilitatessellingofshares-itcreatesamarketforthosewhowishtosell

theirshares.
(c) Safeguardinginvestors’interests-itmonitorstheperformanceofthe

alreadyquotedcompaniesandthosefoundnotmeetingexpectationsare
struckoff.Companieswhowanttobequotedmustalsoattainacertain
standardofperformance.

(d) Providesusefulinformation-itprovidestimely,accurateandreliable
informationtoinvestorswhichenablethem tomakedecisionsonthe
investmentstomake.Theinformationispassedonthroughmassmediaand
stockbrokers.

(e) Assistcompaniestoraisecapital-itassistscompaniestoraisecapitalby
creatinganenvironmentthroughwhichcompaniesissuenewsharesto
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membersofthepublicinanIPO.
(f)Creationofemployment-itcreatesemploymentforthosewhofacilitatethe

buyingandsellingofsharesegstockbrokers,stockagentsetc.
(g) Raisingrevenueforthegovernment-thegovernmentearnsrevenueby

collectingfeesandotherlevies/duesfrom activitiescarriedoutinthestock
exchangemarket.

(h) Availingavarietyofsecurities-itavailsavarietyofsecuritiesfrom which
aninvestorcanchoosefrom.Themarketthereforesatisfiesneedsofvarious
investorseginvestorswhowishtobuyfrom differentcompaniescandosoin
themarket.

(i)Fixingofprices-thestockexchangemarketisinapositiontodeterminethe
truemarketvalueofthesecuritiesthroughtheforcesofdemandandsupply.
Thisisofgreatimportancetoboththebuyerandtheseller.

(j)Measuresacountry’seconomicprogress-theperformanceofsecuritiesin
thestockexchangemarketmaybeanindicatorofacountry’seconomic
progresse.gaconstantriseinpricesandvolumesofsecuritiestradedwithin
agivenperiodoftimewouldindicatethatthecountry’seconomyispositively
growing.

(k) Promotesthecultureofsaving-itprovidesinvestorswithopportunitiesto
channeltheirexcessfunds.Suchpeopleactasrolemodelstoother
membersofthesocietywhomayemulatethem therebypromotingasaving
culture.

PUBLICCORPORATIONS(STATECORPORATIONS)
Theseareorganizationsformedbyand/orcontrolledbythegovernment(the
governmenthasacontrollinginterest).Thismeansthatthegovernmentowns
morethan50%sharesinthecorporation.Wherethegovernmenthasfull
ownership,theorganizationisknownasaparastatal
Publiccorporationsareformedtoperform certain/specificfunctionson

behalfofthegovernment.
Theyareformedtoprovideessentialservicesthataregenerallyinthepublic

interest,andthatmayrequireheavyinitialcapitalinvestmentwhichfew
privateinvestorscanafford

Theyareformedbytheactofparliament.
Examples
KenyaRailwayscorporation-providesrailwaytransport
Telkom Kenya-providestelecommunicationservices
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PostalcorporationofKenya
IndustrialandcommercialDevelopmentcorporation(ICDC)-financialand

managementservices
MumiasandChemelilsugarcompanies.
Kenyaairways-provideairtransportservices.etc
Characteristics/featuresofpubliccorporations
Theyareformedbythegovernmentundertheexistinglawsi.eformedbyan

actofparliamentegeducationact
Initialcapitalisprovidedbythegovernment
Theyarejointlyownedbythegovernmentandmembersofpublic/private

investors
Theyaresetuptoperform certainspecificfunctionsonbehalfofthe

government
Theyaremanagedbyaboardofdirectorsappointedbythegovernmentor

appointedbythegovernmentandthejointowners
Theyhaveanentityoftheirownandcanownproperty,entercontracts,sue

andbesued
Theyhavelimitedliability
Someoperatewithoutaprofitmotivewhileothershaveaprofitmotive
Formation
-Someareformedbyanactofparliamentwhileothersareformedunderthe
existinglaws.
-Whenformedbyanactofparliament,theActdefinesitsstatusobligationsand
areasofoperation.TheActoutlinesthefollowing;

Proposednameofthecorporation
Aimsandobjectives
Goodsorservicestobeproducedandprovided
Location(Areaofoperation)
Theappointmentoftopexecutives
ThepowersoftheBoardofdirectors
Theministryunderwhichitwilloperate

Management
-Thepubliccorporationsaremanagedbyaboardofdirectorsappointedbythe
presidentortherelevantminister
-Thechairmanandtheboardofdirectorsareresponsibleforthe
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implementationoftheaimsandobjectivesofthecorporations.
-Thechairmanoftheboardofdirectorsreportstothegovernment(president)
throughtherelevantminister.
-Themanagingdirectorwhoisusuallythesecretaryoftheboardofdirectorsin
thechiefexecutiveofficerofthecorporation
Sourcesofcapital

-Theinitialcapitalisusuallyprovidedbythegovernmentasavoteof
expenditurefortheministryconcerned
-Thosecorporationsjointlyownedbythegovernmentandthepublicraise
capitalthroughthesaleofshares
-financialinstitutionsinform ofloans
-Retainedprofits/profitsploughedback.
-Hirepurchase
Advantagesofpubliccorporations

Initialcapitalisreadilyavailablebecauseitisprovidedbythegovernment
Canaffordtoprovidegoodsandservicesatlowpriceswhichwould

otherwisebeexpensiveiftheywerelefttotheprivatesector.
Mostofthem producegoodsandservicesinlargequantitiesthereby

reapingthebenefitsoflargescaleproduction
Somearemonopolies.Theyhenceenjoythebenefitsofbeingamonopoly

e.g.theydonothavetoincurcostsadvertisingsincethereisno
competition

Theycanbebailedout/assistedbythegovernmentwheninfinancial
problems

Theyhavelimitedliability
Moneyforresearchanddevelopmentcanbemadereadilyavailablebythe

government
Throughcorporationsthegovernmentisabletoremoveforeign

dominationinthecountry
Theycanaffordtohirequalifiedpersonnel.
Disadvantagesofpubliccorporations
Theyaremanagedbypoliticalappointeeswhomaynothavethenecessary

managerialknowhow.
Whentheymakelosses,theyareassistedbythegovernmentandthis

couldleadtohighertaxationofindividuals
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Lackofcompetitionduetomonopolyleadstoinefficiencyandinsensitivity
tocustomersfeelings.

Politicalinterferencemayhamperefficiencyintheachievementofset
goalsandobjectives.

Decision-makingisslowanddifficultbecausetheorganizationsarelarge.
Theymaylackclosesupervisionbecauseoftheirlargesizes.
Thereisembezzlementoflargesumsofmoneyleadingtolossofpublic

funds
Thegovernmentisforcedtoprovidegoodsandservicestoitscitizensin

allpartsofthecountrywhereattimesitsuneconomicaltoprovidethem
becausethecostsofprovidingthem maysurpassthereturns

Publicfundsarewastedbykeepingpoorlymanagedpubliccorporations.
Diseconomiesofscaleapplyinthesebusinessunitsbecausetheyare

usuallyverylargescaleorganizationse.g.decisionmakingmaytakelong.
Dissolutionofpubliccorporations
Theycanonlybedissolvedbythegovernmentdueto:
1.Persistentlossmaking
2.Bankruptcy-wherethecorporationcannotpayitsdebts
3.Changeintheactofparliamentthatformedthecorporation
4.Privatization
5.Mismanagement,resultinginpoormanagementofthecorporation
TRENDSINFORMSOFBUSINESSUNITS
(1) Globalizations:
Thisreferstothesharingofworldsresourcesamongallregionsi.ewherethere
arenoboundariesinbusinesstransactions
Somecompaniesreferredtoasmultinationals,havebranchesinmanypartsof
theworlde.gcoca-colacompany
Globalizationhasbeenmadepossibleandeffectivethroughthedevelopment
andimprovementofinformationandtechnologyorganizationi.e
Worldwebsite(internet);onecanacquireandorderforgoodsthroughthe

internet.ThisisreferredtoasElectronicCommerce(E-Commerce)andE-
Banking.

Mobilephonestechnologyhasrevolutionizedwaysoflifeandbusinessand
evenremoteareashavebeenopenedup.

(2) BusinessAmalgamations/combinations
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Thisoccurswhentwoindependentbusinessenterprisescombinetoform one
largeorganization
Levelsofcombinations
i) Verticalcombination;Thisiswhenbusinessesengagedindifferentbut
successivelevelsofproductioncombinee.g.primary(extractive)levelcombines
withsecondary(manufacturing)levelorsecondarylevelcombiningwithtertiary
level.
Example;Acompanyproducingcotton(rawmaterials)combiningwithatextile
industry.
ii) Horizontalcombination;Thisiswherebusinessenterprisesofthesame
levelcombinee.g.secondaryandsecondarylevelse.t.c

TypesofAmalgamation/combination
Amalgamationswhetherverticalorhorizontalcanbeachievedintheseways;
a)Holdingcompanies
-Aholdingcompanyisonethatacquires51percentormoresharesinoneor
moreothercompanies.
-Thevariouscompaniesenteringintosuchacombinationarebroughtundera
singlecontrol.
-Thesecompaniesarecontrolledbytheholdingcompanyandarecalled
Subsidiaries.
-Thesubsidiarycompaniesarehoweverallowedtoretaintheiroriginalnames
andstatus,buttheholdingcompanyappointssomememberstobeonthe
boardofdirectorsofthesesubsidiaries,soastocontroltheiractivities.
-Holdingcompaniesareusuallyfinancialinstitutionsbecausetheyareableto
buycontrollingsharesinsubsidiarycompanies
b)Absorptions(takeovers)
Thisreferstoabusinesstakingoveranotherbusinessbybuyingalltheassets
oftheotherbusinesswhichthenceasestoexist.
Example;KenyaBreweriestookoverthecastlecompanyinKenya
c)Mergers(Amalgamation):
Thisiswheretwoormorebusinessorganizationscombineandform onenew
businessorganizations.
-Themergingcompaniesceasetoexistaltogether.
d)Cartels
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Thisisagroupofrelatedfirms/companiesthatagreetoworktogetherinorder
tocontroloutput,pricesandmarketsoftheirproducts–O.P.E.C(organization
ofpetroleum exportingcountries)isanexample.
(3) Privatization:thisistheprocessoftransferring/sellingstateowned
corporationstopubliclimitedcompaniesorprivateinvestors.Thisisdoneby
theGovernmentsellingtheirshareholdingtomembersofthepublic.Themain
aim isto:
Improveefficiency
Generaterevenueforthegovernment.
Reducegovernmentcontrol
Tobreakmonopolisticpractices
Toreducegovernmentexpenditureoncorporationsthatreliesongovernment

subsidy.
(4) Checkoffsystem-thisisamethodofremittingmoneyespeciallyto

SACCOSwheretheemployerdeductsthecontributionfrom thesourceand
submitsittotheSACCOonbehalfoftheemployeewhoisamemberofthe
SACCO.

(5) BurialBenevolentFunds(B.B.F):someSACCOShavestartedsystems/
fundstoassisttheirmembersfinanciallyinburialsthroughcreationofBBF.

(6) FrontOfficeSavingsAccount(FOSA);SACCOShaveexpandedtheir
servicestomembersbyintroducingFOSA.Theaccountenablesmembersto
convinientlydepositandwithdrawsmoney.Amembermayalsobeprovided
withanATM cardwhichenableshim/hertowithdrawmoneyatvariouspesa
points/ATM’s.

(7) Franchising:thisiswhereonebusinessgrantsanothertherightsto
manufacture,distributeorproduceitsbrandedproductsusingthenameof
thebusinessthathasgrantedtherightsegGeneralmotors’hasbeengranted
franchisetodealinToyota,IsuzuandNissanvehicles.

(8) Trusts:ThisiswhereagroupofCompaniesworktogethertoreduce
competition.Trustsmayalsobeformedwhereacompanybuysmorethan
50%ofsharesinacompetingcompanysoastoreducecompetition.

(9) Performancecontracts:Employeesinstatecorporationsareexpectedto
signperformancecontractsinordertoimprovetheirefficiency.Otherprivate
institutionsarealsoadoptingthesamepractice.
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GOVERNMENTANDBUSINESS

BYTHEENDOFTHETOPIC,THELEARNERSHOULDBEABLETO:
i. Explainreasonsforgovernmentinvolvementinbusiness.

ii. Explainhowthegovernmentgetsinvolvedinbusiness.
iii. Discussthemeritsanddemeritsofgovernmentinvolvementinbusiness.
iv. Discusstheimportanceofconsumerprotection.
INTRODUCTION
Governmentinvolvementinbusinessactivitiesisoneofthecommercialduties
itowesitscitizens.Itistheonethatprovidesthenecessaryenvironmentfor
investmentstobeundertakenbyitself,orbythelocalandforeigninvestors.
This,thegovernmentmaydoinvariousways,theseinclude;
a)Producinggoodsandservices
b)Distributinggoodsandservices
c)Advisingproducersandtraders
d)Promotingtradeandeconomicdevelopment
e)Protectingconsumersagainstexploitationbyproducersandtraders
f)Asaconsumerofgoodsandservices
ReasonsforGovernmentinvolvementinbusiness
Thefollowingarethemajorreasonsforthegovernment’sinvolvementand
participationinbusinessactivities;
1)Topreventexploitationofthepublicbyprivatebusinesspersonsespeciallyin

theprovisionofessentialgoodsandservicessuchassugar,transport,
communicationetc.theKenyaBureauofstandards(KEBS)regulatesthe
qualityofgoodsconsumedinKenya.

2)Toprovideessentialgoodsandservicesinareaswhereprivateindividuals
andorganizationsareunwillingtoventurebecauseoflowprofits/highrisks
involved.

3)Toprovideessentialgoodsandserviceswhichprivateorganizationsand
individualsareunabletoprovideduetothelargeamountofinitialcapital
requiredbe.g.generationofelectricity,establishmentofairlinesetc.

4)Toattractforeigninvestmentbyinitiatingmajorbusinessprojects
5)Tostimulateeconomicdevelopmentinthecountrye.g.byprovidingsocial

services
6)Toprovidegoodsandserviceswhicharetoosensitivetobeleftinthehands
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oftheprivatesectore.g.provisionoffirearms.
7)Tocreateemploymentopportunitiesbyinitiatingprojectssuchasgeneration

ofelectricity.
8)Topreventforeigndominanceoftheeconomybyinvestinginareaswherethe

localsarenotableto
9)Toredistributewealthwherereturnsareveryhigh
10) Topreventestablishmentofmonopolies
METHODSOFGOVERNMENTINVOLVEMENTINBUSINESS
Thegovernmentgetsinvolvedinbusinessactivitiesthroughthefollowing
methods:
(i) Regulation
ThisreferstoRulesandrestrictionsthegovernmentrequiresbusinessunitsto
followintheirbusinessactivities.Throughthismethod,thegovernmentensures
highqualitygoodsandservicesandputsincontrolmeasurestoprotect
consumersfrom exploitation.Thegovernmentregulationmeasuresinclude;
a)Licensing

Alicenseisadocumentthatshowsthatabusinesshasbeenpermittedbythe
governmenttooperate.Itisusuallyissueduponpaymentofasmallfee.
Licensingistheprocessofissuinglicensestobusinesses.Someofthereasons
whythegovernmentissueslicensesinclude;
Regulatingthenumberofbusinessesinagivenplaceatanygiventimeto

avoidunhealthycompetition.
Tocontrolthetypeofgoodsenteringandleavingthecountry.
Toensuretherearenoillegalbusinesses.
Toensurethattradersengageonlyintradeactivitiesthattheyhavebeen

licensedfor.
Toensurethatthosewhoengageinprofessionalactivitiesmeetthe

requirementsoftheprofession.
Toraiserevenueforthegovernment.
b)Ensuringstandards/enforcingstandards;Thegovernmentregulates

businessactivitiesbysettingstandardsthatbusinessesshouldandensuring
thatthestandardsareadheredto.Toachievethispurpose,thegovernment
hasestablishedbodiessuchas;

Kenyabureauofstandards(KEBS)whosemainresponsibilityistoset
standardsespeciallyforthemanufacturedgoodsandseetoitthattheset
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standardsareadheredto/met.Goodsthatmeetsuchstandardsaregivena
diamondmarkofquality,toshowthattheyareofgoodquality.

Theministryofpublichealthtoensurethatbusinessesmeetcertain
standardsasconcerningfacilitiesbeforesuchbusinessescanbeallowedto
operate.Suchstandardsmayincludecleantoilets,cleanwaterandwell
aeratedbuildings.

c)Legislation;TheGovernmentmaycomeupwithrulesandregulations(laws)
thatregulatebusinessactivitiese.g.banninghawkingincertainareas,
matatusrequiredtocarrycertainnumberofpassengerse.t.c.

(ii) Training
Thegovernmenttakeskeeninterestintrainingandadvisingpeopleinbusiness
aboutbusinessmanagementstrategiesandbetterwaysofproducinggoods
andservices.Thegovernmentofferstheseservicesthroughseminarsand
courses.ThisismainlydonebytheKenyaBusinessTrainingInstitute(K.B.T.I).
Reasonsforgovernmenttraininginclude;
Toexposebusinesspersonstomoderndevelopmentsinmanagement
Introducemoderntechnologyandskillsinmanagement
Educatethebusinesspeopleonefficientmethodsofoperatingabusiness

e.g.,effectivemethodsofadvertisingandkeepingbooksofaccounts.
Exposebusinesspeopletoproblems/challengesfacingthem andtheir

possiblesolutionsforexample,problemsofraisingcapitalandidentifying
investmentopportunities.

Impartproperbusinessethicse.g.goodcustomerrelationsandhonesty.
Creatingawarenessoftheavailableprofitablebusinessopportunitiesintheir

environment
Exposebusinesspeopletogovernmentpoliciesregardingbusinessactivities

inthecountry.
Educatebusinesspeopleonhowtouseavailableresourcestominimize

costsandmaximizeprofits.
Exposepeopletootheropportunitiesthatexistintheimportandexport

market.
(iii) Tradepromotion
Thisisagovernmentinitiatedandsupportedpolicytoencouragelocalbusiness
peopletoenterintobusiness.Thisisaimedatincreasingthevolumeandvariety
ofgoodsandservicestradedin.
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Tradepromotionisclassifiedaseitherexternaltradepromotionorinternal
tradepromotion.
(a) Externaltradepromotion
Thepurposeofexternaltradepromotionistoencouragelocalbusiness

peopletoenterintotheexportmarket.
Italsointendedtoattractforeigninvestorsintothecountry.
InKenya,externaltradepromotionisdonethroughthedepartmentof

externaltradeintheministryoftradeandindustry.
ExternaltradepromotionmayalsobedonebyCommercialattaches.
Commercialattachesareofficerssentbythecountry’sgovernmenttoworkwith
theembassiesinforeigncountriesassupportstaffinthefieldofcommerce.
Theirmaindutyistolookattheinterestsoftheirhomecountries’exportse.g.
cashcropsandmanufacturedgoods.
Dutiesofcommercialattaches
Exploreandidentifynewmarketsformoreexportopportunities.
Researchandanalyzemarketsforexportsfrom theirhomecountries.
 Keepstatisticsofproductssuchasvolumes,packagingsizeandmethodof

manufacturing.
Attendmeetings,seminarsandworkshopsontradepatternsofthecountries

andkeepdatafornewmarketsofexports.
Publishandadvertisetheircountry’sexportsinbusinessjournalsand

magazines.
Selectbuyers,agentsanddistributorsofthehomecountry’sexports.
Inform tradersintheirhomecountriesofthestandardsrequiredforexports.
Assistsalesmissionsfrom theirhomecountriesbyorganizingeducational

toursforthem.
Organizevisitstotradefairsandexhibitionsforbusinesspeoplefrom their

homecountry.
Makedetailedreportsoncommercialactivitiesthatmayhelpimprovethe

exportsoftheircountries.
Toperform theseduties,thecommercialattachéneedsto:
Keepinformationonpricespaidforexportsandtermsof

payments(conditionstobefilledbeforethepaymentismade)
Beawareoftherulesthatgovernpaymentininternationaltrade.
Beawareoftheworkingoftheregionalorganizationsthatoperatein
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developingcountriessuchastheEastAfricanCommunity(E.A.C),Inter-
GovernmentalAuthorityforDevelopment(I.G.A.D),CommonMarketfor
EasternandSouthernAfrica(COMESA),EconomicCommissionforAfrica
(E.C.A)andAfricanGrowthOpportunityAct(A.G.O.A).

(b) Internaltradepromotion
Thisisdonebythegovernmentthroughtheministryoftrade.Theministry
carriesoutvariousactivities

TRANSPORT

TOPICOBJECTIVES
Bytheendofthelesson,thelearnershouldbeableto:

1.Explainthemeaningandimportanceoftransporttobusiness.
2.Explaintheessentialelementsoftransport.
3.Describethemodesandmeansoftransport.
4.Discusstheadvantagesanddisadvantagesofeachmeansoftransport.
5.Discussthefactorsthatinfluencechoiceofappropriatemeansof

transport.
6.Discusstrendsoftransport.

MEANINGOFTRANSPORT
Transportisthephysicalmovementofpeopleandgoodsfrom oneplaceto
another.Ithelpsbridgethegapbetweenproducersandconsumershence
creatingplaceutility.
ImportanceofTransporttoBusiness

a)Bridgingthegapbetweenproducersandconsumers/linkingconsumersto
producers-Transportlinksconsumerstoproducerswhichenabletheconsumers
toobtainthegoodstheyneed.

b)Employmentcreation-Transporthelpsinsolvingunemploymentproblem by
creatingjobopportunities.Forexample,peoplemaybeemployedasdrivers,
pilots,mechanicsandroadconstructors.

c)Promotesspecialization-Transportenablespeopletospecializeinjobstheyare
bestat.Forexample;producerswouldconcentrateinproductiononlywhile
otherpeoplecarryoutdistribution.
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d)Makinggoodsandservicesmoreuseful-Throughtransportgoodsaremoved
from aplacewheretheyareleastrequiredtoaplacewheretheyaremost
requiredtherebymakingthem moreuseful.

e)Improvingpeople’sstandardofliving-Itenablesconsumerstogetavarietyof
goodsandservicestherebyimprovingthestandardsofliving.

f)Availingawidemarketforproducts-Ithelpsproducerstowidenthemarketsfor
theirproductsbyenablingthem accesstoareastheywouldotherwisenothave
accessed

g)Increasedproduction/facilitatesmassproduction-Duetothewidermarket
createdthroughtransport,producersareabletoincreasethevolumeofgoods
produced.

h)Avoidingwastage-Transportmakesitpossibleforsurplusgoodstobedisposed
ofbytakingthem toareaswheretheyarerequired.Perishablegoodssuchas
flowers,fruitsandvegetablescanalsobetransportedfasthenceminimizing/
avoidingwastage.

i)Promotingdevelopmentofindustries-Throughtransport,rawmaterialscanbe
takentomanufacturingindustriesandalsofinishedgoodstothemarket.
Similarly,itpromotesdevelopmentofserviceindustriessuchastourism.

j)Addsvaluetogoodsandservices-createsutilityingoodsbymovingthem from
thepointofproductiontowheretheyareneededtherebyaddingtheirvalue.

k)Leadstotheopeningofnewmarkets-Goodsandservicescanbetakentonew
areaswithease.

l)Itfacilitatesthemovementoflabour-peoplecaneasilymovefrom wherethey
staytowheretheywork.

ESSENTIALELEMENTSOFTRANSPORT
Inorderforatransportsystem tofunctionefficientlyitshouldhavecertainbasic
elements.Theseelementsare:

a)Unit(S)ofcarriage
b)Methodsofpropulsion
c)Ways
d)Terminals(terminus)
A.Unit(S)ofcarriage

Thisreferstoanythingi.e.vesselthatisusedtotransportgoodsandpeople
from oneplacetoanother.Unitsofcarriageinclude:ships,trains,aeroplanes,
motorvehicles,bicyclesandcarts.Unitsofcarriagearealsoreferredtoas
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meansoftransport.
B.Methodsofpropulsion

Thisisthedrivingforce(sourceofpower)thatmakesaunitofcarriageto
move.Thepowerformostvesselsmaybepetroleum products,electricity,
humanforceoranimalpower.

C.Ways
Itreferstoeithertherouteorpathpassesbythevessel.Theroutecanbeon
land,onwaterorthroughair.Examplesofwaysareroads,railways,paths,
canals,seawaysandairways.Thewayscanbeclassifiedintoeithernatural
waysormanmadeways.
I.Naturalways-Asthenamesuggests,naturalwaysarethewaysthatare
providedbynature.Theyarethereforefreetoacquire.Theyincludeairwaysand
seaways.
II.Man-madeways-Thesearewaysthataremadeavailablebyhumanbeing.
Theyincluderoads,canalsandrailways.Manmadewaysareusuallyexpensive
toconstructandmaintain.

D.Terminals(terminuses)
Thevesselusedtocarrygoodsandpeoplestartsfrom onedestinationand
endsupatanother.Atthesedestinationstheloadingandoff-loadingtakeplace
respectively.Theloadingandoff-loadingplacesarereferredtoasterminalsor
terminus.Examplesofterminusesarebusstations,airportsandseaports.
MODESOFTRANSPORT
Modereferstothemannerinwhichtransportiscarriedout.Therearethree
modesoftransportnamely:

i. Landtransport
ii. Watertransport

iii. Airtransport
1)Landtransport

Thismodeoftransportinvolvesmovementofgoodsandpeopleusingunitsof
carriagethatmoveondryland.Thevariousmeansunderthismodeincludes:

a)HumanPorterage
Thisinvolveshumanbeingscarryinggoodsontheirheads,shouldersorbacks.
HumanPorterageasameansoftransportistheoldestkindoftransportandis
stillverycommoninoursociety.Themeansissuitablefortransportinglight
luggageovershortdistances.Itisalsoappropriatewhereothermeansof
transportarenotavailableorconvenient.
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AdvantagesofHumanPorterage
i. Couldbetheonlymeansoftransportavailable

ii. Complimentsothermeansoftransport
iii. Flexibleasithasnofixedtimetableorroutes
iv. Maybeacheapmeanscomparedtoothermeansoftransport
v. Readilyavailablewhenrequired

vi. Convenientovershortdistances
DisadvantagesofhumanPorterage
i.Notsuitableforlongdistances
ii.Theyaddontocongestiononroads
iii.Notsuitablefortransportingheavyandbulkygoods
iv.Itisrelativelyslow
v.Reliesonhumanenergywhichisexhaustible

b)Carts
Cartsareopenvesselsusuallyontwoorfourwheelsthatarepushedorpulled
byeitherhumanbeingoranimalssuchasoxenanddonkeys.Thecartspushed
orpulledbyhumanbeingsarereferredtoashandcartsormikokoteni.Theones
pulledbyanimals,ontheotherhand,arecalledanimaldrivencarts.Cartsare
usedtocarryrelativelylargequantitiescomparedtohumanporterage.Like
humanporterage,theyarenotsuitableforlongdistances.Typesofgoodsthat
aretransportedusingthismeansinclude,agriculturalproduce,waterandanimal
feeds.
Advantagesofcarts
i.Complimentsothermeansoftransport
ii.Relativelycheaptohire
iii.Initialbuyingandmaintenancecostislow
iv.Appropriateinremoteareaswhereothermeansarenotavailable
v.Readilyavailableforhire
vi.Cancarryfairlyheavierandbulkygoods
vii.Convenientfortransportinggoodsovershortdistances

i. Disadvantagesofcarts
i.Maynotbesuitablefortransportingheavyandbulkygoods
ii.Causetrafficjamsonroadsleadingtocongestionandaccidents
iii.Notsuitablefortransportinggoodsoverlongdistances

c)Vehicles
Thesearemeans(unitsofcarriage)oftransportthatferrygoodsandpeopleon
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roads.Vehiclesarethemostcommonlyusedmeansoftransport.
Vehiclesareeitherpassengerorgoodscarriers.Passengercarriersmaybe
buses,matatus,taxisandprivatecarswhilegoodsaretransportedusingLorries,
pick-ups,tankersandtrailers.Vehiclesareexpensivetoacquireandmaintain.
Theconvenienceofvehiclesmaydependonthenatureoftheroadonwhich
theytravel.
Someroadsareimpassibleespeciallywhenitrainswhileothersareusable
throughouttheyear(allweatherroads).Ofspecialconcerninroadtransportis
thematatus.Theseareprivatelyownedpassengervehicleswhichwere
introducedtosupplementtheexistingmainstream transportcompaniesthat
wereinadequateatindependence.Theygottheirnamefrom theamountoffare
theyusedtochargeoriginally,thatis,mapenimatatu.Theoperatorshaveto
obtaintherelevantdocumentssuchasinsurancecoverinordertobeallowedto
operate.Theirownersmayform associationswhichtakecareoftheirinterests
alonggivenroutesorincertainareas.
Advantagesofmatatus
i.Theysupplementregularbuscompanies,especiallyinremoteareaswhere
theyaretheonlymeans.
ii.Theyfillupfasterthanbuseshencesavetime
iii.Theyaremoreflexiblesincetheycanchangerouteseasilydependingon
demand
iv.Theyreachoutintotheinteriorofruralareaswherebigbusescannotaccess
v.Theyaremoreflexiblewiththefarestheycharge
vi.Theyareeasiertohireasmostofthem arereadilyavailable
vii.Theyarecheapertoacquireascomparedtobuses
Disadvantagesofmatatus
i.Somematatusarepoorlymaintainedtotheextentofbeingunroadworthy
ii.Mostdriversarerecklessastheyrushtocompeteforcustomers.Theypick
ordroppassengersanywhere
iii.Insomecases,toutsuseimpolitelanguagewhendealingwithpassengers
iv.Theymaycausenoisepollutionsuchasunnecessaryhootingandloudmusic
v.Theymaycausecongestionintownsunnecessarilybecauseofcareless
drivingandparking
vi.Uncalledforsuddenincreaseinfaresatpeakhours,duringthenightandon
publicholidays
vii.Theiroperationisconcentratedonpeakhours,rarelyoperatingatnight.
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viii.Theyattimesunexpectedlychangetheirroutehencecausingbreachof
contract.
Advantagesofvehicles
i.Mostreadilyavailablemeansoftransport
ii.RelativelyfastcomparedtocartsandhumanPorterage
iii.Relativelycheaperovershortdistances
iv.Flexibleasitcanofferdoortodoorservice
v.Vehiclesmaybeavailablefortransportingspecialgoods
vi.Roadsarewidelyspreadtherebymakingmanyareasaccessible.
Disadvantagesofvehicles
i.Acquisitionandmaintenancecostsarehigh
ii.Maynotbesuitablefortransportingheavyandbulkygoodsoverlong
distancesascomparedtorailways
iii.Trafficjamsinroadsmaycausedelays
iv.Vehicletransportispronetoaccidentswhichmayleadtolossofgoodsand
life
v.Someroadsmaybeimpassibleespeciallyduringtherainyseasons.

d)Trains
Trainsarevesselsthattransportgoodsandpeopleonrailshencetheterm
railways.
Theterminusesoftrainsaretherailwaysstations.Therefore;thegoodstobe
transportedbytrainshavetobetakentotherailwaystation.Railwaytransportis
suitableforheavyandbulkygoodsaswellaspassengers.Therearetwotypes
oftrains:cargoandpassengertrain.
AdvantagesofTrains
-Relativelysecureascasesoftheftandaccidentsarerare
-Enablesatransportertoplanforthetransportofhis/hergoodsastrainsfollow
afixedtimetable
-Economicalfortransportingheavyandbulkygoodsoveralongdistance
-Trainsmayhavefacilitiesforcarryingspecialtypesofgoodse.g.gas,petrol
andvehicles
-Whereshuntingfacilitiesareavailabletrainsmaydelivergoodsuptoorfrom
theowner’spremises
DisadvantagesofTrains
-Notflexibleastrainsfollowastricttimetable
-Railwaylinesareexpensivetoconstructandtomaintain
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-Notallareasareservedbyrailwaylines
-Notsuitablefortransportingurgentlyrequiredorperishablegoodsasitisslow
-Unsuitablefortransportinggoodsovershortdistances
-Trainsareexpensivetoacquireandmaintain

e)PipelineTransport
Thisisthemovementofliquidsandgasesfrom oneplacetoanotherthrougha
pipe.Productstransportedthroughpipesincludewater,gases,petrolanddiesel.
Solidsthatcannotbedissolvedordamagedbywatermayalsobetransported
throughpipesassuspension.Examplescoffeeberriesfrom machinestodrying
places.Thepipelineisbothavesselandaway.
Productsflowbytheforceofgravityorpressurefrom anoriginalstation.Ifthe
originalterminalisatahigherlevelthanthereceivingterminal,theforceof
gravityisadequatetomovetheproduct.Butifthereceivingterminalisata
higherlevelthantheoriginalthantheoriginatingterminal,thenpowerisrequired
topumptheproductuphill.Forexample,petroleum from Mombasawhichisat
sealevelneedspressuretopumpittoallthereceivingstations.
AdvantagesofpipelineTransport
-Itislaboursavingasitrequiresminimalmanpower
-Itisenvironmentallyfriendlysinceitisfreeofnoiseorsmoke
-Itmaybeconstructedinareaswhereitisdifficulttoconstructroadsorrailway
lines.Forexample,overruggedterrain
-Pipelinesallowcontinuousflowofthegoodsbeingtransported
-Itensuresthatroaddamageisreducedasthenumberoftankersisreducedon
roads
-Ithelpstoreduceaccidentsthatmaybecausedbytankersonroads
-Itreducesdelaysarisingfrom congestiononroads
-Maintenancecostsarereducedasitreliesongravitationalforceandbooster
stationsalongtheway
-Itmaynotbeaffectedbyadverseweatherconditions
DisadvantagesofpipelineTransport
-Aleakagenotdetectedingoodtimemayleadtohighlosses
-Initialconstructioncostishigh
-Accidentsleakagesmayleadtoenvironmentalpollution
-Itisunidirectionalthatis,travelsonlyinonedirection
-Itcantransportonlyoneproductatatime
-Itisnotflexiblesinceoncealineislaid,itcannotbeadjustedaccordingto



0714497530 125

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

transportpatternsordemands
-Generatescomparativelyfewerjobopportunitiesasitiscapitalintensive
-Itisvulnerabletosabotagebyenemies.
-Oncelaid,itisdifficulttorerouteorrelocate.

2)WaterTransport
Itisamodeoftransportwheretheunitsofcarriagetransportgoodsandpeople
onwater.Waterinthiscaseincludes;navigablerivers,lakes,seasandoceans.
Themeansoftransportwhicharetheunitsofcarriageorvesselsusingthis
modeinclude;ships,dhows,boats,steamersandferries.Watertransportcanbe
dividedintoinlandwaterwaysandseatransport.

(a) Inlandwaterways
Thisistransportcarriedoutonlakes,riversandinlandcanals.TheLakeVictoria
facilitatestransportamongthethreeeastAfricancountriesi.e.Kenya,Uganda
andTanzania.FerriesalsoconnectthemainlandtoislandssuchasRusinga
Islands,foundinLakeVictoria.
Waterhyacinthhashoweverbeenathreattotransportonthelake.Mostrivers
inKenyaarenotnavigableduetoreasonssuchas:

Toosmall
Presenceofrapidsandwaterfalls
Tooshallow
Mostareseasonal
Highgradient
(b) SeaTransport

Thisiswheregoodsandpeoplearetransportedinseasandoceans.Alltypesof
watervesselsmaybeusedinseatransport.Seatransportisimportantasit
connectscontinentsoftheworldtherebyfacilitatinginternationaltrade.Kilindini
inMombasaprovidesagoodnaturalharborfacilitatingseatransportbetween
Kenyaandothercountriesoftheworld.Ferriesalsoconnecttheislandof
Mombasaandthemainland.
TypesofWatervessels

a)Ships
Ashipisalargevesselthattransportspeopleorgoodsthroughwater.Their
sizeshowevervarydependingonquantityofgoodsandpassengerstheycarry.
Shipshelpinconnectingcountriesorplaceswhichbordersthesea.Theyload
andoffloadinterminalsreferredtoasharborsfoundatseaports.Forexample,
theKilindiniharborisfoundintheportofMombasa.
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Shipsthattransportpeoplearereferredtoaspassengershipwhilethosethat
transportgoodsarereferredtoascargoships.Cargoshipsarecareconvenient
forcarryingheavyandbulkygoods.
Shipsmayalsobeclassifiedaseitherlinersortramps.
Liners
Theseareshipsthatareownedandoperatedbyshippingcompaniescalled
conferences.Eachconferenceisresponsibleforspecifyingtherouteonwhich
eachlinerwouldoperatetheratestobechargedandsettingtherulesand
regulationstobefollowedbythemembers.
Characteristicsofliners
-Havefixedroutes
-Followafixedtimetable
-Chargesarefixed
-Callatspecifiedportsalongtherouteatspecifiedintervals
-Travelatregularintervals.
Tramps
Theseareshipsthatdonotfollowaregularrouteortimetable.Theirroutes
thereforedependondemand.Duringtimeswhendemandishigh,theycharge
higherratesandwhendemandislowtheylowertheirrates.Trampscan
thereforebelikenedtomatatus.Trampsmaybeownedbyeitherindividualsor
firms.
Characteristicsoftramps
-Donothaveafixedrate.Theythereforemovetowherevertherearegoodsor
passengerstocarry.
-Havenosettimetables.Theythereforemoveaccordingtodemand
-Theirfareschangeaccordingtodemand.
-Theirtravellingpatternsareirregularandthereforecannotbereliedupon
NB:Linersandtrampsownersareinconstantcompetitionbusiness.Traders
thereforeneedtochoosethetypeofshipstohire.Linersarehowevermore
popularthantrampsamongtradersbecauseoftheirreliability.
Whenatraderhiresanentireshiptotransportgoodstoagivendestination,
he/sheandtheshipownersignsadocumentcalledacharterparty.This
documentshowsthetermsandconditionsunderwhichthegoodswouldbe
transported.
Otherinformationincludedintheagreementaredestination,natureofthe
goodsandfreightcharges.Whentheshipishiredtocarrygoodsforagiven
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journeythedocumentsignedisreferredtoasvoyagecharter.Ontheotherhand,
iftheshipishiredtotransportgoodsforagivenperiodoftime,thedocument
signediscalledtimecharter.
Shipsmaybespeciallybuilttocarryspecialcommodities.Thesemayinclude
tankersspeciallybuilttotransportpetroleum productsandotherliquids.
Refrigeratedshipsmayalsobeavailabletotransportperishablecommodities
suchasmeat,fishandfruits.

b)BoatsandFerries
Thesearewatervesselsusedintransportinggoodsandpeopleovershort
distances.Theyarethereforefoundinbothinlandwatertransportandalsothe
seatransport.e.gtheLikoniferryinMombasacarriespeoplefrom andtothe
islandofMombasaandthemainland.
Advantagesofwatertransport
-Seatransportiseconomicaltotheownerasthenumberofemployeesto
carriagevolumeratioislesscomparedtoroadtransport
-Suitedfortransportingheavyandbulkygoods
-Itischeapasthewayisnaturalandfree
-Connectscountriesoftheworldwhichborderthesea
-Specialtypesofshipsareavailablefortransportinggoods
-Largevolumecanbecarriedtherebyreducingcostperunit
-Notaffectedbytrafficcongestion
-Someshipscanbeveryluxuriousforpassengersandmayevenprovide
swimmingpools.
-Attheport/dock,therearemanydepotsforstorageofgoods.
Disadvantagesofwatertransport-
Sea-sickness,sea-piratesandstormsmayoccur
-Theyareslowthereforenotsuitablefortransportingperishableandurgently
requiredgoods
-Itisexpensivetoconstructandmaintainartificialharbors
-Unfavorableweatherconditionsmayaffectwatertransport
-Seatransportisnotaccessibletolandlockedcountries
-Lackofloadingandoff-loadingfacilitiesmayleadtodelay
-Costofacquiringandmaintainingshipsishigh.
-Theftofcargoandothervaluablesmayoccurduringloadingandoffloading.

3)AirTransport
Thisreferstothemovementofgoods,peopleanddocumentsbyaircrafts.
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Aircrafts/aeroplanesaretheunitsofcarriageandairtheway.Theterminals
includeairportsandairstrips.
Aeroplanesarefastcomparedtoothermeansoftransporti.e.theyarethe
fastestmeansoftransport.Theyarethereforesuitablefortransportingurgently
requiredgoodslikedrugsandperishablegoodsSuchasflowersoverlong
distances.
Aircraftsmaybeclassifiedaseitherpassengerplanesorcargoplanes.
Passengerplanestransportpeoplefrom oneplacetoanother.Ontheother
hand,cargoplanestransportlightcargototherequireddestinations.
Aeroplanesmaybefittedwithspecialfacilitiesforhandlingspecialgoods.
Aeroplanesareexpensivetoacquireandtomaintain.Theiroperationsmayalso
beaffectedbyweatherconditions.
AdvantagesofAirTransport
-Thereislesshandlingofgoodsonthewaysinceaeroplanesmaymovedirect
tothefinaldestinations.
-Thewaydoesnotrequireconstructionormaintenanceasitisnaturalandfree.
-Planescanmovethroughplaceswhereothermeanscannot,suchasoverthe
earthpolesandacrosshighmountains/planesarenothamperedbyphysical
barriers.
-Haveefficientinterconnectionsbetweenairlinesallovertheworldwhichmakes
itconvenient
-Suitableforlongdistancetravelersespeciallyfrom onecontinenttoanother
-Veryfastthereforesuitablefortransportingperishableandurgentlyrequired
goods.
-Charteredplanescanbeusedtoreachremoteareas.
-Themovementofaircraftsissmooththereforesuitablefortransportingfragile
goodssuchasglasswareandeggs.
-Passengersaregiventhehighestdegreeofcomfortandpersonalattention
makingitthemostcomfortablemeansoftransport.

DisadvantagesofAirTransport
-Causesnoisepollution
-Airfieldsarenotavailableinallplaces
-Cannotbeconvenientlyusedtocarryheavyandbulkygoods
-Expensivetoacquireandmaintainaircrafts
-Requireshighlytrainedmanpowere.g.airtrafficcontrollers,pilotse.t.c
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-Unfavorableweatherconditionssuchasfog,mistandheavyrainsmaycause
delay
-Itisanexpensivemeansoftransportintermsoffreightcharges
-Notsuitablefortransportinginflammablegoodssuchascookinggasand
petrol
-Incaseofaccidentsresultsarecatastrophic/accidentsarerarebutfatal.
-Haslimitedcarryingcapacitythatshouldnotbeexceeded.
-Itisnotflexible.
-Mostairfields/terminalsarelocatedsomedistanceawayfrom town/city
centersandthereforerequiretransportorrailwaylinksthatareaffectedbyjams
occasionallycausingdelays.
-Recenthijackingsbyterroristshavemadeairtransportaninsecuremeans
especiallyfortransportingvaluables.
4)Containerization
Thisisarecentdevelopmentintransport.Itreferstothepackagingofgoodsin
standardized‘boxlike’containersdesignedforuseintransportingcargo.The
containersaremainlymadeofmetalthoughafewaremadeofwood.Theycan
eitherbehiredorboughtfrom firmsthatprovidethem.Thehiredcontainersare
returnabletotheownerafterthegoodshavebeentransported.
Containersaredesignedinawayappropriatetotransportgoodsbyships,train,
lorryorbyair.Tosafeguardthegoodsagainstriskssuchastheftand
unfavorableweatherconditionsthecontainersaresealedimmediatelyafter
goodshavebeenpacked.Thesealedcontainersarethentransporteduptothe
finaldestinationwheretheyareoff-loaded.Theconsigneecanthenbreakthe
seal.
GoodscanbetransportedincontainersasFullContainerLoad(F.C.L)oras
LessContainerLoad(L.C.L).Fullcontainerloadapplieswherethecontaineris
filledwithgoodsbelongingtooneperson.InFCL,goodsaredeliveredtothe
consigneeintact.Ontheotherhand,lessthancontainerloadapplieswherea
containerisfilledwithgoodsbelongingtoseveralconsignors.Thismaybethe
casewhereasingleconsignerdoesnothaveenoughgoodstofillacontainer.
Whensuchacontainerreachesthedestination,itisopenedandthevarious
consigneestaketheirgoods.
Therearespecialhandlingfacilitiesforloadingandoffloadingcontainersonto
andfrom theunitsofcarriage.
Apartfrom thecontainerdepotatMombasa,KenyaPortsAuthority(K.P.A)has
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establishedinlandcontainerdepotsreferreddryports.Anexampleofadryport
isfoundatEmbakasiinNairobi.Theestablishmentofdryportsaimsatrelieving
congestionattheseaport.Italsoaimsatmakinghandlingofcargoeasierand
efficientforinlandimportersandexporters.
Whencontainersareoffloadedfrom shipsatMombasa,theyareloadedinto
specialcontainertrainscalledrailtainerwhichtransportsthem byrailwaytothe
inlandcontainerdepotatEmbakasi.Containerscanalsobetransportedby
speciallydesignedtrucksbetweentheportsorfrom theporttoconsumer’s
destination.
Advantagesofcontainerization
-Minimizestherisksoflossordamageofgoodsascontainersaresealedat
source
-Containersareliftedwithdeviceswhichmakemovementandhandlingeasy
-Savestimeandlabourinloadingandoff-loadingduetouseofmachines
-Containerssealedatsourceinpresenceofcustomsofficialsmaynotbe
openeduntiltheyreachtheirfinaldestination.Thisreducesdelay.
-Specialcontainersareavailableforgoodsrequiringspecialattentionlike
chemicals.
-Insurancecostsarerelativelylowasrisksareless
-Spaceissavedwhencontainersareusedasopposedtowhenindividualitems
arepackedinthecarrier.
-Cancarrylargequantitiesofcargoifpackedwell.
-Containersaretoughstructure,whichofferprotectiontosensitiveandfragile
goods.
Disadvantagesofcontainerization
-Theyareexpensiveandthisincreasesthecostoftransportinggoods
-Contributestounemploymentsinceitiscapitalintensive
-Notsuitablefortransportingsmallquantitiesofgoods.
-Requiresspecialhandlingequipmentwhichmaybeexpensive
-Maynotbesuitableforgoodswithirregularshapes.
-Traininglabourforceislongandexpensive.
-Theymaybeusedtosmuggleillegalgoods.
-Thelargetrucksusedontheroadincreaseroaddamageandmayincrease
accidents.
Factorsthatinfluencethechoiceofappropriatemeansoftransport
i.Cost;Thecostoftransportingagoodshouldbereasonable;exceptwhere
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otherfactorsshouldbeconsideredsuchasneedforquickdelivery.Otherwise
shouldbeproportionaltothevalueofgoodstransported.
ii.Natureofgoods;Thenatureofgoodsshouldbeconsideredwhenchoosinga
meansoftransport.Forexample,perishablegoodsrequireafastmeans.
Similarly,heavyandbulkygoodsrequireameansoftransportconvenientfor
suchgoodse.g.trainsandship.
iii.Reliability;Themeanschosenshouldbeabletodeliverthegoodstothe
requiredplaceattherighttimeandintherightform.
iv.Urgency;Forgoodsthatareurgentlyrequired,thefastestmeansavailable
shouldbechosen.
v.SafetyandSecurity:Themeanschosenshouldensurethatthegoodson
transitaresecureagainstloss,theftorphysicaldamages.
vi.Distance;Somemeansoftransportaresuitableforlongdistanceswhile
othersaresuitableforshortdistances.Ifgoodsaretobetransportedforlong
distances,air,seaorrailwaytransportwouldbeappropriate,otherwiseroads
wouldbesuitableforshortdistances.
vii.Availabilityofmeans;Themeansoftransporttobeselectedshouldbebased
onitsavailability.Forexample,wherethereisonlyonemeansoftransport,it
wouldbetheonlyonetobechosen.
viii.Flexibility;Thisistheabilityofmeansoftransporttobemanipulatedtosuit
theconvenienceofthetransporter.Whereflexibilityisrequired,thenthemeans
thatwouldprovidesuchshouldbechosen.Forexampleamatatuisusually
moreflexiblethananaeroplane.
ix.Terminals;Somemeansoftransportmayhavetheirterminalsnearthe
transporterthanothers.Inthiscase,thetransportershouldchoosethemeans
whoseterminalsareconvenientlyaccessibletofacilitateloadingandoffloading
ofgoods.
x.Valueofgoodstobetransported-goodsofhighvaluerequirespecialhandling
andhighsecurityduringtransportation.
Trendsintransport

Pipelineandcontainerization
Electrictrainsarereplacingdieselengines
Undergroundtunnelsfortrainsarebeingusedtoeasecongestiononthe

surface
Dual-carriageroadsarebeingdevelopedinvariouspartstoeasecongestionand

minimizeaccidents
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Developmentofplaneswithlargercarryingcapacityandspeedisamajor
featureinthetransportindustry

Useofbicyclescommonlyknownasbodabodaareacommonfeatureintowns,
busterminalsandruralareas,supplementingothermeansoftransporttoferry
peopleandcargototheirdestinations.Thebicyclesarebeingmodifiedtomake
them moreconvenient.Itisnotunusualtofindabicycle(bodaboda)whichhas
beenfittedwithfacilitiessuchas:
Motorstoincreasetheirspeedandreduceenergyappliedbythecyclist.
MusicsystemstoentertainpassengersandMorecomfortableseats.

Motorcyclesarealsobeingusedasbodabodasinvariousareas.Similarly,the
threewheeledvehiclescommonlyknownas‘TukTuk’isamajorfeatureincities
andmosttowns.

Privatepersonalvehicleswithlesscarryingcapacitye.g.four-seatervehiclesare
beingusedasmatatus.Thevehiclesareconvenienttothepassengersasthey:
Fillupwithinashortertimecomparedtolargervehicles
Mayaccommodateeachofthecustomersinterests.
Passengervehiclesarebeingfittedwithradios,musicsystemsandvideos

toentertaincustomersastheytravel.However,someformsof
entertainmentmaynotbeconducivetoall.

REVISIONQUESTIONSONTRANSPORT
KCSEPASTPAER1
1.1996Statefourcircumstancesunderwhichabusinessmanwouldchooseto

transportgoodsbyair?(4mks).
2.1997OutlinefourreasonswhyaschoolinKisumumayprefertotransportits

sixtystudentstoamusicfestivalinNairobibytrainratherthanbybus.
(4mks).

3.1999Givefivereasonswhyamanufacturingfirm wouldbelocatedinanarea
wellservedbygoodroadnetwork.(4mks).

4.1999Outlinefourlimitationsofcontainerization.(4mks).
5.2000StatefourreasonswhyroadtransportispopularinKenya.(4mks).
6.2001Statefourwaysinwhichthenatureofgoodswouldinfluencethechoice

oftransport.
7.2002Outlinefourreasonswhyatransporterofgoodsfrom Mombassato

Nairobimaypreferrailtransporttoroadtransport. (4mks).
8.2003Statetheunitofcarriageforeachofthefollowingmodesoftransport.
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(5mks)

Modeoftransport Unitsofcarriage
i. Portage

ii. Sea
iii. Road
iv. Cartage
v. Air

9.2004listfourwaysinwhichtransportpromotesgrowthoftrade. (4mks)
10. 2000StatefourreasonswhyroadtransportispopularinKenya. (4mks)
11. 1995Give3disadvantagesofrailwaytransportinKenya. (4mks)
12. 1998List4disadvantagesofusingcontainerstotransportgoods.(4mks)

KCSEPASTQUESTIONSPAPER2
1.1995Explainfivereasonsthatmayaccountforcontinueduseofhandcarts

asamodeoftransportinKenya.(12mks)
2.1996Theoilpipelinehasrecentlybeenextendedfrom Nairobitowestern

Kenya.
3.Explainfivebenefitsthatmaybeaccountedtothecountryfrom theextension.

(10mks).
4.1997Explainfivewaysinwhichanefficientroadtransportsystem may

promotetradewithinacountry.(10mks).
5.1998Discussfivefactorsthathavehinderedtheexpansionofrailway

transportinKenya.
6.1999Explainfivefeaturesofanefficienttransportsystem (8mks).
7.2000Explaintheadvantagesofpipelineasamodeoftransportingoil

products. (12mks).
8.2002Outlinefivefactorsthatshouldbeconsideredwhenchoosingameans

oftransport.
9.2003Explainsixadvantagesofcontainerizationasamodeof

transport.(10mks)
10. 2004Discusssixfactorsthatmaydiscouragetheuseofpipelineasa

meansoftransportingpetroleum productsinacountry.(12mks).
11. 2005Discuss5circumstancesunderwhichatradermaychooseto

transportgoodsbyrail.
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COMMUNICATION

Meaningofcommunication
1.Communicationisthetransferorconveyanceofmessagesorinformation

from onepersontoanother.
2.Communicationistheprocessofsendingandreceivingmeaningful

messages,informationandideasbetweentwoormorepeoplelocatedat
differentpointsinspace.

Note:Thespacebetweenthesender(s)andthereceiver(s)maybeasnarrow
aswhenpeoplearetalkingtoeachotheroraswideasbetweentheNorthPole
andtheSouthPole.
Effectivecommunicationisvital/importantforbusinessinthatitservesthe
followingpurposes.
Importanceofcommunication(purposes)

i. Togiveandobtaininformation
Foranorganizationtorunsmoothlythereshouldbeproperflowofinformation
withinthebusinessandalsobetweenthefirm andoutsiderse.g.themanager
mayinform membersofstaffaboutaplannedmeeting.Similarlythebusiness
mayreceivealetterofinquiryfrom acustomer

ii. Toclarifyissuesandpoints
Throughpropercommunicationtheorganizationisabletoclarifyconfusing
issuesfrom withinandwithoutthefirm forexampleincaseswherethereare
manymanagers.Itwouldbenecessarytoclarifytheresponsibilitiesofeach
manager.

iii. Toenhancepublicrelations
Good/efficientcommunicationenablesthebusinesstocreateamorepositive
imageandafavorablereputationofitselftooutsidersandovercomeprejudices
andnegativeattitudesthatpeoplemayhaveagainstthebusiness.

iv. TostartandinfluenceAction
Propercommunicationenablesthebusinesstogetnewideasmakeplansand
ensurethattheyareimplementedinthedesiredway.

v.Improvingcustomerservice;Goodcommunicationhelpsinreducingerrors
providingcustomerswithdesiredfeedbackandassistinginhandlinginquiries
moreefficiently

vi. Givinginstructions;Throughpropercommunicationmanagementisableto
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getworkdonebyissuinginstructions(proceduresandorders)e.g.asupplier
maybeinstructedwhenandwheretodeliverthegoodsordered.

vii.TogiveReassurance;Informationisneededtoreassurepeoplethattheir
performanceisgoode.g.anemployeemayfeelbetterishe/sheisservedwitha
“willdone”memoora“customeroftheyear”award.

viii. Confirmingarrangements;Throughcommunicationarrangementsare
confirmedforexampleconfirmationofmeetingsconferencesordetailsof
transactions

ix. Co-ordinatingdepartmentsofthefirm;Chargesinonedepartmentare
communicatedtootherdepartmentsthathaveadirectbearingtothose
changese.g.whensalesincreasethesalesdepartmentinformstheproduction
departmentsoastoincreaseproductionproportionality

x. Modifyingbehaviorofpersonswithinoroutsidetheorganization;Through
effectivecommunicationpersonsaretrainedandcounseledandasaresult
theirbehaviorknowledgeandattitudeschange
Communicationprocess
Communicationisaprocessthatinvolvesinterchangeofinformationandideas
betweentwoormorepeople.Communicationthereforeisacircularprocessi.e
communicationmayleadtosomereactionwhichinturnmaygeneratefurther
communicationsorfeedback.Thisflowcanbeillustratedasbelow:

Message 3
Receivercdddd

Sender
Feedback

I. Sender–thisisthepersonwhowrites,speaksorsendssigns(symbolsor
signals)andisthesourceoftheinformation.

II. Receiver-thisisthepersontowhom theinformationorthemessageis
sent.

III. Message–thisistheinformationthatistransmittedfrom thesenderto

(2)Message
(3)Receiver

(4)Feedback

(1)Sender
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thereceiver.Itmaybespoken,writtenorintheform ofsymbols.
IV. Feedback–thisistheresponsetothesender’smessage.Amessageis

saidtohavebeenunderstoodifthereceiverprovidesthedesiredfeedback.

Linesofcommunication
Communicationcanbeclassifiedaccordingtoeitherthelevelsofthe
communicatingpartiesoraccordingtothenatureofthemessage.
a)Accordingtolevels-Thiscaneitherbe:

I)Vertical
ii)Horizontal
iii)Diagonal

i) Verticalcommunication
Thisiswheremessagesarepassedbetweenaseniorandher/hisjuniorsinthe
sameorganizations
Verticalcommunicationcanbedividedintotwoparts
-Downwardcommunication
-Upwardcommunication
-Downwardcommunication-Thisisacommunicationprocesswhichstartsfrom
thetopmanagertoher/hisjuniors.Thiscanbeinformedof:
Trainingjuniors
Evaluatingperformance
Delegatingduties
Solvingtheproblemsfacingworkers
Inspiringandmotivatingthejuniors(givingrewards)

-Upwardcommunication-Thisisacommunicationprocessthatstartsfrom the
juniorstotheseniorsandmaybeintheform of:
Submittingreports
Givingsuggestion
Submittingcomplaintsagrievances
Makinginquiries

ii)Horizontalcommunication(lateralcommunication)
Thisiscommunicationbetweenpeopleofthesamelevel(rank)inthesame
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organizatione.g.departmentalheadsinanorganizationmaycommunicateto
achievethefollowing:
Co-ordinationandharmonizationofdifferentactivities.
Tocreateteamworkwithinthedepartment.
Toexchangeideasinordertodevelophumanresources.
Toreducegoalblindnessamongdifferentdepartments.
Tocreateasenseofbelongingamongdepartmentheadsthusactingasa

motivatingfactor.
Oneofthemajorcharacteristicsofthistypeofcommunicationisthatthereare
lessinhibitions.Thepeopleinvolvedaremoreopenandfreewitheachother
thaninthecaseofpeoplewithdifferentranks.
iii)Diagonalcommunication
Thisiscommunicationbetweenpeopleofdifferentlevelsindifferent
departmentsordifferentorganizationse.g.anaccountsclerkmay
communicatewithasalesmanagerofthesameorganizationorofdifferent
organizations.Diagonalcommunicationenhancesteam work.
b)Accordingtonatureofmessage
Thiscaneitherbe;
i)Formalcommunication
ii)Informalcommunication
Formalcommunication
Thisisthepassingofmessagesorinformationusingtheapprovedand
recognizedwayinanorganizationsuchasofficialmeetings,memosandletters.
Thismeansthatmessagesarepassedtotherightpeoplefollowingtheright
channelsandintherightform.
Formalcommunicationisalsoknownasofficialcommunicationasitisthe
passingofinformationmeantforofficepurposes.
Formalsystemsofcommunicationareconsciouslyanddeliberatelyestablished.
Informalcommunication
Thisiscommunicationwithoutfollowingeithertherightchannelsorintheright
form i.e.takesplacewheninformationispassedunofficially.Itisusuallyused
whenpassinginformationbetweenfriendsandrelativeshenceitlacksthe
formality.
Informalcommunicationmayalsotaketheform ofgossipsandrumor-
mongering.
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Informalcommunicationusuallysupplimentsformalcommunicationasis
basedonsocialrelationswithintheorganization.
Note:Bothformalandinformalcommunicationisnecessaryforeffective
communicationinanorganization.
EssentialsofEffectivecommunication
Forcommunicationtobeeffectiveitmustbeoriginatedproducedtransmitted
receivedunderstoodandactedupon.Thefollowingarethemainessentialsto
effectivecommunications.

i)Thesender/communicator
Thisisthepersonfrom whom themessageoriginates.He/sheencodesthe
messagei.e.putsthemessageinthecommunicativeform.

ii)Message
Thisistheinformationtobesent.Itisthesubjectmatterofcommunicationand
maycontainwords,symbols,picturesorsomeotherformswhichwillmakethe
receiverunderstandthemessage
iii)Encoding;Thisistheprocessofexpressingonesideasinform ofwords,
symbols,gesturesandsignstoconveyamessage
iv)Medium/channel;Thisreferstothemeansusedincommunicating.This

couldbeintheform ofletters,telephonesandemailsamongothers.
v)Thereceiver;Thisisthepersonforwhom themessageisintended.The
receiverdecodesthemessageforproperunderstanding.
vi)Decoding;Thisistheprocessofinterpretingortranslatingtheencoded
messagetoderivethemeaningfrom themessage
vii)Feed-back;Thisreferstothereactionofthereceiverofthemessage.This
maybeareply/responsewhichthereceiversendsbacktothesender.
Theabovecanberepresentedinadiagram asshownbelow;

FORMSANDMEANSOFCOMMUNICATION
Forms;Thesearechannelsorwaysofpassingonmessages.Thefourmain

Channel(4)Encoding

(3)

Message

(2)

Receiver

(5)

Decoding

(6)

Feedback(7)Sender(1)
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formsare:
i)Oralcommunication
ii)Writtencommunication
iii)Audio–visualcommunication
iv)Visualcommunication

Means;Thisisthedeviceusedtopassoninformatione.g.messages,letters,
telephonese.t.c
(a) Oralcommunication
Thisiswhereinformationisconveyedbytalking(wordofmouth)
Itisalsoknownasverbalcommunication

Meansofcommunication
i)Face-to-faceconversation

Thisinvolvestwoormorepeopletalkingtoeachother.Thepartiesareusually
neareachotherasmuchaspossibletoensureeffectivecommunication.
Itissuitablewheresubjectmatterofdiscussionrequireconvincingpersuasion
andimmediatefeed-back.
Itmaybeusedduringmeetings,interviews,seminars,privatediscussions,
classroomse.t.c
Itisthemostcommonmeansoforalcommunication
Advantagesofface-to-facecommunication

Providesforimmediatefeedback
Haspersonalappeal
Bodylanguagecanbeeasilyexpressed
Onecanpersuadeorconvinceanother
Itisthesimplestcommunicationtouse
Itisdirecti.e.doesnotpassthroughintermediaries
Convenientforconfidentialmessages

Disadvantagesofface-to-facecommunication
Norecordforfuturereference
Canbetimeconsuming
Messagescanbedistracted
Notsuitablewhenpeoplearefarapart
Unsuitableforthedumbanddeaf
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ii)Telephone
Thisform ofcommunicationiscommonlyusedinofficesandhomes.Itis
usefulinsendingmessagesquicklyovershortandlongdistances.
Itishowevernotsuitableforsending;

Confidentialmessages
Longanddetailedreports,chartsandgraphs
Messagesthatwouldrequirereferenceorevidence

InKenyatelephoneservicesaremainlyprovidedbyTelkom KenyaLimited.The
subscriberisrequiredtopurchasethetelephoneequipmentfrom thepostoffice
orotherauthorizeddealersbeforeinstallation.
Installationisdoneonapplicationbythesubscriber(applicant).He/shepaysthe
installationfeeinaddition;thesubscriberissentamonthlybillwiththecharges
forallthecallsmadeduringthemonth.
Thechargesforcallsdependonthetimespenttimeofthedayoftheweekand
distanceoftherecipientfrom thecallere.g.itischeapertocallatnightthan
duringtheday.Itisalsocheaptomakecallsduringpublicholidaysand
weekendsthanonweekdays.
Therearealsomobilephoneswhichhavenophysicallineconnectionto
exchangeandmaybefixedtoavehicleorcarriedinpockets.InKenyathese
servicesareprovidedbysafaricom,Airtel,orangeandYumobile
communications.
AdvantagesofTelephones

Relativelyfast
Haspersonalappeal
Providesforimmediatefeedback
Onecanpersuadeorconvinceanother
Suitableforlongdistancecommunication

DisadvantagesofTelephone
Canbeexpensiveespeciallyoverlongdistances
Norecordforfuturereference
Lacksconfidentiality
Notconvenientfordumbanddeaf
Canbetimeconsuming

Reasonswhymobilephoneshavebecomepopular
Theyareportableandcanbeconvenientlycarriedaround.
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Itisnotveryexpensiveespeciallywhenmakinglocalcalls.
Relativelycheaptoacquire.
Somemobilephonescanrecordconversations/callstherebyactingas

evidence.
Canbeusedtosendshorttextmessages(sms)
Canbeusedanywheresincetheyareportable.

iii)Radiocalls
Thisinvolvestransmittinginformationbyuseofradiowavesi.e.without
connectingwiresbetweenthesenderandthereceiver
Thedeviceusediscalledaradiotelephone.Itiscommonlyusedinremote
areaswherenormaltelephoneservicesarelackingorwheretelephoneservices
areavailablebutcannotbeconvenientlyusede.g.policemenonpatrolin
differentpartsofatown
Radiotransmissionisaonewaycommunicationsystem i.e.onlyoneperson
canspeakatatime.Itisthereforenecessaryforthespeakertosay’over’to
signaltherecipientthatthecommunicationisthroughsothattherecipientcan
starttalking.Toendtheconversation,thespeakersays‘overandout’
Theradiocallsarecommonlyusedbythepolice,gamerangers,researchers,
foresters,shipownersandhotelssituatedinremoteareas.Theyarealsoused
forsendingurgentmessagessuchascallingforanambulanceandfirebrigade
Note;Radiocallsarenotconfidentialsincetheyusesoundfrequenciesthatcan
betappedbyanyradioequipmentthatistunedtothatfrequency
AdvantagesofRadiocalls

Relativelyfast
Hasimmediatefeedback
Haspersonalappeal
Provideroom foronetopersuadeandconvinceanother
Suitableforremoteareas
Convenientforlongdistances

DisadvantagesofRadiocalls
Norecordforfuturereference
Lacksconfidentiality
Messagesaresentonewayatatime
Canbeexpensive
Cannotbeusedbydumbanddeaf



0714497530 142

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

Canbetimeconsuming.
iv)Paging
Thisisameansofcommunicationusedtolocatestafforemployerswhoare
scatteredinanorganizationorwhoareoutsideandneedtobelocatedurgently
Whenwithintheorganizationportablereceivers,lightedsignals,bells,
loudspeakersetcareused
Whenoutsidetheorganizationemployeesarecontactedusingportable
receivers(pocket-size)usedtosendmessagesthroughsms(shortmessage
services)
Thepayingsystem canonlybeusedwithinacertainradius.Whenusinga
portablereceiver,thecallerwillcontactthesubscriberbycallingthepostoffice
whichwillthenactivatethepager.
Thesubscriberistheninformedtocontacttheoriginatorofthemessage.
Pagingismostlyusedinemergingcases
v)Radio
Usuallymessagesintendedforawideaudiencecanbetransmittedthrougha
radiomorequicklyandeconomicallythanbyusingotherformsof
communication.;̀
Radioisusedfordifferentreasonsapartfrom advertisinge.gforformalnotices,
andvenueforactivities
Advantagesoforal/verbalcommunication

Veryeffectivemethodofcommunicationsincetherecipientcanbe
persuaded/convinced

Itisrelativelyfastermethodofcommunication
Thesendercangetimmediatefeedback
Itindicatessomesenceofregardhencemoreappealing.

Disadvantagesoforal/verbalcommunication
Hasnorecordsforfuturereference
Isanexpensivemethodespeciallyifthetwopartiesarefarapart
Isnotgoodforconfidentialmessages
Itisnotsuitableforconfidentialmessages
Itmaybetimewastingespeciallywhereoneneedstobeconvinced

WrittenCommunication
Thisinvolvestransmissionofmessagesthroughwriting.Itisthemostformal
wayofcommunicationbecausetheinformationisinrecordedform andcanbe
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usedforreference
Meansofwrittencommunication

(i)Letters
Lettersarethemostcommonlyusedmeansofcommunication.
Therearetwocategoriesofletters;
a)Formalletters
b)Informalletters
a)Formalletters;Theseincludebusinesslettersandofficialletters.
Businesslettersarewrittentopassmessagesandinformationfrom
businessmentocustomersandviceversae.g.lettersofinquiryand
acknowledgementnotes.
Itcanalsobeusedbetweenemployeesandemployersinanorganizatione.g.a
complimentarynote.
Officiallettersarelettersbetweenpeopleinauthorityandothersthattouchon
theactivitiesoftheorganizatione.g.anapplicationletterforanadvertised
vacancyinanorganization.
Formallettershaveasalutationclausewhichusuallystartswith“DearMadam
“or“DearSir”.Italsobearstheaddressesofboththesenderandtherecipient,a
subjectheadingandacomplimentaryclauseendingwith“Yoursfaithfully”.
b)InformalLetters;Thesearelettersbetweenfriendsandrelatives
TheyarealsoknownasPersonalletters
ii)Telegrams
Thisisameansofcommunicationprovidedbythepostoffice.Thesender
obtainsthetelegram form from thepostofficeandfillsthemessageonitin
capitallettersandhanditovertothepostofficeemployeesatthecounter.
Alternativelythesendermayuseatelephonetoreadthemessagetothepost
office.Thepostofficethentransmitsthemessagetotherecipientpostoffice.
Thechargesofatelegram arebasedonthenumberofwordsused,themore
thewordsusedthehigherthecharges.Howeverthereisastandingcharge.
Telegramsareusedforsendingurgentmessages.
Note;Duetochangingtechnologytelegramshavelostpopularity.Short
messagescannowbesentbycellphones(mobilephones)usingtheshort
messagesservices(sms)
iii)Telex
Thisisameansofcommunicationusedtosendshortordetailedmessages
quicklybyuseofateleprinter.Theserviceisprovidedbythepostofficeon
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application.
Amessageissentbyuseoftwoteleprintersoneonthesendersendand
anotherontherecipientsend.Whensendinginformationthroughateleprinter
whichisaform ofelectrictypewriterproducingdifferentelectricsignals,its
keysarepressedandautomaticallythemessageisprintedattherecipient’s
machine.
Telexsavestimeforboththesenderandrecipientasthemessagesarebrief
preciseandreceivedimmediately.However,it’sanexpensivemeansof
communication
iv)Facsimile(Fax)
Thisinvolvestransmissionofinformationthroughafaxmachine.Boththe
senderandthereceivermusthaveafaxmachine.Thesemachinesare
connectedusingtelephonelines
Faxisusedtotransmitprintedmessagessuchasletters,maps,diagramsand
photographs.Tosendtheinformation,onedialsafaxnumberoftherequired
destinationandthenthedocumentisfedintothesender’smachine.The
receivingmachinereproducesthedocumentimmediately.Itisusedforlong
distancephotocopyingservice.
v)Memorandum (Memo)
Thisisprintedinformationforinternalmessageswithinanorgaanisation.Itis
normallyusedtopassinformationbetweendepartmentsorofficesinan
organization.
Memorandahavenosalutationorcomplimentaryclause.Theyaresuitablefor
informingtheofficerswithinanorganizationofmattersrelatedtothefirm.
Amemoispinnedonthenoticeboardofanorganizationifitismeantfor
everybodyotherwisepassedtotherelevantstaff.
vi)Notice
Thisisawrittencommunicationusedtoinform agrouporthepublicaboutpast
currentorfutureevents.Itisusuallybriefandtothepoint.Itcanbeplacedon
walls,inpublicplaces,ontrees,innewspapersoronnoticeboards.
viii)Reports
Thesearestatements/withinrecordsoffindingsrecommendationsand
conclusionofaninvestigation/research.Areportisusuallysenttosomeone
whohasaskedforitforaspecificpurpose.
viii)Circulars
Thesearemanycopiesofasingleletteraddressedtoverymanypeoplewhen
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themessageintendedforeachisthesame.
ix)Agenda
Thisisanoutlineoftheitemstobediscussedinameeting.Itisusually
containedinanoticetoameetingsentinadvancetoalltheparticipantsofthe
meeting.Thenoticeofthemeetingcontains;

Thedateofthemeeting
Thevenueofthemeeting
Timeofthemeeting
Itemstobediscussed

x)Minutes
Thesearerecordsoftheproceedingsofameeting.Keepingminutesofcertain
meetingsisalegalrequirementse.g.companies
Keepingminutesforothermeetingsareformanagementpurposestoensure
thatdecisionsmadeatthemeetingsareimplemented
Advantagesofwrittencommunication

Itcanberetainedforfuturereference
Somelikelettersarerelativelycheap(canproducemanycopies)
Itissuitableforconfidentialmessages
Allowsforinclusionoffinedetails
Itisnotpronetodistortionofmessages
Canbeusedasevidence
Canbeaddressedtomanypeople.

Disadvantagesofwrittencommunication
Itlackspersonalappeal
Ittakestimetoprepareandreachtherecipient
Suitablefortheliterateonly
Immediatefeedbackmaynotbepossible
Doesnotofferroom forpersuasionandconvincing
Itmaybeexpensivebecauseitinvolvesalotofpaperworkand

time.
Notsuitableifthesenderandthereceiverdonotshareacommon

language.
3)VisualCommunication
Thisistheprocessofpassinginformationbyuseofdiagrams,drawings
pictures,signs,andgesturese.t.c
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a)Photographs
Aphotographisanimage(visualrepresentationofanobjectasitappeared
atthetimewhenthephotographwastaken
Photographsareself-explanatoryandmaynotbeaccompaniedbyany
narrationorexplanation.Therecipientisabletogetthemessageataglance.
b)Signs
Refertomarks,symbols,drawingsorgestureswhosepurposeistoinform
thepublicaboutsuchthingsasdirections,distances,dangersandideas.
Examples;roadsigns,trafficlightsanddangersignsonelectricitypoles
Thismeansofcommunicationcanonlybeeffectiveifthemeaningofthe
signusedisunderstood.

Graphs;Theseareusedtoshowandillustratestatisticalinformation

Charts;Thesearediagramswhichshoworillustratetheflowofanideae.g.
anorganizationchartillustratesthewholeorganizationstructureindicating
thechainofcommand

Advantagesofvisualcommunication
i) Itcanbeusedtopassconfidentialinformation

Theinformationmaybeobtainedatonce

Disadvantagesofvisualcommunication
i) Canonlybeusedbypeoplewhocansee
ii) Theinformationmaybewronglyinterpreted
iii) Itmaybeanexpensivemethodofcommunication
iv) Cannotbeusedforlongdistances

4)Audio-Visualcommunication
Thisisaform ofcommunicationinwhichmessagesaresentthroughsounds
andsigns.
Thisform ofcommunicationensuresthatthereceivergetsthemessage
instantly.
Itissuitablewhereboththesenderandthereceiverknowthemeaningof
specificsoundsandsigns.
MeansofAudio-visualcommunication

i)Television(TV):Thisisadevicethattransmitsinformationinform ofa
seriesofimagesonascreenaccompaniedbysound.Itisaveryeffective
methodofcommunicationsinceitcombinestheadvantagesofimageand
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sound
Atelevisioncanbeaverysuitablemeansofsendingurgentmessages
especiallywhenitgiveslivecoverageofevents.
ii. Siren:Thisisadeviceusedtoproducealoudshrillsoundaccompaniedby

aflashinglight.Itiscommonlyusedbythepolice,ambulances,andthefire
brigadeandsecurityfirmstoalertthepublicofthedangerinvolvede.g.the
ambulancesirenconveysthemessagethatsomebodyisseriouslysickand
thereforeothermotoristsshouldgiveway.
AdvantagesofAudio-visualcommunication

i) Itreachesmanypeople
ii) Itismoreappealingthanothermeansofcommunication
iii) Reinforcesverbalcommunication
iv) Mayhavealastingeffectonthereceiver
v) Suitablewherereceiversareilliterate.

DisadvantagesofAudio-visualcommunication
i) Itissuitabletothosepeoplewhocaninterpretthemessagescorrectly
ii) Itisnotsuitableforconfidentialmessages
iii) Preparationmaytakelong.

5)AudioCommunication
Thisiswhenthemessageistransmittedthroughsounds.Examplesinclude

i)Awhistle;Thisisadevicewhichisblowntoproduceasharpshrill
soundtoalertorwarnthepublicoremployeesinaninstitution.Itisnormally
usedbysecurityguardswhenthereisdanger.Insomeorganization,awhistleis
usedtoannouncechangeinshifts

ii)Horn;Thisisalsoaninstrumentthatisusedtoproducesoundwhich
passesdifferentinformationdependingonthewayitisblown.
Othermethodsofaudiocommunicationincludedrums,alarms,andbellsamong
others
AdvantagesofAudiocommunication

i) Isafastermethodofcommunication
ii) Itcanreachseveralpeopleatonce
iii) Themessageisreceivedinstantly
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DisadvantagesofAudiocommunication
i) Themessagemaybeinterpretedwrongly
ii) Itcanonlybeusedwithinacertainradiusatatime
iii) Itdistractspeople’sattention

FACTORSTOCONSIDERWHENCHOOSINGMEANSOFCOMMUNICATION
i) Speed:Speedisanimportantfactorwhenthemessageisurgent.Insucha

casetelex,fax,telephone,telegram ore-mailwouldbethemostsuitable
meansofcommunication.Otherwiseordinarymailwouldbeused

ii) Cost:Thecostincurredinusingameansofcommunicationvaryfrom one
meanstoanothere.g.itischeapertosendmessagesbyordinarymail
thanbytelegram ortelex

iii) Confidentiality:Somemessagesarequiteconfidentialandareintendedfor
certainpersononly.Whereconfidentialmessagesareinvolved,appropriate
meansshouldbeusede.g.registeredmailorinternalmemoenclosedinan
envelope

iv) Distance:Thegeographicalgapbetweenthesenderandrecipientisvery
importantindeterminingthemeansofcommunicationtobeused.Some
meansaresuitableforlongdistanceswhileothersarenot.

Pagingandsirensaresuitableforshortdistances.Forlongdistances,fax
letters,telephone,e-mailmaybeappropriate
v) Evidence:Somemeansofcommunicationdonotproviderecordofthe

messagecommunicatedwhileothersdo.Allmeansofwritten
communicationprovideevidenceofmessagescommunicated.

vi) Reliability:Thisistheassurance(certainty)thatthemessagewillreachthe
intendedpersonattherighttimeintherightform.Face-to-face
communicationismorereliablethanotherformsofcommunication
becauseonecanaskforclearlyandgetanswersimmediately.Forsome
writteninformation,courierservicemaybepreferred

vii) Accuracy:Thisreferstotheexactnessofthemessagecommunicatedas
intendedbythesender.Writtenmessagesaregenerallymoreaccurate
thanothermeansofcommunication.

viii)Desiredimpression:Theimpressioncreatedupontherecipientofa
messageisveryimportante.g.atelegram orspeedpostmailwillcarry
somesenceofurgency,registeredmailwillcreateanimpressionof
confidentialitywhileuseofcolourfulandattractiveletterheadswould
conveyagoodimageofthebusiness.
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ix) Availability:Onemaywanttotelephone,forexample,buttheservicesare
nottheresothepersonwouldbeforcedtousealternativemeanse.g.
lettersorradiocall.

BARRIERSTOEFFECTIVECOMMUNICATION
Communicationissaidtobecompleteonlywhentherecipientgetsthe

messagethewaythesenderintendsittobe.Wheninformationisnotreceived
thewayitwasintendedthenithasbeendistorted.Distortionofamessageis
broughtaboutbysomecommunicationbarrierswhichmayexistsinthepathof
themessagebetweenthesenderandtherecipient.Someofthesebarriersare:

I.Languageused:thelanguageusedbythesendershouldbeknown
(understood)bytherecipientsothatcommunicationcantakeplace
II.PoorListening:theeffectivenessofcommunicationwilldependonthe
willingnessoftherecipienttolistenkeenly.listeningrequirecarefulattention
andconcentration.Itmayhoweverbethetaskofthesenderofthemessage
toattempttogaintheattentionofthelistener.Throughhis/herchoiceof
wordsandexpressionamongothers.
III.NegativeAttitude:Attitudereferstothefeelingsofthecommunicating
partiestowardseachother.Itisimportantthatthereexistsamutualfeeling
oftrustandrespectbetweenthepartiesconcernedinordertoavoidbias.If
thereismistrustandprejudicethentheremaybedeliberateorunintentional
misunderstandingofthemessageinvolved.
IV.PoorTiming:poortimingleadstobreakdownincommunication,
thereforeforeffectivecommunicationtotakeplacethemessagemustbe
sentandreceivedatanappropriatetime,egamessagesentwhenoneisina
hurrymaynotbeproperlyreceivedordelivered
V.Wrongmedium:themedium usedtocommunicatemustbeappropriate
forthemessagebeingconveyedotherwisetheremaybreakdownin
communicatione.g.onemaynotconveyaconfidentialmessageoverthe
telephoneeffectively
VI.Prejudgment:ourunderstandingofthemessageisoftenconditionalby
ourearlierexperiencesandknowledgethismaymakeoneindividualdraw
prematureconclusione.g.astudentwhoalwaysfailinasubjectandthis
timeroundhasimprovemaybefailedbytheteacherbecausehehasalways
failedinthepast.
VII.Ambiguities:itoccurswhenthesenderexpressinamannerwhichleads
towronginterpretation.Whenthereceiverinterpretsthemessagedifferently
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itautomaticallyleadstocommunicationbreakdown.
VIII.Emotionalresponses:emotionalresponsessuchasthoseresultingfrom
hungerorexcitementmayleadtodistortionofmessage.
IX.UnclearSystem withintheorganization:ifthechannelsofpassing
informationinanorganizationarenotclearthenthemessagewillnotgetto
therightpeopleforwhom themessages intended
X.Noise:itreferstoanydisturbingsoundswhichinterferewithconcentration
orlisteningabilityoftherecipientofthemessagethepresenceofnoisemay
makeitimpossibleforanymessagetobereceivedintherightway.
XI.UnfamiliarNon-verbalsignals:lackofunderstandingofnon-verbalsign
maybeabarriertoeffectivecommunication.

SERVICETHATFACILITATECOMMUNICATION
Servicesthatfacilitatecommunicationinclude:

i) Mailingservices
ii) Telephoneservices
iii) Broadcastingservices

Mailingservices
Thisreferstohandlingoflettersandparcels.Theyareofferedbyorganizations
suchaspostalcorporationofKenya(P.C.K)securicorlcourierandDocument
handlingLimited(D.H.L)
Someoftheservicesofferedbythepostalcorporationinclude:

a)Speedpost:Thisisserviceofferedbythepostofficetosend
correspondenceandparcelstoadestinationintheshortesttimepossible.The
postofficeusesthequickestmeansoftransportavailabletodeliverthemail.
Thesenderpaysthenormalpostagefeeplusafeeforspecialservice.An
exampleofsuchaserviceisExpeditedMailService(EMS)speedpost

b)OrdinaryMail
Theseincludesurfacemailandairmail.
SurfaceMail:Theseincludelettersandparcelsdeliveredbyroad,rail,waterand
hand.
AirMail:Thisconsistsoflettersandlightparcelsdeliveredbyair.

c)ExpressMail;
Anexpressmailis/mustbepresentedatthepostofficecounterbythesender
andtheenvelopeclearlyaddressedandalabelwiththeword“express”affixed.
Normalpostageplusanextrafee(commission)ischarged
Themailisdeliveredtothereceiversnearestpostofficefrom wherethepost
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officemakeSarrangementstodeliverthemailtothereceiverwithintheshortest
timepossible.
NOTE:Forspeedpostspecialarrangementstodeliverthemailstartatthe
sender’spostofficewhereasexpressmail,thearrangementsstartatthe
addresserspostoffice.

d)PosteRestante;Thisisaserviceofferedbythepostofficetotravelerswho
maywishtoreceivecorrespondencerightawayfrom theirpostofficebox.The
addresseehastoinform thosewhomaywishtocorrespondwithhim/herof
thenearestpostofficeheislikelytouseataparticulartime

Underthisarrangementwhenaddressingtheletter,thewordsposteRestante
mustbewrittenontheenvelopeclearly.Theaddresseemustidentify
himself/herselfwhencollectingthecorrespondencefrom thepostoffice.
Thereisnoadditionalchargemadeapartfrom normalpostagecharges.This
servicecanonlybeofferedforthreemonthsinthesametown

e)RegisteredMail;
Thisserviceisofferedbythepostofficeforsendingarticlesofvalueforwhich
securityhandlingisrequired.Aregistrationfeeandacommissionispaid.The
commissiondependsontheweightofthearticleandthenatureofregistration.
Thesenderisrequiredtodrawahorizontalandaverticallineacrossthefaces
oftheenvelope.
Acertificateofregistrationisgiventothesender.Incaseofloss,thesender
maybepaidcompensationonproductionofthecertificateofregistration.
Agreencardissenttotherecipient.Thecardbearshisnameandthepost
officeatwhichthemailwasregistered.Therecipientwillberequiredtoidentify
himselfbeforebeingallowedtopossesthemail.
Itemsthatmayberegisteredincludejewels,certificate,landtitledeedse.t.c.

f)BusinessReplyService;Thisisaserviceofferedbythepostofficeto
businessfirmsonrequest.Thefirm payssomeamounttothepostofficeand
anaccountisthenopenedfrom whichpostedchargesarededucted.
Theserviceisuseful/morecommonwithfirmswhichwouldliketoencourage
theircustomerstoreplytheirletters.Customersareissuedwithreplycard
envelopes(orenvelopesmarked‘postagepaid’)
Theycansendletterstothebusinessbyusingtheseenvelopes/thecard.The
customersthenplacethecard/envelopeinthepostboxandthefirmspost
officebranchwilldeductpostagechargesfrom thelumpsum amount.
CourierServices
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Theseareserviceswhereaserviceproviderreceivestransportsanddelivers
parcelsorimportantdocumentstodestinationsspecifiedbycustomersin
returnforpaymentoffeesorcharges.
Examples;Akambabusservice,Securicorcourierservicese.t.c
ii)Telephoneservices

Landline/fixedlineservices
Cellular(mobile)phoneservices
i) Land(Fixed)lineservices
Telkom Kenya,throughthepostoffice,providestelephoneserviceswhich
offerdirectcontactbetweenpeoplewhoarefarapart.Itmakesconversation
betweenpeopleatanydistancepossible,aslongastherearetransmission
facilitiesbetweenthem.Urgentmatterscanbediscussedandconsultations
cantakeplacesothatinstantdecisionoractionsaretaken.Thetelephone
assistsorganizationstoestablishafastandconvenientmachineryforits
internalandexternalcommunicationnetwork.
ii) Cellular(mobile)phoneservices
Thesearehandheldtelephoneswithdigitallinksthatuseradiowaves.They
aresometimescalledcell-phonessincetheyusepowerstoredinadrycell
InKenyamobilephoneservicesareprovidedbysafaricom Ltd.(asubsidiary
ofTelkom Kenya)andAirtelcommunicationsLtd(formallyKencel
CommunicationLtd)whichisajointventurebetweenaFrenchcompanyanda
Kenyancompany,yumobileservicesandOrangemobileservices.This
sectorthereforegreatlybenefitsfrom foreigninvestmenttoimproveservices.
Theuseofthisserviceispopular.Apartfrom theprovisionof
telecommunicationservice,cellphoneshavedifferentattractivefeaturesor
servicessuchasshortmessagesservice(sms)wherebyacallercansenda
writtenmessage.Recentmodelsofmobilephonesenabletheusertoaccess
theinternetandsende-mailmessages

Advantages
Theyareportable
Writtenmessagescanbetransmittedeasilyandcheaplythroughthe

shortmessageservice(sms)
Enablesbothlocalandinternationalcommunication
Thecostofacquiringtheequipmentisrelativelyaffordable
Directfeedbackispossible
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Hasmemoryforstoringwrittenmessages
Hasgote-mailcapability

Disadvantages
Somekindsofmobilephonesareexpensivetobuy
Maintenanceexpensesofamobilephonearehigh.Theyarealso

susceptibletodamageandrepaircanbeverycostly
Usersaregreatlyinconveniencedincasethereisnonetworkcoverage
Aspecialfacilitywherethecallersidentityisknown(displayedon

screen)canbeabusedwhererecipientdoesnotwishtoanswerthecall
Mobilephonesareasecurityproblem.Theyareeasytargetsforthieves
Thereisadangeroftheradioactiveraysoremissionsnegativelyaffecting

theusershealth,ifsuchemissionsarenotadequatelycontrolled
iii)Broadcastingservices

CommunicationcommissionofKenyaisaregulatorybodythatreceives
applicationsandissueslicencesforradioandtelevisionbroadcastingstations.

a)Radiostations
Radiobroadcastingisaveryimportantmodeofgivingnewsandinformationto
peopleinthewholeworld.
TheliberalizationofthecommunicationssectorinKenyain1999,Kenyahas
witnessedamushroomingofF.m.Stationswhichareownedbyprivatesector
operatorse.g.KissRadio,Easyfm,Classicfm,Familyfm,Kamemee.t.c
Theyhavehelpedtospreadnewsandinformationcountrywide.Before
liberalization,KenyaBroadcastingcorperation(KBC)radiowasoperatingasa
stateownedmonopoly.

b)TelevisionStations
Televisionbroadcasting(telecasting)doesnotreachaswideanaudienceas
radiobroadcastinginKenya.Ithoweverservesthesamepurposeofrelaying
newsandinformationtoKenyans.Bothradioandtelevisionstationsarewidely
usedforadvertisingpurposes.
TheT.Vsubsectorhasbeenliberalizedsince1999andanumberofprivately
ownedstationshaveemergede.g.KenyaTelevisionNetwork(KTN)Nation
Television,FamilyT.Vetc.PriortothattimeKBCtelevisionwasinoperationas
astateownedmonopoly.
Otherservicesthatfacilitatecommunication

i) Telex
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ii) Facsimile
iii) Paging
iv) E-mail

CurrenttrendsandEmergingissuesincommunication
Withtheadvancementofinformationtechnology(I.T)therehasbeenalotof
revolutionincommunication.
Thefollowingaresomeofthecurrenttrendsandemergingissuesin
communication;

i) TelephoneBureaux(Bureaus)
Theseareprivatelyownedkioskswheretelephoneservicesaresold.Theowner
ofthekioskmustgetauthorityfrom theserviceproviderinordertorunthe
bureau.Theindividualwishingtousetheservicesofthebureaumakes
paymentstotheowneroftheservice.Otherservicesofferedbythebureau
includesellingofscratchcardsformobiletelephonesandcreditcardsfor
landlinetelephoneservices.

ii) Mobilephones(cellphones)
Thesearehandheldtelephoneswithdigitallinksthatuseradiowaves.They
havebecomeanimportantbusinessandsocialtool.Thisisbecausemost
peopleandtraderswantsomeflexibilitytobeabletocommunicatewhenever
theyare.
Otherreasonsthathaveledtothepopularityofcellphonesinclude:

Prepaidserviceswhichenabletheownerstocontrolcommunicationcosts.
Mostcellularphonesnowallowtheownerstobrowsetheinternet,check

andsendmail.Thisallowsbusinesspeopletocommunicateresearchand
evenplaceorders.

Cellularphoneshaveshortmessageservices(sms)whichenablesthe
ownerstosendwrittenmessages.
iii) E-mail(ElectronicMail)

Thisisaserviceprovidedthroughtheinternetforsendingmessages.
Itissimilartosendingaletterthroughthepostalsystem onlythatitisdone
electronically.
-Messagescanbesenttoanyoneonthenetwork,anywhereintheworld.For
thistotakeplace,computershavetobeconnectedtoeachothertoform a
network.
-Tocommunicate,oneisrequiredtohaveanemailaddresse.g.raeform2@
yahoo.com.Messagesarriveatthee–mailaddressimmediatelytheyaresent.
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-Itisonlytheaddresseeofthemessagewhocanretrievethemessagesincea
passwordisrequiredtoaccessthemailbox.
-E–mailcanalsobeusedtosenddocumentsandphotographslikecertificates
byscanningandattaching.
-Moreandmorebusinessesareusinge-Mailtocommunicatewithother
businesses,theircustomersandsuppliers.
*QUESTION:OUTLINETHEADVANTAGESOFUSINGE-MAILASAMEANSOF
COMMUNICATION.

iv)Internet
Theinternetlinkscomputersallovertheworld.Writtenandoralinformationis
transmittedontheinternetthroughtheuseoftelephonewires,fibre-optic
cablesandwirelessdevices.
Theinternethaschangedthewaypeoplecommunicateinthefollowingways;

Increaseduseofelectronicmail(e-mail)
Quickaccesstoinformationfrom allovertheworld.
Developmentofhomeofficesandremoteoffices.
Useofteleconferencingandvideoconferencing.
Developmentofe-commerce.
v) Movetowardsapaperlessoffice

Thefutureofficewillrelylargelyoncomputers.Mostofthecommunicationwill
bedonethroughcomputers.Thismayresultinlessuseofpaper,hencetheuse
oftheterm “thepaperlessoffice”.

Vi)Declineintheuseofpostalservices
Declineintheuseofpostalservicesisaresultoftheimpactoftheinternet.E-
mailhasbecomeapopularandpreferredmodeofcommunicationsinceitis
fastandcheap.However,ordinarymail/useofpostalservicesmaynotbe
completelyphasedoutsincethegovernment,businessesandpeopledonot
regardane-mailasabindingorformalcommunication.

Vii)Transformationoflanguage
Thelanguageusedtopassandreceivemessageshasevolvedthroughtime.e.g
theyouthhaveadoptedtheuseof“sheng”inexchangingmessages.such
languageislargelyunderstoodbyitsyouthfulusers.Thereisalsotheuseofcell
phonestosendshorttextmessages;whicharehighlyabbreviatedandmayuse
slangwhosemeaningisonlyknowntotheuserse.g‘avagr8day’.
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COMMUNICATIONREVESIONQUESTIONS
1.Definetheterm communication
-Communicationistheprocessbywhichinformationispassedfrom oneperson
orplacetoanother.
2.Outlinetheroleplayedbycommunicationinanygivenorganization

a)Itisusedtogiveinstructionsonwhatshouldbedoneatworkandduring
work.

b)Itenhancesgoodrelationsamongworkerstherebypromotingand
enhancingtheirefficiency.

c)Throughcommunicationmostorganizationshavebeenabletoimprove
theirimage,forexamplethroughadvertising.

d)Itusedtoimprovetherelationshipbetweentheorganizationandthe
customerorclients.

e)Forco-ordinatingpurposes,communicationisusedtoensureall
departmentsworkinharmony.

f)Thefeedbackgotfrom theclientsorcustomershelpstoimprovean
organization’sreliabilityandqualityofgoodsandservicesoffered.

g)Communicationisusedasatoolformanagement.
h)Gooddecisionsaremadeascommunicationhelpsoneunderstandallthe

necessarymatters.
3.Brieflyexplainthefollowinglevelsofcommunication
(a)Verticalcommunication
Involvestheflowofinformationeitherdownwardsorupwards,forexample,
from asenioremployeetoajunioremployee

(b)Horizontalcommunication
Isalsoreferredtoaslateralcommunicationwhichispassingofinformation
betweenpeopleofthesamerankorstatus,forexamplefrom onedepartmental
managertoanotherdepartmentalmanager
(c)Diagonalcommunication
Iscommunicationofdifferentpeopleindifferentlevelsofmanagementor
departmentsforexampleareceptionistcommunicatingtoaproduction
manager.
4.Distinguishbetweenformalandinformalcommunication
Formalcommunicationisofficialanddocumentedandfollowscertainrulesfor
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exampleaworkerwritinganofficiallettertoanorganization’sseniors.Informal
communicationdoesnotconform toanytime,forexamplecommunicatingto
friendsandrelatives.
5.Statetheessentialelementsincommunication.

a)Thesenderwhoisthesourceoftheinformationbeingcommunicated
b)Thereceiver(orrecipient)ofinformation
c)Themessagebeingcommunicated
d)Thechannel(ormedium)throughwhichthemessageispassedon
e)Feedbackwhichistheresponseorreactionoftherecipient.

6.Highlightthevarioustypesofverbalcommunication
a)Face-to-facecommunication
b)Telephoneconversation
c)Radiocallsconversation.

7.Statetheadvantagesanddisadvantagesofverbalcommunication
Advantages

a)Alargenumberofpeoplecanreceivetheinformationatonceforexample
whenaddressinginameeting.

b)Thereisimmediatefeedback
c)Clarificationcanbemadeeasilyandimmediately
d)Thisispersonalappeal
e)Itcanbeveryconvenientandpersuasive
f)Itisfastsincetheintendedinformationreachestherecipientimmediately.

Disadvantages
a)Itisnoteasytoknowifthemessageorinformationhasbeenreceived

particularlyifthereceiversaremany
b)Itispronetooutsideinterferenceduetonoiseandotherformsof

disruptions
c)Incaseofincorrectpronunciationofwords,therecouldbedistortionofthe

information
d)Thereisnorecordforfuturereference.
e)Themethodisnoteffectiveforrecipientswithlearningproblems.
f)Cantakealotoftimetopassintendedinformation.

8.Outlinethevariousbarrierstoeffectivecommunication
a)Noisemayhindereffectivecommunication
b)Theemotionalstateofboththesenderandtherecipient
c)Useofthewrongchanneltocommunicate
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d)Breakdownofachannelusedtocommunicate
e)Illiteracyoftherecipientparticularlyforwrittencommunication.
f)Theattitudeoftherecipienttowardsthesenderandtheinformationbeing

communicated
g)Useofdifficultvocabularyorwordsbythesender
h)Lackofconcentrationonthepartoftherecipientmayaffect

communication
i)Poortimingbythesender.

9.Highlightreasonsthatwouldmakeanorganizationusecellphonesfor
communicationwithinandoutsidetheorganization.

a)Onegetsimmediatefeedback
b)Itisfastandcanbeusedtosendurgentmessages
c)Thereispersonalappeal
d)Thesenderhasagreatopportunitytoconvinceandpersuadetherecipient.
e)Itisnotveryexpensiveparticularlyformakingcallsforashortdurationof

time
f)Itcanbeusedevenwhenboththesenderandtherecipientarefarapart

10.Statethevarioustypesofwrittencommunication.
a)Written
b)Memorandum(memos)
c)Reports
d)Notices
e)Telegrams
f)Circulars
g)Minutes

11.Statethereasonswhyanorganizationwouldusewrittencommunication
insteadofverbalcommunication.

a)Writtencommunicationprovidesevidencewhichmaynotbethereinverbal
communication

b)Writteninformationcanbestoredforfuturereferenceunlikeverbalwhich
cannotbestoredanddependsontherecipientsmemory

c)Itisnotpronetodistortionsandthereforemoreaccuratethanverbal
communication

d)Writtencommunicationcanbeinform ofdiagrams,illustrationandmaps
whichisnotpossibleforverbalcommunication

e)Somewrittencommunicationsuchasletterswouldbecheaperandtime
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savingthanverbalcommunication,forexamplemakinglongtelephone
calls.

f)Writtencommunicationcanbeusedforconfidentialmessages,for
exampleregisteredmails.

12.Statethedisadvantagesofwrittencommunication
a)Writtenisnotverypersuasiveorconvincing
b)Thereisnopersonaltouch
c)Itcanonlybeusedbyliterate
d)Itcanbeslowwhereletterstaketimetoreachtherecipient
e)Ittakestimetogetafeedbackfrom therecipient
f)Messagescannotbeenhancedbygestures,thatis,bodylanguageorface

expressions
g)Itcanbeexpensetofileallthewrittencommunication

13.Outlinethevariousmeansofvisualcommunication
a)Charts
b)Photographs
c)Gestures,whichmayincludesignsandsymbols
d)Slides

14.Statetheadvantagesanddisadvantagesofaudio-visualofcommunication
Advantages

a)Informationismoreattractiveandappealing
b)Canreachmanypeopleatonce
c)Itcanbeusedevenforthosewhocannotreadandwrite
d)Immediatefeedbackisreceivedfrom thewaytherecipientbehave
e)Canbeentertaining

Disadvantages
a)Canbemisinterpreted,forexampleifthereceiverdoesnotunderstandthe

signsorgesture
b)Notsuitableforpassingconfidentialinformation
c)Itisnotpossiblefortherecipienttogiveafeedback
d)Gestureandsignsareonlysuitabletothosewhocanunderstandthem
e)Theinitialcostofpreparingtheseformsofcommunicationmaybehighfor

thesender
f)Itmaytakealotoftimetopreparetheseformsofcommunication

15.Outlinethevariousservicethatfacilitatecommunication
a)Registeredmail,forsendingvaluableorconfidentialinformation.
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b)Speedpostservicesofferedbythepostofficetosendlettersparcelsusing
thequickestmeanspossible

c)Posterestante,usuallyusedbythosewithoutpostaladdresses
d)Businessreplyservicewhichenablescustomersandclientstoreplytoa

businesswithouthavingtopayforpostagestamps
e)Broadcastingservicesthroughvariousradiostations
f)Printmediasuchasthevariousnewspapers,magazinesandjournals
g)Internetserviceswhichconnectonetotheworldwidewebsite
h)Telephoneservices

16.Statethevarioustrendsincommunication
a)Mobileorcellphoneuse
b)Internetwhichusesinterlinkedcomputerstotheworldwidewebsite
c)Fax,whichcanbeusedtosendwrittenmessagesveryfast
d)Informationandtelephonebureauswhereonecanmakelocaland

internationalcalls
e)Movetowardsapaperlessoffice.
f)Transformationoflanguage.

17.Highlightthefactorstobeconsideredwhenchoosingameansof
communication.

a)Thecostbecausesomearemoreexpensivethanothers
b)Availabilityofthemeans
c)Reliabilityorassurancethatthemessagewillreachtherecipient
d)Thedistancebetweenthesenderandtherecipient
e)Theliteracylevelofboththereceiverandtherecipient
f)Theconfidentialnatureoftheinformationbeingsent
g)Theurgencyofthemessage
h)Ifthereisneedforevidenceorneedforfuturereference
i)Thedesiredimpactofthemeansupontherecipient

18.AdviceMaryWakiowhysheshouldnotusetelextocommunicatetoher
friends

a)Herfriendsmaybeilliterateandmaybeunabletoreadthemessage
received

b)Herfriendsmaynothaveareceivingmachineandwillbeunabletogetthe
information

c)Itcanbeexpensivetouseasthesenderpaysasubscriptionfeeandrental
feewhileheandtherecipientpaysforthesentmessage



0714497530 161

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

d)Itcanbeexpensivetobuytheteleprintersusedinreceivingandsending
information

e)Telexmayonlysendwrittenmessagesbutcannotbeusedtosendmaps,
diagramsandcharts

19.Statecircumstanceswhensignlanguagecanbethemostappropriateform
ofcommunication

a)Whencommunicatingtosomeonewhohasahearingproblem
b)Ifonewishestopassasecretorcodedmessage
c)Ifboththereceiverandthesenderarefarapartbutcanseeeachother
d)Itcanbeusedincasethereisalanguagebarrier
e)Inanenvironmentalwherethereisalotofnoiseorphysicalinterferenceto

otherformsofcommunication,signlanguagemaybeused
f)Itcanbeappropriatewhereboththerecipientandthesenderunderstand

thesigns.
20.Explainfourfactorsthathaveledtothepopularityofmobilephonesasa
meansofcommunication.
……………………………………………………………………………………………………………………………………………
………………
……………………………………………………………………………………………………………………………………………
………………
……………………………………………………………………………………………………………………………………………
………………
…………………………………………………………

WAREHOUSING

Warehouse:Thisisabuildingorapartofabuildingwheregoodsarereceived
andstoreduntilneedarisesforthem.
-Othertermsusedtorefertoawarehousearedepot,agodownorasilo.
Warehousing;Thisistheprocessofreceivinggoodsintoawarehouse,
protectingsuchgoodsagainstalltypesofhazardsandreleasingthem tousers
whenneedarisesforthem
-Therearethreedistinctstagesinwarehousingprocessnamely:

i. Receivinggoodsintoawarehouse
ii. Storingthem
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iii. Releasingthem tousers
ImportanceofwarehousingtoBusiness

i. Steady/continuousflowofgoods:Producerscanproduceandstoregoods
awaitingdemandthroughwarehousinge.g.agriculturalproductsthatare
producedseasonallyaremadeavailablethroughouttheyear

ii. Stabilityinprices:Warehousingensuresthatthereisnosurplusor
shortageofgoods.Itensuresthatgoodsarestoredwheninplentyand
releasedtothemarketastheirneedarises.Thishelpstokeeptheirprices
fairlystable

iii. Security:Warehousingensuresthatgoodsareprotectedagainstphysical
damageandadverseweatherconditions.Thisalsoensuresthatthequality
ofthegoodsismaintaineduntiltheyaredemanded.Goodsarealso
protectedfrom lossthroughpilferageandtheft.

iv. Bridgingthetimelay/differencebetweenproductionandconsumption:
manygoodsareproducedinanticipationofdemand.Suchgoodsmustbe
storeduntiltheirdemandarisese.g.gumboots,umbrellasandsports
equipmentareneededseasonallybutaremanufacturedinadvanceand
storedinawarehousesoastobereleasedtotheuserswhenneedarises
forthem.

v. Continuous/uninterruptedproductionschedules:Manufacturesareableto
buyrawmaterialsinlargequantitiesandstorethem awaitingtheirneedto
arise.Thispreventsinterruptionoftheproductionprocessbecauseoflack
ofrawmaterials

vi. Preparationofgoodsforsale:Whileinthewarehouse,goodscanbe
preparedforsalee.g.theycanbeblended,packed,gradedorsortedout.

vii. Saleofgoods:Goodsmaybesoldwhilestillinthewarehouse.Ifsoldwhile
stillinabondedwarehouse,dutypassestothebuyer

viii. Specialisation:Warehousingencouragesspecializationinproductionand
distribution.Producersconcentrateonproducingwhiledistributorsstore
thegoodsforsaletothecustomers.

ix. Unexpecteddemandcanbemet:Thegovernmentcollectsagricultural
goodse.g.cerealsandstoresthem asbufferstockstobeusedintimesof
disasterorseriousshortages.

x. Clearanceofgoods:Warehousinghelpsinclearanceofgoodsi.e.goods
enteringthecountrycanbeinspectedbythecustomsofficials.

xi. Warehousinghelpstoimprovethequalityofgoodse.g.goodsliketobacco
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andwinematurewithtime.
xii. Warehousingenablesbuyerstoinspectthegoodsbeforetheybuythem.

xiii. Wholesalewarehousesmayalsooperateasshowroomsfortraders.
Essentialsofawarehouse
Thesearethefeaturesandresourcesawarehouseshouldhaveinorderforitto
functioneffectively.
Theseinclude:

i. Ideallocation:Awarehouseshouldbelocatedatasuitableplaceto
facilitatereceiptandissueofgoodse.g.amanufactureswarehouse
shouldbelocatednearhis/herfactory.

ii. Properbuilding:Awarehouseshouldhaveproperbuildingswhichare
suitablefordifferenttypesofgoodstobestored.

iii. Equipment:Awarehouseshouldbeequippedwithappropriatefacilitiesfor
handlinggoodssuchasfork-liftsconveyerbeltse.t.c.Itshouldalsobewell
equippedwithnecessarystoragefacilitiese.g.provisionofrefrigeratedor
coldstorageforperishablegoodssuchasmeatandfruits.

iv. Accessibility:Awarehouseshouldbeaccessibletoitsusers.Itshould
thereforebelinkedwithgoodandappropriatetransportsystem tofacilitate
movementofgoodsinandoutofthewarehouse.

v. Safetyandsecurity:Itshouldhave/befittedwithsafetyequipmentor
facilitiesnecessaryforprotectionofgoodsagainstdamagedcausedby
suchthingslikewater,fireorsunshineaswellasfortheprotectionofthe
personnel.

vi. Communication:Awarehouseshouldhaveagoodcommunicationnetwork
orsystem foreasycontactwithitsclientsandsuppliers

vii. Qualifiedpersonnel:Awarehouseshouldhavewelltrainedandefficient
staff/personnelforpropermanagementandefficientfunctioningofthe
warehouse.

viii. Recordingsystem:Thereshouldbeaproperrecordingsystem ina
warehousetoensurethatallmovementofgoodsisproperlymonitored.

ix. Awarehouseshouldbespaciousenoughtoalloweasymovementand
accumulationofgoodsandpersonnel.

Typesofwarehouses
-Warehousescanbebroadlyclassifiedintothreenamely:

a.Privatewarehouses
b.Publicwarehouses
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c.Bondedwarehoused
i) Privatewarehouses

Thesearewarehousesthatareownedbyprivateindividuals/organizationsfor
thepurposeofstoringtheirowngoodsonly.Theyinclude:

a)Wholesalerswarehouses
b)Producerswarehouses
c)Retailerswarehouses.

a)Wholesalerswarehouses
Thesearewarehousesforstoringthewholesalers’goodsastheyawait
distributionorsale.Theyneedwarehousesbecausetheybuygoodsinbulkfrom
producersandstorethem untiltheyareneededbyretailers.
-Thewholesalerswarehousesalsoactasshowroomsi.e.theydisplaytheir
goodsinthewarehouse.
-Thesewarehousesalsoenablethewholesalerstopreparetheirgoodsforsale
e.g.branding,blending,packingandsortingmaybecarriedoutinthewarehouse

b) Producerswarehouses;
-Thesewarehousesareownedbyproducersandtheyareforstoringgoodsprior
totheirdemand.
-Theproducersmaybemanufacturesoffinishedgoodsorfarmers
-Suchwarehousesarebuiltnearthemanufacturesfactoriesorthefarmers
productionpoints.
-Manufactureswhoexportmaylocatesomewarehousesnearportsthrough
whichtheyexporte.gMumiassugarwarehouse,BamburiPortlandcement
warehousee.t.c

C)Retailerswarehouses
Somelarge-retailerssuchaschainstoresandsupermarketsownwarehouses
forstoringtheirlargestores
-Itbecomesnecessaryforsuchbusinesstohavewarehousingfacilitiesdueto
theirlargeandbulkypurchasesdictatedbythenatureoftheirbusiness
-Goodsaredistributedfrom theirwarehousestotheretailoutletsortothe
branches

Advantagesofprivatewarehouses
i. Theownerhasfullcontroloveritsoperationandmaymakemajor

decisionswithouthavingtoconsultanyone.
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ii. Thewarehouseisdesignedtosuitthespecificneedsoftheorganizations
iii. Itenablesspecialhandling,storageandprotectionofgoodsbyhaving

specialfacilitieswhichmaynotbeavailableinapublicwarehouse
iv. Theownerisnottieddownbyproceduresofreceivingandissuinggoods

unlikeinpublicwarehouse.
v. Theownerdoesnotincurthecostofhiringspaceunlikewithapublic

warehouse
vi. Theoperationcanbeeasilyautomatedbecausethegoodstobereceived

storedanddispatchedarealreadyknown.
Disadvantagesofprivatewarehouses

i. Theinitialconstructioncostofawarehouseishigh
ii. Under-utilizationofpersonnelandfacilitiesmayoccurespeciallyintimes

oflowvolumes
iii. Theymaynotemployqualifiedmanagementpersonnelandare

consequentlydisadvantagedindealingwithmanagementproblem.
iv. Risksarisingfrom dangerssuchasfire,pests,theftordamagearenot

spread
ii) Publicwarehouses

Thesearewarehousesownedbyindividualsororganizationswhodobusiness
byrentingspace.Tothosetraderswhoareinneedofstoragefacilitiestostore
goodstemporarily.Theyhavethefollowingcharacteristics;

Areownedandoperatedbyindividualsorcompanieswhodonotusethem
forstoringtheirowngoods.

Areopentoanymemberofthepublicwhowishtorentstoringspacefor
theirgoods

Thecustomerspayonthebasisofspacerentedandtheperiodoftime
requiredtostorethegoods.

Theyareoftensituatednearterminalsasairports,sea-portsandrailway
stationandindustrialareas.Thisfacilitatesthemovementofgoodsinand
outofthewarehouse.

Therentpaidincludeschargesforinsuranceandotherservicesi.e.goods
areinsuredagainstlossordamageasaresultoffireortheftwhiletheyare
stillinthewarehouse.

Theyprovideotherservicesapartfrom storingthegoodse.g.
grading,packaging,preparingexportsamples,preparingmarketreportsand



0714497530 166

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

clericaldocuments
Importedgoodscanbesoldwhiletheyarestillinthepublicwarehouse.If

suchatransactiontakesplacethegoodsmaychangeownershipwithout
beingphysicallymovedoutofthewarehouse.Thisbecomespossibleifthe
importerhassignedadocumentcalled‘awarehouse-warrant’(whichisa
negotiableinstrumentoutoforder),itisissuedbythenewownerafterthe
transactionhastakenplace.

Advantagesofapublicwarehouses
i. Apublicwarehouseservesanumberofcustomersthatdealwiththesame

product.Itassemblesthesmallordersfrom thesecustomersandplaces
oneorderforallofthem.Thisenablesthem toenjoyeconomiesoflarge
scalebuyinganddeliveryofgoodstoawarehouse.

ii. Goodsstoredinapublicwarehousemaybesoldwithouttheirphysical
movementfrom thewarehouse.

iii. Traderscanrentspacetostoretheirgoods
iv. Tradersdonothavetoconstructtheirownwarehouses/donothavetotie

upcapitalinstoragebuildingsandhandlingequipment.
v. Goodsareinsuredagainstriskssuchasdamagebyfireandtheft

vi. Atradermaygetashortterm loanfrom thewarehousingfirm byusingthe
goodsheldascollateralsecurity.

vii. Apartfrom thehandling,sortinganddocumentationofgoodsadditional
servicessuchasbottling,baggingandrepairsofdamagedgoodscanbe
offeredbypublicwarehouses.

viii. Sharingequipmentandmachineryenablestheuserstoreducehandling
costs

ix. Inspection,re-packagingandlabelingservicesprovideusersofpublic
warehousestheexpertisetheythemselvesmaynothave.

Disadvantagesofpublicwarehouses
i. Thehirerisdeniedtheopportunitytophysicallyhandlethegoodsandis

forcedtocompeteforattentionwithotherhirersofthewarehouse.Ifthe
hirerhadhis/herownwarehouse,he/shewouldhaveabsoluteauthorityon
thegoodsandthereforeenjoyindividualattention.

ii. Thehirermaylosecontactwithhis/hercustomerssincetheygetgoods
from arentedwarehouse,awayfrom thehirerspremises

iii. Thehirermaygetpoorservicesormissspacealtogetherduringpeak
seasonsduetostiffcompetitionforthesamefacility.
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iv. Documentationinvolvingreceiptandreleaseofgoodsinapublic
warehouseislikelytobealongandcomplicatedprocedureduetothe
largenumberofclientsinvolved.

v. Continuedrentingofspacecanevenbemoreexpensivethanconstructing
one’sownwarehouseinthelongrun

vi. Publicwarehousesaresometimessituatedfarawayfrom thehirer’s
premisesunlikeprivateoneswhichareusuallywithinthevicinityofthe
owner’spremises.

vii. Theoperationsofageneralmerchandisepublicwarehousearedifficultto
automaticbecausedifferentkindsofgoodsneeddifferentmethodsand
equipmenttohandlethem.

iii) Bondedwarehouses
Thesearepublicwarehousesforkeepingimportedgoodsuntilcustomsduties
havebeenpaidagainstthem.Theyaremainlylocatedatthepointsthrough
whichgoodsenteracountry
-Importedgoodsarekeptinthistypeofwarehousesiftheownerhasnotpaid
customsduties.Suchgoodsaresaidtobe“goodsunderbond”or“goodsin
bond”
-Bondedwarehousesaresocalledbecausetheownersofsuchwarehouses
givea‘bond’tothecustomsauthoritiesi.e.asum ofmoneyasguaranteethat
theywillnotreleasegoodsfrom thewarehousesuntilcustomsdutieshave
beenpaid.
-Theimportermaywithdrawthegoodseitherinpartorinfullafterthecustoms
dutieshavebeenpaidforthegoodshe/sheintendstocollect.
-Ifthegoodsaresoldwhilestillinabondedwarehouse,thenewownerofthe
goodspaysthedutybeforetakingthem outofthewarehouse.
-Ifthegoodsre-exportedtoanothercountrywhilestillinabondedwarehouse,
theimporterdoesnothavetopaythecustomsdutiese.ganimportermay
importsomegoodsandfurtherpreparethem forsaleinsideabonded
warehouseandcanthenre-exportthem withouthavingpaidthecustomsduties
-Whentheimporterpaysthedutiestothecustomsofficials,a“releasewarrant”
isissued.Thisisadocumentthatenablestheimportertohavehis/hergoods
releasedfrom abondedwarehouse
-Bondedwarehouseshaveresidentcustomsofficialswhomonitorthe
movementofgoodsinandoutofabondedwarehouse.
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Featuresofabondedwarehouse
i. Goodsarebondeduntilcustomsdutyispaid

ii. Goodscanbere-exportedwhileinthewarehouse
iii. Storagechargesaremadeonallgoodsstoredinthewarehouse
iv. Goodscanbesoldwhilestillunderbond
v. Goodscanbeinspectedandpreparedforsalei.e.theycanberepacked,

brandedandblendedwhileinthewarehouse
vi. Goodsarereleasedonlyontheproductionofareleasewarrant
Advantagesofbondedwarehousetotheimporter

Whileinbond,goodscanbepreparedforsale
Theownercanlookforthemarketforthegoodsbeforepayingtheduty
Somegoodsloseweightwhileinthewarehousesothedutypaidbecomes

lowerifbasedonweight.
Ifgoodsaresoldwhilestillinthebondedwarehouse,thedutypassesto

thebuyer
Theimporterhasmoretimetoarrangeforpaymentofcustomsduty.
Securityisprovidedforthegoods,sotheimporterisrelivedofthetaskof

providingsecurityforhis/hergoods
Somegoodsimproveinqualitywhileinawarehouseforexample,wineand

tobacco.
AdvantagesofBondedwarehousetotheGovernment

i. Thegovernmentgetsrevenuebylevyingdutyonthegoods
ii. Thegovernmentisabletocontroltheentryofharmfulgoods

iii. Thegovernmentisabletoverifythedocumentsforgoodsintransit
iv. Thegovernmentisabletocheckonthequantity,qualityandthe

nature/typeofgoodsimported.
v. Thegovernmentisabletocheckonillegalgoodsenteringthecountry.

Disadvantagesofabondedwarehouse
i. Theimportermayeventuallyfailtopaycustomsduties.Thisforcesthe

customsauthoritiestoauctionthebondedgoodsinordertorecoverthe
duties.

ii. Whentheimporterwithdrawsgoodsfrom abondedwarehousehe/she
endsuppayingahigherdutyifhe/shehadpaidthedutyatonce.

iii. Theimporterincurscostsinhiringabondedwarehouseasopposedtoif



0714497530 169

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

he/shehadaprivatewarehouse

Freewarehouses
Thesearewarehousesinwhichtax-freegoodsarekeptawaitingsaleor
collectionbyowners
-Goodsstoredinthesewarehousescanbeeitherlocallyproduced,requiringno
taxationorimportedgoodsforwhichcustomsdutieshavealreadybeenpaid.
NOTE:i)Allwarehousesapartfrom bondedwarehousesarefreewarehouses
sincegoodsheldinthem arenotsubjecttocontrolbycustomsauthorities.This
includesallprivateandpublicwarehouses
ii)Locallyproducedgoodsarestoredinfreewarehousessincenocustom
dutiesarepaidforthem.
Advantagesoffreewarehouses

Ownersofgoodsstoredneednottopayanytaxes,thusthegoodscannot
beauctionedforfailuretopaycustomsduties

Itischeapertostoregoodsinfreewarehousesascomparedtobonded
warehousessincetherearenocustomsdutieslevied.

Clearenceofthegoodsfrom thewarehouseissimplesincea“release
warrant”toprovepaymentsofdutiesisnecessary

Thesewarehousesarelocatedatplacesthatareconvenienttousers
Disadvantagesoffreewarehouses

TheGovernmentdoesnotbenefitsincenocustomsdutyisleviedonthe
goodsstored

Someunscrupuloustradersmightusethem tostoredurablegoodssoas
toevadetax.

Checkingandsecurityofgoodsismorerelaxedhencethepossibilityof
storingillegalgoods.

Currenttrendsandemergingissuesinwarehousing
Warehousingtechnologyisundergoingimportantchangesinbothbuilding
designandhandlinginstorageequipment.Thesemayinclude;

i)Warehousingdesign-Inmoderntimes,thereisanincreasingemphasison
highceilingwarehousestopermitstorageofmoregoodsandtomakeit
possibleforthemovementofforklifttrucksandstuck-cranes

ii)Handlingofgoods-Handlingincludesthestepsinvolvedinmovingof
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goodstoandfrom storage.Thereiswidespreaduseofmodernmachinesin
mostwarehousessuchasconveyerbelts,tracks,forkliftsandstuckcranes.The
useofautomatedstuckercraneswhichmorebyremotecontrolinafixedpath
onguiderails,isanewdevelopmentinwarehousing
-Computerizationhasalsogreatlyhelpedinmonitoringthemovementofstock
inandoutofstorage.Thishaseasedthehandling,especiallyinloadingand
unloadingofgoods.

iii) Storageofgoods-Storageistheconditionofthegoodsatrestin
theirassignedareasofthewarehouse.Mostwarehousesarecurrentlyusing
storageracksthatpermitreplacementorretrievalofgoodswithoutdisturbing
neighbouringgoods.

iii)Environmentalpollution-Goodsthatexpiredorspoiltwhileinthe
warehousearesometimesdiscardedinamannerorinareasthatmaycause
pollutiontotheenvironmente.g.expiredchemicalsaresometimesthrowninto
riversandoceanstherebyendangeringthemarinelife.
-Othertimestheyareburnedcausingairpollutionwithtoxicgases.Somegoods
whenthrownonlandaredangeroustohumanlife
-Toavoidtheeffectsofimproperdisposalofexpiredorspoiltgoodsthe
warehouseownersshouldcomeupwithmethodsthatareenvironmentally
friendlysuchasrecyclingofthesegoods.Theyshouldalsobesocially
responsibleforwhatevergoesoutfrom theirwarehouses.

INSURANCE

Insurance-Thisisanundertakingorcontractbetweenanindividualorbusiness
andaninsuranceanoccurrenceofrisk(s)(i.e.againsteventswhose
occurrencesareunforeseenbutcausesfinanciallossesorsufferingtothe
affectedparties.
Risksarealsoreferredtoascontingencies,hazardsorperilsandinclude:
-Fireoutbreak
-Accidents
-Thefts
-Deaths
-Disabilities
-Risksarerealandunforseen.Methodstoeliminatesuchriskshasachieved
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verylittleandthushasnecessitatedtheneedforinsurance.
Importanceofinsurance

1.Continuityofbusiness
Everybusinessenterpriseisexposedtoavarietyofriskse.g.fire,thefte.t.c.The
occurrenceofsuchrisksoftenresultinfinanciallossestothebusiness.
Insuranceprovidesadequateprotectionagainstsuchrisksinthat,ifatrader
sufferslossesasaresultofinsuredrisk,she/heiscompensated,thushe/sheis
abletocontinuewithbusinessoperations.

2.Investmentprojects
Insuranceenablesinvestorstoinvestinprofitableyetriskybusinessprojects
thatwouldotherwiseavoided.
Notallthemoneyreceivedaspremiums(bytheinsurancecompanies)isused
upforcompensationtothosewhohavebeenexposedtoriskandsuffered
losses.Therestofthemoneyisinvestedinotherbusinessestoearnprofits.

3.Creationofemployment
Insurancedoesprovideemploymentopportunitiestomembersofthepublic.

4.Governmentpolicy
Theprofitsearnedareasourceofrevenueforthegovernmenti.e.insurance
companiesareprofit-makingorganizationswhichgeneraterevenuetothe
governmentthroughpaymentsoftaxes

5.Creditfacilities
Theinsuranceindustryhavealsoestablishedcreditorlendingfacilitieswhich
thebusinesscommunityusesbyborrowing.Loansaremadeavailabletothe
publicfordifferentinvestmentprojectsindifferentsectorsoftheeconomyand
alsoforpersonalrequirements.

6.Developmentofinfrastructures
Theinsuranceindustryplaysacrucialroleinthedevelopmentofurbanfacilities
inmajortowns.Bothresidentialandofficebuildingshavebeendevelopedby
insurancefirms.Thefirmsalsoparticipateindevelopmentprojectsintheareas
wheretheyoperate.Theycontributetodevelopmentofaregionbyconstructing
andinfrastructuralfacilities

7.Lifepoliciescanbeusedassecurityforloansfrom eithertheinsurance
companyorotherfinancialinstitutions.

8.ProvisionoflifeandgeneralinsurancepoliciesencouragesKenyansto
planaheadfortheirdependantstherebyreducingthenumberofneedy
futurestudents.
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9.Lossprevention-Theinsurancecompaniesencouragetheinsurednotto
causeaccidentsthuschannelingtheunclaimedresourcesintothe
economy.

THETHEORYOFINSURANCE
Theinsurancebusinessreliesonthelawoflargenumbersinitsoperations.
Accordingtothislaw,thereshouldbealargegroupofpeoplefacedwithsimilar
risksandtheserisksspreadoveracertaingivengeographicalarea.
Everypersoninthegroupcontributesatregularintervals,smallamountsof
moneycalledpremium intoa“commonpool”.Thepoolisadministeredand
controlledbytheinsurancecompany.

i) Thefactthatrisksaregeographicallyspreadensuresthatinsurance
doesnothaveaconcentrationofrisksinoneparticulararea.

ii) Thelawoflargenumbersenablestheinsurancetoaccuratelyestimate
thefutureprobablylossesandthenumberofpeoplewhoarelikelyto
applyforinsurance.Thisisdoneinordertodeterminetheappropriate
premiumstobepaidbythepersontakingoutinsurance.

Poolingofrisks
Theinsuranceoperationisbasedonthetheorythatjustafewpeopleoutofa
givenlotmaysufferaloss.Thereisthereforea“poolingofrisks”i.ethelossof
theunfortunatefewisspreadoverallthecontributorsofthegroup,each
bearingasmallportionofthetotalloss.Thisiswhytheburdenoflossisnotfelt
bytheindividualsbecauseitis“shared”byalargegroup.
Benefitsofthe“poolingofRisks”toinsurancecompany

i)Poolingofrisksenablesaninsurancecompanytocreateacommonpool
offundsfrom theregularpremiumsfrom differentrisks.

ii)Itenablestheinsurancecompanytocompensatethosewhosufferloss
whentherisksoccur

iii)Theinsurancecompanyisabletospreadrisksoveralargenumberof
insuredpeople

iv)Surplusfundscanbeinvestedinforexample,givingoutloansorbuying
sharesinrealestates

v)Itenablestheinsurancecompanytomeetitsoperatingcostsbyusingthe
poolfunds

vi)Itenablestheinsurancecompanytocalculatetobepaidbyeachclient
vii) Itenablesthecompanytore-insureitselfwithanotherinsurance

company.
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TermsusedinInsurance
Insurance
Thisisawrittencontractthattransferstoaninsurerthefinancialresponsibility
forlossesarisingfrom insuredrisk.
Premium
Thisisthespecifiedamountofmoneypaidatregularintervalsbytheinsuredto
theinsurerforcoverageagainstlossesarisingfrom aparticularrisk.

Risk
Theseareperilsoreventsagainstwhichaninsurancecoveristaken.Itisthe
calamityorproblem apersonorbusinessfacesandresultsintolosses.
Note:Thecalculationofpremiumsdependsuponthetypeofriskinsured
against.Thehighertheprobabilityoftheriskoccurring,thehigherthepremium.
Themoretherisksthebusinessorpersonisexposedtothemorethepremiums
payable.
Purerisk
Thisisariskwhichresultsinalossifitoccursandresultsinnogainsifitdoes
notoccur.Forexample,ifacarisinvolvedinanaccident,therewillbealoss
andiftheaccidentdoesnotoccurtherewillbenogainorloss
Speculativerisk
Thisisariskwhichwhenitoccurs,mayresultinalossoraprofit.Forexample,
apersonmaybuysharesatksh.50each,oneyearlaterthesharesmaybe
valuedatksh40eachmeaningalossofksh.10
Alternatively,theirvaluemightnothavechangedormighthaveincreasedto
ksh.45each.Speculativerisklurespeopletoventureintobusinessinthefirst
place.
Insured
Thisistheindividualorthebusinessthattakesouttheinsurancecoverand
thereforebecomesthepolicyholder
Theinsuredpayspremiumstotheinsurancecompanytobecompensated
shouldtheriskinsuredagainstoccurorcauseloss.
Insurer
Thisisthebusinesscompanythatundertakestoprovidecoverorprotectionto
thepeoplewhosufferlossasaresultofoccurrenceofrisks
Actuaries
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Thesearepeopleemployedbyaninsurancecompanytocompleteexpected
lossesandcalculatethevalueofpremiums.
Claim
Thisisademandbytheinsuredforpaymentfrom theinsurerduetosomeloss
arisingfrom aninsuredrisk.
Policy
Thisisadocumentthatcontainsthetermsandconditionsofthecontract
betweentheinsurerandtheinsured.Itsissueduponpaymentofthefirst
premium.
Informationcontainedinapolicyincludes;

Name,addressandoccupation
Policynumberoftheinsured
Detailsofrisksinsured
Valueofpropertyinsured
Premiumspayable
Otherspecialconditionsoftheinsurance,forexamplenominees

Actualvalue
Thisisthetruevalueofthepropertyinsured
Sum insured
Thisisthevalueforwhichpropertyisinsured,asstatedbytheinsuredatthe
timeoftakingthepolicy.
Surrendervalue
Thisistheamountofmoneythatisrefundedtotheinsuredbytheinsurerin
casetheformer(i.e.theinsured)terminatespaymentofthepremiumsbefore
theinsurancecontractmatures.Thepolicyholderispaidanamountlessthan
thetotalamountofthepremium paid.
Graceperiod
Thisisterm allowedbetweenthedateofsigningthecontractandthedateof
paymentofthefirstpremium.Duringthisperiodtheinsurancecontractremains
valid.Thisperiodisusuallyamaximum ofthirty(30)days.
Proposer
Thisisapersonwishingtotakeoutaninsurancecover(prospectiveinsured)
Covernote(Binder)
Thisisadocumentgivenbytheinsurancecompanytoaninsuredonpayment
ofthefirstpremium whileawaitingforthepolicytobeprocessed.Itisproofof
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evidencethattheinsurerhasacceptedtocoveraproposedrisk.
Annuity
Thisisafixedamountofmoneythataninsureragreestopaytheinsured
annuallyuntilthelatter’sdeath.Itoccurswhenapersonsavesalumpsum
amountofmoneywithaninsurerinreturnforaguaranteedpaymentwhichwill
continueuntilhe/shedies.
Consequentialloss
Thisislossincurredbyabusinessasaresultofdisruptionofbusinessinthe
eventoftheinsuredriskoccurring.
Assignment
Thisisthetransferofaninsurancepolicybyaninsuredtoanotherperson.Any
claimsarisingfrom thetransferredpolicypassestothenewpolicyholdercalled
anassignee

Beneficiaries
Thesearepeoplenamedinalifeassurancepolicywhoaretobepaidbythe
insurerintheeventoftheinsured
Nomination
Thisistheactofdesigningoneormorepeoplewhowouldbethebeneficiaries
intheeventofdeathoftheinsured.Thesepeoplearecallednominees
Averageclause
Thisclauseisusuallyincludedinpoliciestodiscourageunder-insurance.The
clauseprovidesthattheinsuredcanonlyrecoversuchproportionsoftheloss
asthevalueofthepolicybearsonthepropertyinsured.Itisusuallyincludedin
marineorfireinsurancepolicies.
Theamountsrecoverablearearrivedatusingthefollowingformulae:

Compensation=valueofthepolicyloss
Valueofproperty

Example:
Ifahouseworthkshs.800,000andinsuredagainstfireforkshs.600,000was
damagedbyfiretothetuneofkshs.400,000,theinsuredwouldbecompensated;

Compensation=(600,000x400,000)
800,000 (valueinsuredxActualloss)

Doubleinsurance
Thisistakingofinsurancepolicieswithmorethanonecompanyinrespectto
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thesamesubjectmatterandtherisk.Itissignificantbecauseifoneofthe
insurersisinsolventatthetimetheclaim arisestheinsuredcanenforcehis/her
claim againstthesolventinsurerorifbothinsurersaresolventthentheyshare
compensation.
(Insolvencyisastatewhereabusinessisnotabletopayallitsliabilitiesfrom
itsexistingassets)
Co-insurance
Thisisanundertakingbymorethanoneinsurancecompanytoprovide
insurancecoverforthesameriskforaninsured.Thiswillusuallyoccurfor
propertiesthathavegreatvalueandfacegreatriskexposuresthataninsurer
cannotsuccessfullymakecompensationfore.g.valueofaeroplanes,shipse.t.c
Co-insurancehelpspreadriskstoseveralinsurers,eachinsurercoveringonlya
certainproportionofthetotalvalue.Theinsurancecompanywiththelargest
shareiscalledthe“leader”andactsonbehalfofalltheparticipatinginsurance
companies’e.g.incollectingpremiumsfrom theinsuredandcarryingout
documentationwork,makingclaim aftercollectingeachinsurerspremium
contributione.t.c
Note:Co-insuranceisdifferentfrom double-insuranceinthatinco-insurance
companyapproachesanotherinsurancecompanytohelpincoveringthe
insuredpropertywhileindouble-insurance;it’stheinsuredwhodecidesto
approachdifferentinsurancecompaniestoinsurethesamepropertyagainst
thesamerisk.
Re-insurance
‘Re-insurance’meansinsuringagain.Thisisasituationwhereaninsurance
companyinsuresitselfwithabiggerinsurancecompanycalledle-insurerforall
orpartoftherisksinsuredwithitbymembersofthepublic
Re-insuranceindirectlyinsureanindividualsrisks.Re-insurancehelpstoreduce
theburdenonaninsurancecompanywhenthelossistoohighforasingle
insurer.Whensuchlossesoccurs,theclaim ismetbyboththeinsurerandre-
insurer(s)proportionately(accordingtoagreedpercentages)
Note:
Re-insurancedealwiththeprotectionofinsurancecompaniesonly,while
insurancecompaniesprotectindividualsandbusinessorganizations.
FactorsthatmaymakeitnecessaryforaninsurancecompanytoRe-insure

i. Valueofproperty-Whenthevalueofpropertyisgreat,suchasship,therisk
istoohightobebornebyasingleinsurer
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ii. Highriskofloss-Whenchancesoflossthroughtheinsuredrisksarehigh,
itbecomesnecessarytore-insure.

iii. Numberofriskscovered-Whentheinsurancecompanyhasinsuredmany
differentrisks,itwouldbetoocostlytocompensatemanyclaimsatonce,
hencetheneedforre-insurance

iv. Needtospreadtherisk-Whentheinsurancecompanywishestoshare
liabilityintheeventofamajorlossoccurring

v. Governmentpolicy-Thegovernmentmaymakealegalrequirementforan
insurancecompanytore-insure

Under-insurance
Thisoccurswhenthesum insuredascontainedinthepolicyislessthanthe
actualvalueofthepropertye.g.Apropertyofshs.500,000canbeofferedfor
insuranceashavingavalueofshs.400,000

Over-insurance
Thisisasituationwherethesum insuredismorethanthecorrectvalueof
propertye.g.apersoninsurespropertyofshs.300,000forshs.600,000.Iftotal
lossoccurs,heiscompensatedthecorrectvalueofthepropertyi.e.thatwhich
hehaslost
Agents
Thesearepeoplewhosellinsurancepoliciesonbehalfoftheinsurance
company.Theyarepaidoncommissionthatisdependentuponthetotalvalue
ofpoliciessold
InsuranceBrokers
Theseareprofessionalmiddlemenintheinsuranceprocess.Theyconnectthe
peoplewishingtotakeinsurancewiththeinsurers.Theyactonbehalfofmany
differentinsurancefirms,unlikeagents.Theiractivitiesinclude:

Examinationofinsurancemarkettrends
Correspondencebetweentheinsuredandhisclients
Advisingtheinsuredandwouldbepolicyholdersonthebestpoliciesfor

theirpropertye.t.c.
Hereceivesacommission(reward)knownasbrokerage.

PRINCIPLESOFINSURANCE
Principlesofinsuranceprovideguidancetotheinsurancefirmsatthetimethey
areenteringintoacontractwiththepersontakingthecover.Theseinsurance
principlesinclude:
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i. Helptodeterminewhetheravalidinsurancecontractexistsbetweenthe
twopartiesatthetimeclaimsaremade.

ii. Providechecksandcontrolstoensuresuccessfuloperationsofinsurance
forthebenefitofboththeparties

Itisthereforeimportantthataprospectiveinsured(personwishingtotake
insurancepolicy)hasbasicknowledgeoftheseprinciplesasstatedinthe
insurancelaw.
Theinsuranceprinciplesinclude;

i) InsurableInterest
Thisprinciplestatesthataninsuranceclaim cannotbevalidunlesstheinsured
personcanprovethathehasdirectlysufferedafinanciallossandnotjust
becausetheinsuredriskhasoccurred.
Goingbythisprincipleonecannotinsurehisparentsorfriendsorotherpeople’s
propertysincehe/shehasnoinsurableinterestinthem.Ifsuchpropertiesare
damagedorcompletelydestroyed,he/shewillnotsufferanyfinancialloss.
Forexample,Mr.xhasnoinsurableinterestinthepropertyofhisneighbours.He
doesnotsufferanyfinanciallossshouldtheybedestroyed.Thisprinciple
ensuresthatpeoplearenotdeliberatelydestroyingotherpeople’sproperties/life
inorderforthem toreceivecompensation.
Inlifeinsurance(lifeassurance)itisassumedthatapersonhasunlimited
interestinhis/herownlife.Similarlyitisassumedthatonehasinsurableinthe
lifeofspouseandchildrene.g.awifemayinsurethelifeofherhusband,a
fatherthelifeofhischildbecausethereissufficientinsurableinterest.

ii) Indemnity
Theessenceofthisprincipleisthattheinsurerwillonlypaythe“replacement
value”ofthepropertywhentheinsuredsufferslossasaresultofaninsured
risk.
Thisprinciplethusputstheinsuredbacktothefinancialpositionheenjoyed
immediatelybeforethelossoccurred.
Itisthereforenotpossible,then,foranybodytogainfrom amisfortuneby
gettingcompensationexceedingtheactualfinanciallosssufferedasthiswill
makehim gainfrom amisfortune.
Thisprincipledoesnotapplyinlifeassurancesinceitisnotpossibletovalue
one’slifeorapartofthebodyintermsofmoney.Instead,theinsurancepolicy
statestheamountofmoneytheinsuredcanclaim intheeventofdeath.

iii) Utmostgoodfaith(uberrimafides)
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Inthisprinciplethepersontakingoutapolicyissupposedtodisclosethe
requiredrelevantmaterialfactsconcerningthepropertyorlifetobeinsured
withallhonesty.Failuretocomplytothismayrenderthecontractnullandvoid
hencenocompensation.

e.g.
-Apersonsufferingfrom aterminalillnessshouldrevealthisinformationtothe
insurer.
-Oneshouldnotunder-insureorover-insurehis/herproperty.

iv) Subrogation
Thisprinciplecomplimentstheprincipleofindemnity.Itdoessobyensuring
thatapersondoesnotbenefitfrom theoccurrenceofloss.
Accordingtothisprinciple,whateverremainsofthepropertyinsuredafterthe
insuredhasbeencompensatedaccordingtothetermsofthepolicy,becomes
thepropertyoftheinsure.

Example
AssumingthatDaisy’scariscompletelydamagedinanaccidentandthe
insurancecompensatesforthefullvalueoftheloss,whateverremainsofthe
oldcar(nowscrap),belongstotheinsurancecompany
ScrapmetalcanbesoldforsomevaluesandshouldDaisytaketheamountshe
wouldendupgettingmoreamountthanthevalueofthecarwhichwillbe
againsttheprincipleofindemnity.
Note:Thisprinciplecannotbeapplicabletolifeassurancesincethereisnothing
tosubrogate.

v) Proximatecause
Thisprinciplestatesthatfortheinsuredtobecompensatedtheremustbea
verycloserelationshipbetweenthelosssufferedandriskinsuredi.e.theloss
mustarisedirectlyfrom theriskinsuredorbeconnectedtotheriskinsured.
Example

i)Ifapropertyisinsuredagainstfirethenfireoccursandlooterstake
advantageofthesituationandstealsomeoftheproperty,theinsuredwill
sufferlossfrom ‘theft’whichisadifferentriskfrom theoneinsuredagainst,so
he/shewillnotbecompensated.

Howeverifthepropertyburnsdownasaresultofsparksfrom thefire-place,the
proximatecauseofthelossissparkswhicharedirectlyrelatedtofire.Sothe
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insuredisentitledforcompensation.
CLASSESOFINSURANCE
Insurancecoversaremainlyclassifiedintotwo,

1.Property(non-life)generalinsurance
2.Lifeassurance

1.LifeAssurance
Theterm assuranceisusedinrespectoflifecontracts.Itisusedtomeanthat
lifecontractsarenotcontractsofindemnityaslifecannotbeindemnifiedi.e.
putbacktothesamefinancialpositionhewasinbeforetheoccurrenceof
loss.(lifehasnomoneyvalue,noamountofmoneycangivebackalostor
injuredlife)
Lifeinsurance(assurance)isenteredbythetwopartiesinutmostgoodfaith
andthepremiumspayableinsuchlifecontractsdependon:

i) Age:Thehighertheagethehigherthepremiumsastheagefactor
increasethechancesofoccurrenceofdeath.

ii) Healthcondition:Apersonwithpoorhealthi.e.sicklypersonpayshigher
premiumsasopposedtooneingoodhealth.

iii) Exposuretohealthrisks:Thenatureofaperson’soccupationcanmake
him susceptibletohealthproblemsanddeath.

Typesofpolicies
i)Wholelifeassurance-Inwholelifeassurance,theassuredpaysregular

premiumsuntilhe/shedies.Thesum assuredispayabletothebeneficiaries
uponthedeathoftheassured.
-Wholelifeassurancecoversdisabilitiesduetoillnessoraccidentsi.e.ifthe
insuredisdisabledduringthelifeofthepolicyduetoillnessoraccidents,the
insurerwillpayhim/herfortheincomelost.

ii) Endownmentpolicy/insurance
Thisiswherebytheinsuredpaysregularpremiumsoveraspecifiedperiodof
time.Thesum assuredispayableeitherattheexpiryoftheperiod(maturityof
policy)orondeathoftheinsured,whichevercomesfirst.
Theinsured,atexpiryofpolicyisgiventhetotalsum assuredtousefor
activitiesofhisownchoice.(ordinaryendownmentpolicy)
-Wheretheinsureddiesbeforematurityofcontract,thebeneficiariesaregiven
theseamounts.
Note;Theassuredpersonmaybepaidacertainpercentageofthesum assured
atintervalsuntiltheexpiryofthepolicyaccordingtothetermsofcontract.Such
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anarrangementisknownasAnticipatedEndownmentpolicy.
AdvantagesofEndownmentpolicies

i. Theyareaform ofsavingbytheinsured,forfutureinvestments
ii. Premiumsarepayableoveraspecifiedperiodoftimewhichcanbe

determinedtosuithis/herneedse.g.retirementtime
iii. Wheretheassuredlivesandtimepolicymatures,hereceivesthevalueof

sum assured.
iv. Policycanbeusedassecurityforloansfrom financialinstitutions.
DifferencesBetweenawholelifepolicyandanEndownmentpolicy
Wholelife Endownment

i) Compensationispaid

afterthedeathofthe

assured

i) Compensationispaid

aftertheexpiryofan

agreedperiod

ii) Premiumsarepaid

throughoutthelifeof

theassured

Premiumsarepaidonly

duringanagreedperiod

iii) Benefitsgotothe

dependantsratherthan

theassured

Theassuredbenefits

unlessdeathproceeds

theexpiryoftheagreed

period

iv) Aimsatfinancial

securityofdependants

Aimsatfinancial

securityoftheassured

anddependants

iii)Term insurance
Theinsuredherecovershislifeagainstdeathforagiventimeperiode.g.1yr,
5yrse.t.c.
Ifthepolicyholderdieswithinthisperiod,his/herdependantsarecompensated.
Iftheinsureddoesnotdiewithinthisspecifiedperiod,thereisnocompensation.
However,arenewalcanbetaken.
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IV)Educationplan/policies
Thispolicyisnormallytakenbyparentsfortheirchildren’sfutureeducational
needs.
Thepolicygivesdetailsofwhenthepaymentsaredue.
v)Statutoryschemes
TheGovernmentofferssometypesofinsuranceschemeswhichareaimedat
improving/providingwelfaretothemembersoftheschemesuchasmedical
servicesandretirementbenefits.
Amemberandtheemployercontribute,atregularintervals,certainamountsof
moneytowardsthescheme.
Examples

1.N.S.S.F
2.N.H.I.F
3.Widowsandchildrenpensionscheme(W.C.P.S)

Annuity
CharacteristicsoflifeAssurance

Itisacoverforlifeuntildeathorforaspecifiedperiodoftime
Itmaybeasavingplan
Itisnormallyalongterm contractanddoesnotrequireanannualrenewal
Ithasasurrendervalue
Ithasamaturitydatewhentheassuredispaidthesum assuredbonuses

andinterests.
Alifeassurancepolicycanbeassignedtobeneficiaries
Thepolicycanbeanyamountdependingontheassureds’financialability

topaypremiums
Thepolicycanbeusedassecurityforaloan

2.Generalinsurance(propertyinsurance)
Thistypeofinsurancecoversanyform ofpropertyagainsttherisksoflossor
damage.Apersoncaninsureanypropertyhehasaninsurableinterestin
Generalinsuranceisusuallydividedinto:

i. Fireinsurance/department
ii. Accidentinsurance/department

iii. Marineinsurance/department
i) Accidentinsurance

Thisdepartmentcoversallsortsofriskswhichoccurbyaccidentandincludes
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thefollowing;
a)Motorpolicies

-Theseprovidecompensationforpartialortotallosstoavehicleiftheloss
resultsfrom anaccident.
-Thepolicycouldeitherbethirdpartyorcomprehensive.
-Thirdpartypoliciescoveralldamagescausedbythevehicletopeopleand
propertyotherthantheownerandhis/hervehicle.Thisincludespedestrians,
fare-payingpassengers,cows,fencesandothervehicles
InKenya,amotor-vehicleownerisrequiredbylawtohavethispolicybeforethe
vehicleisallowedontheroads.Onecanalsotakeathirdparty,fireandtheft
policy.
Comprehensivepolicycoversdamagescausednotonlytothethirdpartybut
alsotothevehicleitselfandinjuriessufferedbytheowner.Comprehensive
policiesincludefullthirdparty,fire,theftandmaliciousdamagetothevehicle.

b)Personalaccidentpolicy
-Thesepoliciesareissuedbyinsurancecompaniestoprotecttheinsured
againstpersonalaccidentscausing;

Injurytotheperson
Partialortotalphysicaldisabilityasaresultoftheinjury
Lossofincomeasaresultofdeath

-Ifdeathoccursduetoanaccident,theinsured’sbeneficiariesarepaidthetotal
sum assured.
Incaseofapartialortotaldisabilityasaresultofaccident,theinsuredcanbe
paidonregularperiods,e.gmonthlyasstipulatedinthepolicy.
Compensationforinjurieswhereonelosesapartofhis/herbodycanbedone
onalumpsum basis.
Theinsuredisalsopaidthevalueofhospitalexpensesincurredifhospitalized
asaresultofanaccident.

c)Cashand/orGoodsinTransitpolicies
Thesearepoliciesthatspecificallyprovidecoverforlossofcashandgoodsin
transitbetweenanytwolocations.
E.g.Goodsandcashmovedfrom businesstothemarkets,from suppliersto
businesse.t.c
d)BurglaryandTheftpolicies
Thesepoliciescoverlossescausedbyrobbersandthieves
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Burglarypoliciesareenforceableonlyiftheinsuredhasmetthespecifiedsafety
andprecautionarymeasuresforprotectionoftheinsureditems.
E.g.-Howmuchmoneyshouldbemaintainedindifferentkindsofsafetyboxes
-Positioningofeachofthecashboxesisalsoanimportantprecautionary
measure.
NB:Thecontrolmeasuresareaimedatreducingboththeextentandprobability
oflossoccurring
e)FidelityGuaranteepolicies
Thesepoliciescovertheemployersagainstlossofmoneyand/orgoodscaused
bytheiremployeesinthecauseofduty.
-Thelossesmaybeasaresultofembezzlement,fraud,arithmeticalerrorse.t.c
-Thepoliciesmaycoverspecifiedemployeesoralltheemployees
7)Workmen’scompensation(Employer’sAccidentliability)
Thesepoliciesprovidecompensationforemployeeswhosufferinjuriesinthe
courseofcarryingouttheirduties.
Theemployerinsureshisemployeeagainstindustrialinjuriesi.etheemployeris
onlyliableforthecompensationofworkerswhosufferinjuriesatwork.
f)Publicliability
Thisinsurancecoversinjury,damagesorlosseswhichthebusinessorits
employeescausetothepublicthroughaccidents.
Theinsurerpaysallclaimsfrom thepublicuptoanagreedmaximum
g)Baddebts
Thispolicycoversfirmsagainstlossesthatmightresultfrom debtor’sfailureto
paytheirdebts.
iii)MarineInsurance
Thistypeofinsurancecoversshipsandcargoagainsttheriskofdamageor
destructionatthesea.Themainrisksseavesselsareexposedtoinclude;fire,
theft,collisionwithothers,stormyweather,sinkinge.t.c

TypesofMarineInsurancepolicies
ThemarineinsurancecoversareclassifiedasHull,cargo,freightandship
owners’liability.

a)MarineHull
Thispolicycoversthebodyoftheshipagainstlossordamagethatmightbe
causedbyseaperils.
Includedhereareanyequipment,furnitureormachineryontheship.
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Aspecialtypeofmarinehullisthepartpolicy,whichisforaspecifiedperiod
whentheshipisloading,unloadingoratservice.

b)MarineCargo
Thistypeofpolicycoversthecargoorgoodscarriedbytheship
Thepolicyistakenbytheownersoftheseavesselstocoverthecargobeing
transported.Ithasthefollowingsub-divisions.

i. Voyagepolicy-Herecargoandshipareinsuredforaspecific
voyage/journey.Thepolicyterminatesautomaticallyoncetheshipreaches
thedestination.

ii. Timepolicy-Hereinsuranceistakentocoverlossesthatmayoccurwithin
aspecifiedperiodoftime,irrespectiveofthevoyagetaken

iii. Fleetpolicy-Thiscoversafleetofships,i.eseveralshipsbelongingtoone
person,underonepolicy.

iv. Floatingpolicy-Thispolicycoverslossesthatmayoccuronaparticular
route,coveringalltheshipsinsuredalongthatrouteforaspecifiedperiod

v. Mixedpolicy-Thispolicyprovidesinsurancefortheshipandcargoon
specifiedvoyagesandforaparticularperiodoftime.Nocompensation
canbemadeiftheshipwasonavoyagedifferentfrom theonesspecified
eveniftimehasnotexpired

vi. Compositepolicy-Thisiswhereseveralinsurancecompanieshaveinsured
onepolicyofaparticularshipespeciallywhenthesum insuredistoolarge
tobeadequatelycoveredbyoneinsurer.

vii. Constructionpolicy/builderspolicy-Thiscoversrisksthatashipisexposed
towhileitiseitherbeingconstructed,testedorbeingdelivered.

c)Freightpolicy-Thisisaninsurancecovertakenbytheowneroftheshipfor
compensationagainstfailuretopayhiringchargesbyahireroftheship.

d)Thirdpartiesliability-Thisisaninsurancepolicytakenbytheownerofthe
shiptocoverclaimsthatmightarisefrom damagecausedtoother
people’sproperty.

Descriptionofmarinelosses
Thefollowingaresomeofthelossesencounteredinmarineinsurance.

i. Totalloss,
Thisoccurswherethereiscompletelossordamagetotheshipandcargo
insured.Totallosscanbeconstructiveoractual.
InActualtotalloss,theclaimsareasaresultoftheshipsand/orcargos
completedestruction.Itcouldalsooccur;
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-Whenashipanditscargoaresodamagedthatwhatissalvagedisofno
marketvaluetoboththeinsurerandtheinsured.
-Whenashipismissingforaconsiderableperiodoftimeenoughtoassume
thatithassunk.
-Constructivetotallossoccurswhentheshipand/orcargoaretotallydamaged
butretrieved.Itmayalsooccur;
-Whereashipanditscargoaredamagedbutofmarketvalue.Thiscouldbeasa
resultofdecisiontoabandontheshipandcargoastheprobabilityoftotalloss
appearsimminent.
-Ifthecostofpreventingtotallossmaybehigherthanthatoftheshipandits
cargowhenretrievede.g.manylivesmaybelostintheprocessoftryingto
preventtotalloss.

ii)Generalaverage-Thisisalossthatoccursasaresultofsomeofthecargo
beingthrownintotheseadeliberatelytosavetheshipandtherestofthecargo
from sinking.Thelossesmadearesharedbytheshipownersandthecargo
ownersproportionatelyastheeffortwasintheinterestofboth.

iii)Particularaverage-Thisoccurswherethereisapartialbutaccidentalloss
toeithertheshiporthecargo.Whenthishappenseachoftheaffectedpartyis
soldyresponsibleforthelossthathasoccurredtohisproperty.Aclaim can,
howeverbemadeifthelossincurredamountstomorethan3%ofthevalue
insured.
Fireinsurance-Thistypeofinsurancecoverspropertydamageorlosscausedby
accidentalfire.Coverisofferedtodomesticcommercialandindustrialpremises,
plantandmachinery,equipment,furniturefittingsstocke.t.c
-Inordertoclaim forcompensationasaresultoflossbyfire,thefollowing
conditionsmustbefulfilled;

Firemustbeaccidental
Firemustbeimmediatecauseofloss
Theremustbeactualfire.

Thereareseveraltypesoftypesoffireinsurancepolicies.Theseinclude:

a)Consequentiallosspolicy;(profitinterruptionpolicy)
Thiscoversorcompensatestheinsuredforthelossofprofitsufferedwhen
businessoperationshave
Itisofferedtoprotectfutureearningsofanenterpriceafterfiredamage.

b)Sprinklerleakagepolicy-Thisprovidescoveragainstlossordamage
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causedtogoodsorpremisesbyaccidentalleakagesfrom firefighting
sprinklers

c)FireandRelatedperilspolicy-Thiscoversbuildingswhichincludefactories,
warehouses,shops,officesandtheircontents.Thepolicydoesnotcoverlossof
profitarisingfrom firedamage.
CHARACTERISTICSOFGENERALINSURANCE

It’sacontractofindemnity
Itcannotbeassignedeventoonesrelatives
Theinsuredmusthaveaninsurableinterestinthepropertytobe

insured
Premiumschargeddependsonthedegreeofrisk,thehigherthe

premium charged.
Compensationforlosscanonlybeuptoamaximum ofthevalueof

theinsuredpropertyorthesum insuredincaseofunderinsurance.
Ithasnosurrendervalue
It’snormallyashortterm contractwhichcanberenewedperiodically,

usuallyafteroneyear.
FactorstobeconsideredwhenDeterminingPremiumstobecharged

Healthoftheperson
Frequencyofoccurrenceofpreviouslosses
Extentofthepreviouslosses
Valueofthepropertyinsured
Occupationoftheinsured
Ageofthepersonorofthepropertyinquestion
Locationoftheinsured(addressandgeographicallocation)
Periodtobecoveredbythepolicy
Residenceoftheinsured

Procedurefortakingapolicy
i)Fillingaproposalform
ii)Calculationofthepremium tobepaid
iii)Issuingofcovernote(Binder)
iv)Issuingofthepolicy

Procedureofclaimingcompensation
i)Notificationtotheinsurer-Theinsurerhastobenotifiedaboutthe

occurrenceofanyincidentimmediately.
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ii)Fillingaclaim form-Theinsurerprovidestheinsuredwithaclaim form
whichhefillstogivedetailsoftheriskthathasoccurred

iii)Investigationoftheclaim-Theinsurerarrangestoinvestigatethecauseof
theincidentandtoassesstheextentofthelossincurred.Theinsureris
thenabletoestablishwhethertheinsuredistobecompensatedandifso,
forhowmuch.

iv)Paymentofclaim-Onreceiptofthereportoftheassessor,theinsurerpays
theduecompensationtotheinsured.(Paymentofthecompensation
showsthatboththeinsurerandtheinsuredhaveagreedontheextentof
thelossandthepaymentisthesettlementoftheclaim)

INSURANCEANDGAMBLING
Inmostcases,insuranceiserroneouslytakentobethesameasgamblingin
thatsmallamountsarecontributedbymanypeopleintoacommonfundwhich
laterbenefitsjustafewpeople.Theyarehoweverdifferentandtheirdifferences
include;
Insurance Gambling

-Theinsuredmusthave

insurableinterest

-Agamblerhasnoinsurable

interest

-Reinstatestheinsuredbackto

thefinancialpositionjustbefore

loss

-Aimsatimprovingthewinners

financialposition

-Theinsuredisexpectedtopay

regularpremiumsforthe

insurancecovertoremainin

force

-Gamblingmoneyispaidonly

once

-Insuranceinvolvespurerisks -Gamblinginvolvesspeculative

risks

-Theeventoflossmightnever

occur

-Theeventofbetmusthappen

todeterminethewinnerandthe

loser.
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PASTKCSEQUESTONS
1. 1995Describetheproceduresthatshouldbefollowedwhentakinganinsurance

policy.(10mks)
2. 1996explainfourwaysinwhichtheinsuranceindustrypromotesthegrowthof

businessenterprises. (5mks)
3. 1997Explainfourwaysinwhichtheinsuranceindustrycontributestothe

developmentofKenya’seconomy. (10mks)
4. 1998Discussvariousinsurancepoliciesunderwhichaninsurancecompanywould

notcompensatetheinsuredintheeventoftheloss. (10mks)
5. 1999Discussvariousinsurancepoliciesthattheownerofasupermarketmayfind

itusefulforthebusiness. (12mks)
6. 2000Explainfourbenefitsofthe‘poolingofrisks’toaninsurancecompany.(8mks)
7. 2001Explainthefactorsthatmaymakeitnecessaryforaninsurancecompanyre-

ensure.
8. 2002Explainthemeaningofthefollowingtermsasusedininsurance (10mks)

i) Uberrimaefidei
ii)Indemnity

i) Thirdpartymotorvehicleinsurance
iv)Contribution.
v)Subrogation

9. 2003Discussfourcircumstancesunderwhichaninsurancecontractmaybe
terminated. (8mks)

10. 2004Explainfivebenefitsthatcouldbeenjoyedbyapersonwhodecided
totakeoutanendowmentpolicy. (10mks

PRODUCTPROMOTION
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Productisanitem orserviceofferedtotheconsumersataprice.Therefore,
productpromotionisthecommunicationoranyactivityundertakentoinform
theconsumers,persuadeandremindthem tobuytheproductfrom themarket.
Thepurpose/Importanceofproductpromotion
Itinformsthecustomeroftheavailability,price,andwheretoobtainthe

producttosatisfytheirwants
Itpersuadethebuyertobuytheirproductsaheadoftheircompetitors

productsinthemarket
Itremindsthecustomersofthecontinuedexistenceofagivenproductin

themarket
Iteducatetheconsumersoftheusageoftheproducttosatisfytheirneeds

fully
Itinformsthem onanyimprovementthathasbeenmadeontheproduct
Itstimulatesthedemandoftheproductbeingpromotedinthemarket
Itbringsoutthepositivefeaturesoftheproduct
Itopensnewmarketfortheproductintheenvironment

Methodsofproductpromotion
Productpromotionmaybecarriedoutinthefollowingways:

I. Personalselling
II. Advertising

III. Salespromotion
IV. Publicity

i. Personalselling
Thisisamethodofpromotionwherethereisanoralpresentationinthe
conversationwiththeprospectivecustomer.Itisdonebywiththeuseof
salesmenwhoinformstheprospectivebuyerofalltheaspectsoftheproduct
Methodsofpersonalselling
Personalsellingcanbecarriedoutinthefollowingways;
Throughsalespersonapproachingthecustomers

Acasewherethesalespersonapproachestheprospectivecustomersafter
drawingtheirattention,explainingdetailsoftheproductandeven
demonstratinghowtheproductworksinordertopersuadethecustomertobuy.
Stepsinvolvedinpersonalsellingthroughsalesperson

i. Identifyprospectivecustomerswhocouldpossiblyrequiretheproduct
ii. Preparingthepresentationbygatheringallthepossibleinformationabout

theproduct,aswellasdesigninganappropriatemethodsthathewillbe
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usedtopresenttothecustomer
iii. Establishingthecustomerscontact,aswellaschoosinganappropriate

timetomeetthecustomertobe.Thatisthetimewhenthecustomermay
receivehim

iv. Arousingtheconsumersinterestintheproductbyattractinghis/her
attentionthroughapproachandlanguages,aswellasmakingthe
prospectivecustomerdevelopinterestintheproduct

v. Dealingwiththeobjectionsontheproductwhichmayhavebeenbrought
aboutbythecustomertobe

vi. Closingthesalebyinquiringwhethertheprospectivecustomerwillbe
interestedintheproductornot.Thisshouldbedoneinapolitemanner

vii. Offeringaftersaleservicetothecustomerontheproductthathasbeen
sold

Shows,tradefairsandexhibitions
Thisiswherethemanufacturerofagivenproductgetsachancetodisplay
publiclytotheprospectivecustomertoinform them abouttheproduct.The
prospectivecustomers’attentionisthendrawntotheproductandmore
informationisgiventohim abouttheproductatthepointwhereitisdisplayed.
Advantagesofshows,tradefairandexhibitions

Itgivesthecustomeranopportunitytocomparevariousproductsbefore
makingadecisiononwhattobuy

Itgivesthesalespersonanopportunitytoexplaininfinedetailsthe
featuresoftheproducttotheprospectivecustomers

Themanufacturersoftheproductgetsachancetoreceiveimmediatefeed
backfrom theircustomersthroughinteractionsduringtheshows

Thenumberofpeoplevisitingtheirstalltoassestheirproductswillhelp
them determinetheirpotentialmarketsizefortheproduct

Disadvantagesofshows,tradefairsandexhibitions
Itisexpensivetohireastallfortheexhibitionoftheproduct
Thesalespersonmayhavetoexplainoverandoveragainforthe

prospectivecustomersastheymaynotenterintothestallatthesame
time

Thetradefairsarenotfrequentlyorganized,thereforeanorganizationrely
onitastheonlymeansofproductpromotionmaynotsucceed

Showrooms
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Thesearelargeroomswheregoodsaredisplayed,especiallybulkyanddurable
goodslikecars,furniture’s,etcforthecustomertoseeandbeinformedabout
them tostimulatetheirinterestinthem
Theroom allowsthecustomertogetmoreinformationabouttheproductfrom
thesalespersonintheshowroom
Advantagesofshowrooms

Theyenablesthesellertogetimmediatefeedbackontheproduct
Theyenablethecustomerstogetclarificationontheproducttheyneedto

purchase
Itisacheapmethodofproduction
Itprovidesanopportunityfortheusageofgoodstobedemonstrated
Theinformationtheprospectivecustomergetfrom theshowroom ismore

reliable
Disadvantagesofshowrooms

Theyareusuallylocatedawayfrom thetowncenters,makingthem notbe
accessiblebymany

Itisexpensivetohireshowrooms
Theyrequiresecuritytoprotectthegoodsinsidethem whichmaybevery

expensive
Someprospectivecustomersmaytamperwithgoodsintheroom while

tryingtooperatethem
FreeGifts

Agiftisanitem giventothecustomerfreeofchargeafterbuyingaproduct
whichitispeggedonorbuyingproductsofagivenvalue.Thegiftmaynot
necessarilybethesameastheproductbought,buttheyaremeantto
encouragethecustomertobuymoreorgivethecustomeropportunityto
exploretheproductgivenasagift.
Advantagesoffreegifts

Itenablethecustomertoenjoytheproductgivenasagiftwithoutpaying
forit

Itpersuadesthecustomertobuymoreoftheproductinordertogetthe
gift

Itisanadditionalproduct,andthereforeincreasesthecustomers
satisfaction

Itmayhelpincreatingloyaltyintheproductbeingpromoted
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Disadvantagesoffreegifts
Itmakesthecustomerbuyincludingproductstheydidn’trequireinorderto

thesaidgift
Thecostoftheproductmaybeveryexpensiveforhecustomer
Somemiddlemenmayremovethegiftandkeeporevenselltothe

customertomaximizeprofit
FreeSample

Thisisaproductontrialgiventothecustomersfreelytoinfluencetheirdemand
towardstheproduct.Itmainlyusedwhentheproductisnewandthecustomer
mayhavenotknownabouttheexistenceoftheproduct

Advantagesoffreesample
Itenablesthecustomertrytheproductbeforemakingadecisiontobuyit
Thecustomerisabletoenjoytheproductthatotherwisehemayhavenot

enjoyed
Theorganizationisabletogetimmediatefeedbackfrom thecustomer

abouttheirnewproduct
Itenablestheorganizationtoacquiremorecustomersfortheirproduct

Disadvantagesoffreesample
Someofthosereceivingthesamplemaynotcomebacktobuy
Itmaybeanexpensivemethodofpromotionespeciallywheremany

samplesaretobegiven
Goodsgivenforfreemayreducethevalueofgoodsthatmayhavebeen

soldtoearnprofit
Itisnotsuitableforexpensiveproducts

Circumstancesunderwhichpersonalsellingisappropriate
i. Whenlaunchinganewproductinthemarketwhichrequiresalotof

awarenesstotheprospectivecustomerstoenablethem makeachoice
ii. Whenaproductistailoredtomeetthecustomer’sneeds,asdifferent

consumershavedifferentneeds,tasteandpreferencestobeaddressed.
iii. Whendemonstrationisrequiredonhowtheproductworks,especiallythe

technicalproducts
iv. Whentheorganizationhasthecapacitytofinancethesalesforcecarrying

outthepersonalselling
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v. Wherethemarketisconcentratedwithinagivenregionthatcaneasilybe
accessiblebythetaskforce

Advantagesofpersonalselling
Itismoreflexiblethananyothermethodforthemarketerisabletomeet

theneedsofdifferentpeople
Itenabletheprospectivecustomertoknowmoredetailsabouttheproduct

beforemakingadecision
Thesalespersonisabletodemonstratetheuseoftheproduct
Thesellerisabletogetimmediatefeedbackontheproduct
Thesellerisabletoobtainthepersonalcontactoftheprospectivebuyer
Itgivesthebuyeranopportunitytonegotiatethetermsofpurchase
Ittakescareofbothliterateandilliterateprospectivecustomer
Thesellerisabletopersuadetheprospectivebuyertobuytheproduct

Disadvantagesofpersonal
Itislabourintensiveandthereforeveryexpensivewhentheareatobe

coverediswidemethod
Itistimeconsumingasitinvolvesexplanationanddemonstration
Itmayonlytargetaparticulargroupofpeople
Thesellerhastomeetthetravellingandotherexpensesinvolvedwhich

maybeveryexpensive
Salespersonsmaymisusetheresourcesallocatedforthem,makingthe

targetnottobeachieved
Theprocessmayinconveniencetheprospectivebuyer’sprogram
Itmayonlycoveragivenregionwhichmaynotbewideenough
ii. Advertising

Thisisthepresentationofinformationaboutaproductthroughpublicmedia
suchasnewspapers,radios,billboards,etc
TypesofAdvertising
Productadvertising:-thisisaform ofadvertisementmeanttopromotea

givenproductoraparticularbrandofproduct
Institutionaladvertising:-thisisaform ofadvertisementmeanttoimprove

theimageoftheinstitutionororganizationandnotaparticularproduct.It
ismeanttocreateconfidenceinthecustomersabouttheinstitution

Primarydemandadvertising:-aform ofadvertisementmeanttoanew
productthathasbeenintroducedinthemarketforthefirsttime.Itis
mainlytocreateawarenessoftheexistenceofthatparticularproduct
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Celebrityadvertising:-aform ofadvertisementwhereafamous/popular
personisusedtopromoteaparticularproduct.Itismeanttoconvince
thosewhoidentifythemselveswiththatpersonalitytobuytheproduct

Informativeadvertising:-aform ofadvertisementmeanttogivethe
customermoreinformationabouttheproducttoenablethem makean
informeddecision

Competitive/persuasiveadvertising:-aform ofadvertisementcarriedout
withorganizationsproducingsimilarproducttopersuadethecustomersto
buytheirproductsaheadoftheircompetitors

Correctiveadvertising:-aform ofadvertisingmeanttocorrecta
misleadinginformationthatmayhavebeengivenoutabouttheproduct

Reminderadvertising:-aform ofadvertisingmeanttoremindthe
customersthattheproductstillexistsinthemarketandisstillcapableof
satisfyingtheirneeds.

Advantages/Importanceofadvertisingtothebusiness
i. Itmaintainthesalesofanalreadyexistingproduct

ii. Itcreateawarenessinthecustomersaboutanewproductinthemarket
iii. Itinformsthecustomersaboutthechangesthatmayhavebeenmadein

theproduct
iv. Ithelpsinbuildingimageorreputationofthesellingorganization
v. Itmayincreasethevolumeoftheexistingsalesofaproduct

vi. Itreachespeopleswhomayhavenotbeenreachedbythesalesperson
vii. Itcomplementstheeffortofthesalespersontoenablethem achievetheir

salesobjectives
viii. Itclearsthecustomersmisconceptionandprejudiceabouttheproduct

ix. Itopensupnewmarketsfortheproducts.
Disadvantagesofadvertisingtothebusiness
Itmaybecostlytothebusinessintermsofmoneyandotherresources
Itleadstoincreaseincostofproductionifatallithastobedone

frequently
Thecostoftheadvertisementwillalwaysreducetheprofitmarginofthe

business
Poorlyplannedadvertisementmaynegativelyaffectthebusiness
Misleadingadvertisementmayreducethelevelofbusinessoperation

Advantagesofadvertisingtothecustomer
Theyeducatethem ontheusageoftheproduct
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Theyinform them ontheproductsavailability
Theyguidethem onwheretogettheproduct
Theoutlinesallthefeaturesabouttheproductincludingpricestothe

customer
Competitiveadvertisementmayleadtoimprovedqualityofgoodsto

benefitthecustomer
Informationondifferentpricesthroughcompetitiveadvertisementmakes

thecustomertobenefitfrom thereducedprices
Disadvantagesofadvertisingtotheconsumer
Theadvertisementmaynotdisclosethesideeffectoftheproduct
Theadvertisingcostmaybepassedtotheconsumersthroughincreased

price
Someadvertisementmaypersuadecustomerstobuywhattheydonot

requireleadingtoimpulsebuying
Somecustomersmaybuysubstandardgoodsduetomisleading

advertisement
Advertisingmedia
Thesearechannelsoragentsthroughwhichanadvertisementmessageis
conveyedtothetargetgroup.Theyincludesboththeprintandelectronicmedia
whichincludes;newspapers,journals,magazines,posters,bill-boards,
brochures’,radio,television,neonsigns,etc

a)Newspaper
Thesearedailyorregularlypublicationswhichcontainsadvertisement.They
includes,Dailynation,Standard,TaifaLeo,citizen,star,etc
Advantagesofnewspaper

Thecanreachareasthatothermeansmaynotreach
Manypeoplecanaffordthem astheyarerelativelycheap
Theycoverawidergeographicalarea,leadingtoawidermarket
Themessageonthenewspapercanlastforalongerperiodoftime,

makingittoreachmorecustomers
Theadvertisementappearinginthenewspaperisreadilyacceptablebythe

reader
Coloredprintmakestheadvertisementtobemoreattractivetothereader

whointurngetstheinformation
Disadvantagesofthenewspaper
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Manyofthem arewritteninEnglishorKiswahili,makingthem toonly
targetthosewhocanreadandunderstandthelanguage

Itdiscriminateagainsttheilliterategroupwhocannotreadtheinformation
Theyhaveshortlifespanastheymaybereadonlyonthedayitis

circulated
Itcannotbeusedtofocusonaspecifictargetastheyarereadbyalmost

everybody
Someoftheprospectivecustomersarealwaysinahurrytoreadthe

newspaperandmaynotpayattentiontotheadvertisement
b)MagazinesandJournals

Theseareperiodicpublicationsmeanttotargetaparticularclassorgroupof
people.Theymaybepublishedmonthly,quarterly,annually,etc.Theinformation
reachesthetargetedgroupastheyreadthem
AdvantagesofmagazinesandJournals

Thespecificinformationforthetargetedpeoplecanbepublished
Theycanbereadandre-readbeforethenextpublicationmaythe

informationtolastlongerandpleadwiththeprospectivecustomer
Theirpublicationisofhighqualityandcolourful,makingthem todrawthe

attentionoftheirtargetedgroupeasierandpassingtheinformationto
them

Thequalitymaterialtheyaremadeofmakesthem tolastlongerandcan
beaccessedevenbythosewhomayhavenotbeenaroundduringtheir
publication

Disadvantagesofmagazinesandjournals
Ifthetimegapbetweenthepublicationtimeandcirculationtimeiswide,

theadvertisementmayfail
Theyareabitexpensivewhichmakessomeofthepotentialcustomersnot

toaffordthem
Thecostofadvertisingonthem maybeexpensivefortheorganization
Theircirculationsmaybelimitedtoasmallgeographicalregion
Thepublicationsmaynotbeavailableinthevernacularlanguagetoreach

thosewhoarenotabletoreadeitherEnglishorKiswahili
c)PostersandBillboards

Aform ofadvertisingthatmaycontaintheinformationabouttheproducteither
inwords,picturesorbothforthecustomertoseeandread.
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Advantagesofpostersandbillboards
Theyareabletoconveytheinformationtothelargeaudience,astheyare

placedinstrategicposition
Postersarecheapandeasytoprepare
Theuseofdifferentcolorsmakesthem tobemoreattractiveand

appealingtomoreaudience
Itcanbeusedbybothliterateandilliterategroup
Themessagemaylastforalongerperiodoftime
Billboardsareconspicuousandhenceattractivetotheaudience

Disadvantagesofpostersandbillboards
Maybeaffectedbyadverseweathercondition,especiallyrain
Ifnotplacedstrategically,itmaynotreachthetargetedgroup
Incasedestroyedbythepassersby,theinformationmaynotmeetthe

targetedgroup
Billboardsareexpensivetomakeandmaintain
d)Transit/transportadvertising

Aform ofadvertisementwherebyvehiclessuchastrailers,matatus,buses,etc
areusedtocarryandconveytheadvertisementmessage
Advantagesoftransitadvertisement

Themessagereachesmostofthepeopleintheenvironment
Theymessagelastlongasthepaintsalwayslastonthevehicle
Transitvehiclesmaycarrythemessagealongwaytotheirfinal

destination
Itiscaptivatingtothemembersofthepublicespeciallythepromotion

convoy,hencecaneasilyreachthetarget
Disadvantagesoftransitadvertisement

Duringtherushhour,thecrowdmayhindersomefrom gettingthe
information

Itmainlyrelaytheinformationtothoseservedbythevehicles
Thenoiseproducedbythepromotionconvoymaybeanuisancetosome

membersofthepublic
e)Brochures

Thesearesmallpamphletscarryingmessageandpicturesaboutproductbeing
advertised.
AdvantagesofBrochures
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Theyareeasytocarryaroundastheyaresmallinsize
Theyareeffectiveinmeetingthetargetedgroup
Theircostofproductionisnotveryhigh
Theycanbedistributedatdifferentplacestomeetthetargetedgroup
Canbemadeattractivebytheuseofdifferentcolours
Theyhavealonglifeandthereforecanbeusedrepeatedly
Theycanbeusedtodirectothersonwheretogettheproduct

DisadvantagesofBrochures
Theinformationmaynotreachtheilliterategroup
Theymaybeignoredbytheintendedusers
Theymayrequirefrequentupdatingifmanychangesaremadeonthe

productmakingitexpensive
f)Radio

Thisisachannelthatallowsfortheadvertisedmessagestobeconveyed
throughsoundtothelisteners,withsomebackgroundmusicaccompanyingthe
message
AdvantagesofRadio

Differentlanguagesmaybeusedtoreachdifferentpeople
Itisaccessibleeventotheremoteareasthatisnotcoveredbyothermedia
Onecanchoosethetimetoadvertisetoreachthetargetedgroup
Abletoservemanypeopleatthesametime
Itcanbeusedforbothliterateandilliteratemembersofthegroup
Theadvertisementcanberepeatedoverandoveragainaccordingtothe

advertisersneeds
Themusicaccompanimentmayattractmanypeopletolistentothe

information
Canreacheventheblindastheyareabletohear
Themessagecanbeconveyedindifferentlanguages

DisadvantagesofRadio
Theiradvertisementdoesnothaveanyreference
Itmaybemoreexpensivethantheprintmedia
Poortimingmaymakethemessagenotoreachthetargetedgroup
Itmayinterruptsomeprogrammestotheannoyanceofthelistener
Itshortandbriefadvertisementmaybemissedbythelisteners
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Itisdifficultforthelistenertovisualizetheproduct
g)Television(T.V)andCinema

Televisionisaform ofmediaadvertisementwherethewrittenwordsare
combinedwithmotionpicturesandsoundtopasstheinformation
Cinemaiswheretheadvertisedmessagedisconveyedduringfilm showsinthe

cinemahalls.Itmaybebeforeorafterthemovie.
AdvantagesofTelevision(T.V)andCinema

Itappealstomostpeopleasitisentertaining
Itmakesitpossibleforthedemonstrationoftheuseoftheproduct
Itisabletoreachboththeliterateandilliterateviewers
Theadvertisementcanbeairedoverandoveragaintomeetthetargeted

group
Theadvertisementmaybemodifiedwhenneedarise
Ithaswideappealtomanypeople
Themessagecanbeconveyedindifferentlanguages

DisadvantagesofTelevision(T.V)andCinema
Thecostofadvertisingthroughthismediaishigh
Thetelevisionsetsareexpensivetoacquire,hencemanypeoplemaynot

havethem
Theirusesarelimitedtoplaceswithelectricity
Theadvertisementmaynotlastlonger
Thetimeforairingtheinformationmaynotsuitthetargetedaudience
h)NeonSigns

Thisisaform ofadvertisementwherethemessageispassedtothepublic
throughtheuseofelectricalsignalstransmittedthroughneonlights.Theyare
usuallycommoninthebanks,airlines,jewelshops,etc
AdvantagesofNeonSigns

Theuseofdifferentcoloursmakesthem veryattractiveandcatch
attentionofdifferentpeople

Theycanbeputstrategicallymakingthem tobevisibletomanypeople
Canbeusedbothatnightandday
Theydirectthecustomeronwherethegoodsaretobefound

DisadvantagesofNeonSigns
Canonlybeusedwherethereiselectricity
Theyareexpensivetobuyandmaintain
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Themessagemaynoteasilyreachtheilliterate
AdvertisingAgencies
Thesearebusinessesthatspecializeinadvertisingworkandarehiredtocarry
outthefunctionsforotherbusinesses.Theyarepaidacommissionforthis
FunctionsofAdvertisingAgencies

iii. Theyhelptheorganizationsindesigningtheirtrademarks,logosand
advertisingmaterials

iv. Theybookspaceandairtimefortheirclientsinvariousmedia
v. Theyofferadvisoryservicestotheirclientonsellingtechniques
vi. Theyadvertiseonbehalfoftheirclients
vii. Theychooseonbehalfoftheirclientstheappropriatemediatobeused

iii. Publicity
Thisisthementioningoftheproductortheorganizationinthemassmediato
makeitbeknowntomanypeople.Theretwotypesofpublicity,thatisfree
publicity(wherethepaymentisnotrequired)andSpecialfeaturedpublicity
(wherethereispayment,forexamplesponsoringaneventinthepublic)
AdvantagesofPublicity

Itsavestheorganizationmoneyincaseoffreepublicity
Itislikelytocoverawiderregionasthepublicityisinthemedia
Theorganizationmayearncredibilityduetopositivepublicity
Theinformationmaybereceivedpositivelybythecustomersasthe

messageislikelytobemoreobjective
Itmayimprovethecompetitivenessofthefirm

DisadvantagesofPublicity
Unfavourableinformationabouttheorganizationmayreachthepublic

especiallyinfreepublicity
Itisirregularandshortlived
Mightrequirespecialoccasionoreventinordertoattractthemassmedia
Thefirm doesnothavecontrolonhowtheinformationwillappearinthe

mediaandtheextendofthecoverage
iv. Publicrelations
Aprocessofpassinginformationwithanintentionofcreating,promoting,or
maintaininggoodwillandafavourableimageoftheorganizationinthepublic.It
involvesinformingthepublicaboutthefirm’sachievementandhowitis
contributingtothecommunitywelfareanddevelopment,togetmoreapproval
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ofthepublic
Advantagesofpublicrelations

Maybeusedtocorrectthedentedimageofthefirm
Itinformsthepublicabouttheactivitiesofthefirm
Assistinupholdingthegoodimageofthefirm
Itimprovestherelationshipbetweenthefirm anditscustomers

Disadvantagesofpublicrelations
Itiscostlyintermsoftimeandfinanceinvolved
Thecustomermaymakeprematurebuyingarisingfrom thepicturecreated

bythefirm
Effectsmaytakelongbeforetheyareactuallyrealized
Itmaybedifficulttoevaluatetheimpactofthemessage,sincethe

customersarenotobligedtorespondtoit
v. Pointofpurchase(Window)display

Thisiswheretheitemsarearrangedintheshopsstrategically,allowingthe
customerstoseethem easily.Thearrangementismeanttoattractthe
customer’sattentionandinducethem tobuygoodsastheypassclosetothe
shop
AdvantagesofPointofpurchasedisplay
Mayinducethecustomertobuytheproductduetotheirarrangement
Asthecustomersgetintotheshop,theyarelikelytobuyincludingthe

othergoodsthatwerenotbeingdisplayed
Thecustomersareabletodeterminethefeaturesoftheproductwithease
Itisrelativelyacheapermethodofpromotion

Disadvantagesofpointofpurchase
Themethodonlyworkwellwiththepotentialcustomerswhoarenearthe

shopandnotfaraway
Theymayalsoattractthievesespeciallyiftheproductdisplayedisofhigh

value
Incasethearrangementdoesnotappealsomuchtothecustomers,they

maynotgetintotheshop
Itmaybeexpensivesettingupthedisplayarea

vi. DirectmailAdvertisement
Aform ofadvertisementwhichissenttothepotentialcustomersdirectlyinthe
form ofamail,forexamplethepricelistbeingsenttothepotentialcustomers
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Advantagesofdirectmailadvertisement
Itisabletoreachthetargetedgroupastheyaresenttothepotential

customerdirectly
Themessagemaybemadetosuittherequirementofthespecific

customertobe
Theremaybeanimmediaterespondonthemessage
Thepotentialcustomersincursnocosttoacquiretheinformation

Disadvantagesofdirectmailadvertisement
Somemailsmaynotgettotheintendedcustomersintime
Theprospectivecustomermayignoretheadvertisement
Maynotbeeffectivewherethecustomerneedstoexaminetheproduct
Thismethodmaybeexpensiveespeciallyintermsofmaterialandmoney
Itmayonlyappealtotheliterategrouponly

vii. Catalogue
Abookletthatgivesinformationabouttheproductthattheorganizationdealsin.
Itgivesthedescriptionabouttheproduct,thepictureaswellasthepricesofthe
product.
Advantagesofcatalogue
Itmaybeusedtoadvertisealltheproductsintheorganization
Theowner/organizationhasthetotalcontroloverthecatalogue
Itgivesdetailedinformationabouttheproduct
Itscolourfulnaturemakesitanattractivepromotiontool

Disadvantagesofcatalogue
Itisexpensivetoproduceincreasingthecostofproduction
Changeinpricemayaffectthewholecatalogue

viii. Guarantee(warrantyissue)
Anassurancegiventothecustomerthattheproductwillserveasexpectedif
usedaccordingtotheinstructionsgivenbythemanufacturer.Forthe
guaranteedperiodthesellerwillbewillingtomaintainrepairorreplacethe
productforthecustomer
AdvantagesGuarantee
Theconfidencebuiltinthecustomerbytheguaranteetothecustomers

makesthem tobuymoreproducts.
Itmaycreatethecustomersloyaltytotheproductofthefirm
Thefactthattheproductcanbereplacedifitgetsspoiltwithintheperiod

isanadvantagetothecustomer
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Disadvantagesofguarantee
Repairingorreplacingtheproductmaybeverycostlytotheorganization
Themethodmayonlybesuitableforthedurablegoods
Thecustomermaybetemptedtomishandlethegoodduringthisperiod

ix. Discount
Thisisareductioninpriceofthecommodity,allowingthebuyertopaylessthan
whathewouldhavepaidthegoods.
Typesofdiscount

Quantitydiscount:-Allowedbytradertoencouragehim/hertobuymore
quantityoftheproductbeingoffer

Tradediscount:-Allowedtoanothertraderwhoisbuyingproductsfor
resaletotheconsumers

Cashdiscount:-Allowedtothecustomertoenablehim paypromptlyfor
thegoodsbought

x. Lossleader:-Sellingthepricebelowthemarketpricetoenticethe
customertobuy

xi. Psychologicalselling:-Playingwiththecustomerspsychologyintermsof
pricingbyquotingoddpricessuchas999,199,99,etctoconvincethe
customerthatthepricehasbeenreduced

xii. Creditfacilities:-wherethecustomerisallowedtotakeaproductforhis
consumptionandpayforitlater.Thisenticesthecustomertobuymoreof
theproduct

xiii. Aftersalesservice:-theseareservicesofferedtothebuyerafterthe
goodshavebeenbought.Theymaybeintermsofpackaging,
transportationorinstallationwhichmaybeofferedtothecustomersfree
ofcharge.Thismakesthecustomertobuymoregoodswithconfidence

Salespromotion
Theseareactivitiescarriedouttoincreasethesalesvolumeofabusiness.They
areactivitiesoutoftheordinaryroutineofbusinessthatiscarriedoutbythe
sellertoincreasehissalesvolume.
Themethodsofcarryingoutsalespromotionincludesallthemethodsof
carryingoutproductpromotionasdiscussedearlier,thatis,showsandtrade
fair,showrooms,freegifts,freesample,personalselling,advertisement,window
display,creditfacilities,aftersalesservices,etc
Factorstoconsiderwhenchoosingapromotionmethod

i.Thecostofthepromotionthatiswhetherthecompanycanafforditornot,
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forsomepromotionmethodsareveryexpensivethatmaynotbeeasily
affordabletothecompany.

ii.Thenatureoftheproductbeingpromotedespeciallywhetheritrequires
demonstrationornot.Productswhichrequiresdemonstrationarebest
promotedthroughpersonalselling

iii.Thetargetedgroupfortheadvertisement,onwhethertheycanbereached
bythatmethodornot.Thepromotionmethodmustreachthetargeted
group,ifithastobeeffective

iv.Theobjectivethatthefirm wouldliketoachievewiththepromotion,and
whetherthemethodishelpingthem toachievethatparticularobjective

v.Themethodusedbythecompetitorinthemarkettoenablethem choosea
methodthatwillenablethem competefavourably

vi.Therequirementofthelawconcerningproductpromotion,toenablethem
notusewhatthelawdoesnotallow

Ethicalissuesinproductpromotion
Thesearerulesandregulationstobefollowedwhencarryingoutpromotionto
avoidviolatingotherpeopleorbusinessesright.Theyinclude;
Cheatingonperformanceoftheproducttoattractmorecustomersby

giventhem wrongandenticinginformationaboutwhattheproductcando.
Cheatingontheingredientsoftheproductbytellingthem thattheproduct

containsasuitabletypeofingredientwhichdoesnotexistjusttolurethem
tobuytheproduct

Nottellingthem thesideeffectsoftheproductwhichmayaffectthem
shouldtheycontinuouslyusetheproductduetofearoflosingcustomer

Falsepricing,especiallyacasewheretheyoverpricetheirandlateron
reducethem slightlyjusttolurethecustomer,yetexploitthem

Notcaringaboutthenegativeeffectoftheproductontheenvironment,
whichmayincludeslitteringoftheenvironmentbythepostersusedfor
advertisement

Socialculturalconflict,especiallyputtingupsomeformsofadvertisement
whichareconsideredataboobuythecommunityleavingaround,suchas
hangingabillboardofafemaleadvertisinginnerwearsnexttoachurch

Trendsinproductpromotion
Thefollowingaresomechangesthathavetakenplacetoimprovetheproduct
promotionactivities
Useofwebsite/internettoadvertiseproductworldwide,whichhas
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increasedthecoverage
Encouraginggendersensitivityandawarenessinproductpromotionto

bringaboutgenderbalance
Useofelectronicbillboardsinadvertisementtoincreasetheirvisibility

evenatnight
Intensifyingpersonalsellingbythebusinesstoreachmorecustomers
Developmentofpromotionconvoystomovefrom oneplacetotheother

withmusicanddancerstoattractmoreprospectivecustomers
Cateringfortherightsoftheyouthswhencarryingoutproductpromotion

andeveninvolvingthem incarryingoutthepromotion
Cateringfortheinterestofthosewithspecialneedswhencarryingout

advertisement
Advertisementthroughmobilephonesbysendingthem s.m.saboutthe

product

BUSINESSSTUDIESFORM THREENOTES

THEORYOFTHEFIRM
Defination:

(i)Afirm;Thisisasingleunitofbusinessorganizationthatbringstogether
thefactorsofproductiontoproduceanygivencommodity.
-Afirm mayalsobedefinedasabusinessenterpriseunderonemanagement
andcontrol.
Example;Mumiassugarfactory,BataShoeCompanye.t.c
-Firmsmaybesoleproprietorship,partnershipsorcompanies.Theymay
thereforebesmalle.g.anartisanormechanicworkinginher/hisgarageorlarge
likeamultinationallimitedcompanyproducingmanydifferentproductse.g.
coca-colacompany.
-Afirm eventhoughunderonemanagementandcontrolmayhaveseveral
branches/plants.

(ii) Anindustry;Thisreferstoallthosefirmsproducingthesameproduct
foraspecificmarket/agroupofrelatedfirmsthatcompetewithoneanotheri.e.

a)Firmsthatproducethesameproducte.g.thefirmsoperatingas
sugarmanufacturesasMumiasSugarCompany,SonySugarCompanyand
MiwaniSugarCompany.
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b)Firmsthatextractthesamerawmaterialse.g.thesaltminingfirms,
MagadiSodaCompanyandotherfirmswhichminesaltattheNorthcoast
RegionnearMalindi.

c)Firmsthatprovidesimilarservicese.g.thetransportindustrysuchas
AkambaBusservice,coastBusCompanyandEasyCoachCompany.
NOTE:Inthedefinitionofthefirm,weassumethatafirm inaunitthatmakes
decisionwithrespecttotheproductionandsaleofgoodsandservicesinthe
regard,weassumethat
-Allfirmsareprofit-maximisersi.e.theyseektomakeasmuchprofitas
possible.
-Eachfirm canberegardedasasingleconsistentdecisionmakingunit.
Thelifeofallbusinessenterprises/firmsarethereforecharacterizedbyseveral
decision-makingprocesseswhichareallaimedatfacilitatingrealizationofthe
objectives(profitmaximization)suchdecisionsmayinclude;whattoproduce
andhowmuch,whereandwhentoproduce,howmuchtoinvestandhowmuch
topricegoods/servicese.t.c
DECISIONONWHATGOODSANDSERVICESTOPRODUCE
Afirm makesanumberofimportantproductiondecisions.Someofthe
decisionmayinvolve;

i. Whattoproduce
ii. Howproductionistotakeplacee.g.whatrawmaterialsand

machineryshouldbeutilized
iii. Whereaproductionplantshouldbelocated
iv. Whentoproduce
v. Thescaleofproductione.g.howbigshouldthefactory

vi. Whenandwheretoinvest
vii. Howtheproductioncanbeimprovedandcontrolled

viii. Whattypeofbusinessactivitytoengagein
NOTE:Oneproductiondecisionmayleadtoaseriesofdecisionsrequiringtobe
madee.g.
-forafirm todecideonwhatgoodsandservicestoproduce,marketresearchto
evaluatethelikelysuccessoftheproductisnecessary.
-afterestablishingtheviabilityoftheproductinthemarket,otheractivitieslike
productdesignarecarriedout(thefirm mayconsiderredesigningexisting
products,introducingaproductsimilartotheoneinthemarketordevelopinga
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completelynewproduct.
-productionmaythenfollow
Factorsthatinfluencedecisionsonwhatgoodsandservicestoproduce
Certainfactorshavetobeconsideredbeforecommittingafirm intoproduction
ofeitheranewproduct,adoptingorredesigningtheexistingproduct.
Thesefactorsinclude;

i. Whetherthefirm isproduct-orientedormarket-oriented
Productorientedfirms:Thisiswhenthenatureoftheproductitself(its
functionsanduniquequalities)areenoughtomakesurethattheproductsells
e.g.whencarswerefirstdeveloped,itsuniquenesssoldit
Marketorientedfirms;Thesearefirmsthatproduceproductsthataremeantto
meettheconsumerneedse.g.overtimecarsarebeingdevelopedtosuit
consumerneeds.
ii. Levelofcompetition

Inordertosurviveinacompetitivemarket,firmsmustcomeupwithproducts
thatconsumersprefer.
Firmsmaythereforedevelopproductswhicharenotcurrentlyavailableorcopy
rivalsideasandimproveonthem
iii. Levelofavailabletechnology
Theleveloftechnologyhasastronginfluenceontheproductthatafirm
produces
Newinventionsandinnovationsoftenresultinnewproductsorimproved
products
-Improvedtechnologymayalsoreducethecostsofproduction.Thismeansthe
sameoutputmaybeproducedusinglessfactorsofproductionormoreoutput
maybeproducedusingthesamefactorsofproduction.

iv. Managementrole
Seniormanagementhavethesoleresponsibilityofdecidingonwhatproductto
produce.Awrongdecisionmayruinratherthanbailedtheenterprise.The
manager’sabilitytodesignaviableproductisthereforeavitalfactorinproduct
development
v. Financialviability

Inordertodeterminewhetheraproductwillbeviableornot,thecostof
productionandtheexpectedreturnsshouldbeconsidered.Fundsmayonlybe
approvedfortheproductthatpromiseslongterm benefitstothefirm.Soifthe
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benefitsoftheproductoutweighthecosts,thensuchproductwillbedeveloped
andifnotso,itwillbedropped.
vi. Amountandtypeofcapitalinthefirm
Capitalreferstomachines,equipment,factories,plantsandotherhumanmade
aidstoproduction.
Bothfinancialandphysicalcapitalfacilitatestheproductionprocess.The
amountofcapitalinabusinesswillthereforeinfluencewhatgoodsitcan
produceandinwhatqualitiesi.e.afirm withphysicalcapitalthatisveryspecific
maynotbeabletoproduceothertypeofproductse.g.aclothingfactorymay
notbeabletoproduceanyothergoodssuchascement.

Otherfactorsmayinclude;
-Needoftheconsumers
-Needforbetterqualityormorefashionableproduct
-Needforaneasiertomarketproduct
-Unmetneeds
-Needforaproductforwhichfactorsofproductionandtechnologyareeasily
available

COSTOFPRODUCTION
Def:Cost:Thisisapaymentmadetothefactorsofproductionfortheir
services.
Productioncoststhusreferstotheexpensesincurredinacquiringfactorsof
production(inputs)Thesum totalofallpaymentstothefactorsofproduction
engagedinitsproduction.

Typesofproductioncosts:
I. Opportunitycosts;Thesearevaluesofanyalternativesforgone.The

costforgonewhenthechoiceofonethingrequiresthenextbestalternativeto
beabandoned
Example:Astudentwithonlysh.50mayhavetodecideonwhethertobuyatext
bookorapairofshoes.Ifshedecidestobuyatextbook,thepairofshoeswill
havetobeforgonebecauseit’snotpossibletobuybothwithonlysh.500.
Theopportunitycostofbuyingatextbookinthiscaseisthecostofthepairof
shoeswhichwasabandoned.

II. Fixedandvariablecosts
Costsmaybeclassifiedaccordingtotheirbehaviorinrelationtovariouslevels
ofoutputasfollows:
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a)Fixedcosts
b)Variablecosts
c)Semi-variablecosts

a)Fixedcosts
Theseareexpenseswhichdonotchangewithchangesinlevelsof
output/quantityofoutput.Thesecoststhereforeremainthesamewhetherthe
firm isproducinganythingornoti.e.whetherproductionismaximum orzero.
Examples:

a)Rentforpremises/buildings
b)Depreciationchargeonphysicalfacilities
c)Salaryofadministrativestaff
d)Interestpaidonloans(borrowedcapital)
e)Liancefeese.t.c

Output(units FC(sh)
100 200
200 200
300 200
400 200
500 200
Thismayberepresentedgraphicallyas:

b)Variablecosts
Thesearecoststhatvaryproportionatelywithchangesinlevelsofoutput.This
meansthatwhenoutputdecreasesthevariablecostsdecreaseinthesame
proportionandwhenoutputincreases,theyalsoincreaseinthesame
proportion.IfnothingisproducedVC=0
Examples;

a)Paymentsonrawmaterials
b)Wagespaidtocasuallabour
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c)Water,transportandelectricitybills
Output(units) variablecost(shs)
0 0
100 200
200 400
300 600
400 800
500 1000
Thiscanberepresentedgraphicallyas;

c)Semi-variablecosts
Thesearecoststhatvaryinrelationtochangesinoutputbutnotproportionately
e.g.ifoutputdoubles,thesemi-variablecostsmightincreasebyhalf.
Thoseproductioncoststhatdonotfitineitherfixedorvariablecostsaresemi-
variablecosts.
Example

(i)Labour(permanentemployees);Nomatterwhatlevelofoutput,theirsalary
isfixed.Howeverifoneisaskedtoworkextratimeandonweekendstocope
withextraproductionlevels,thentheextracostisvariable.Thusbecauselabour
isnottotallyfixednortotallyvariable,itbecomessemi-variable.

(ii) Costoftelephonecharges.Thisisbecausethereisoftenafixedor
standingchargeplusanextraratewhichvariesaccordingtothenumberofcalls
made.
-Thussemi-variable(semi-fixed)costshavebothfixedandvariablecomponent.

Output(units) cost(sh)
0 4
1 10
2 18
3 24
4 27
5 32

(iii) Totalcosts
Totalcostisthesum ofallcostsincurredintheproductionatagivenlevelof
outputi.e.thesum offixedandvariablecosts
Totalcost=Fixedcosts+variablecosts.
-Asoutputincreasestotalcostswillalsoincrease.
Illustration
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NOTE:Ithasbeenassumedthatsemi-variablecostsarepartoffixedand
variablecosts.

(iv) Directandindirectcosts
Costscanbeclassifiedaccordingtothewaytheyaffecttheproduct.Theycan
eitherbedirectorindirectcosts.

a)Directcosts
Thesearecoststhatcanbephysicallytracedtothefinalproduct/process.
Examples

i) Rawmaterialsi.e.allthematerialsthatcanbephysicallytracedtothe
finalproduct

ii) Directlabouri.e.wagesforthosefactoryemployeesdirectlyengagedin
themanufactureoftheproducte.g.wagesformachine
operators,packers,mixers,assemblerse.t.c

iii) Packingmaterialsused.
iv) Directexpensesi.e.expenseswhicharedirectlyallocatedtoaparticular

unitofgoodsbeingmade.e.g maintenancecostsofmachinesand
equipment,designsanddrawings,hireforspecialtoolsorequipmentfor
aparticularproduction.

-Thesecostsarealsoknownasprimecosts.Theyareusuallyvariablecosts.
Indirectcosts(factoryoverheads)
Thesearecostswhichcannotbetracedordirectlyidentifiedinthefinalproduct
i.e.theycannotbeattributedtoanyspecificoutput.
Theyalsoincludethecoststhatappearinsuchsmallquantitiesthattheir
effectsarenegligible.
Examples:

i) Paymentforstationaryandotheritemssuchaslubricatingoil,
smalltools,telephoneuse,cleaningandtransportforemployees.

ii) Wagesandsalariesformanagers,supervisers,storekeepers,
clerksandwatchmen.

iii) Paymentforrent,landlease,insurance,advertising,warehousing
andauditfees.

iv)Paymentforthepowerusedintheproductionprocess
Indirectcostsarealsoknownasoverheads.Theyareusuallyfixed

costs.
Averagecosts
-Averagecostsrefertocostsperunitoutput
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-Itisdeterminedbydividingthetotalofaparticularcostbythetotaloutputat
eachlevelofoutput.(Theyarealsoknownasunitcosts)
TypesofAveragecosts

i)Averagefixedcosts
ii)Averagevariablecosts
iii)Averagetotalcosts
a)Averagefixedcosts;(AFC)

Averagefixedcost(AFC)isthetotalfixedcostateachlevelofoutputdividedby
thetotaloutputatthatlevel.
AFC=Totalfixedcosts
Totalunitsproduced

Output(units) Fixedcosts(sh) Averagefixedcosts

(AFC)

200 200

100 200 2

200 200 1

300 200 0.66

400 200

500 200

b)Averagevariablecosts(AVC)
AVCreferstototalvariablecostsateachleveldividedbythetotalunitsof
outputproducedatthatlevel.
Averagevariablecosts(AVC)=Totalvariablecosts

Totalunitsproduced
Output(units) Variablecosts(sh) AVC

100 200 2
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200 400 2

300 600 2

400 800 2

500 1000 2

c)AverageTotalCosts(ATC/AC)
Averagetotalcost(ATC)isdividedby;

i)Dividingthesum offixedandvariablecosts(totalcosts)bythetotal
unitsproduced.i.e
ATC=fixedcostsvariablecosts

Totalunitsproduced
ii)Addingaveragefixedcosts(AFC)andaveragevariablecost(AVC)i.e

ATC/AC=AFC+AVCThus
Output(units) Totalcost ATC

100 400 4

200 600 3

300 800

400 1000 2.5

500 1200 2.4

OR
Output(units) Averagefixed

costs(AFC)

(sh)

Averagev

costs

ATC=AFC+AVC

100 2 2 4

200 1 2 3
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300 0.66 2 2.66

400 0.5 2 2.5

500 0.4 2 2.4

(V)MARGINALCOSTSMC
Themarginalcostisthechangeintotalcost(ATC)whichresultsfrom aunit
changeinoutput
Marginalcostisthecostofproducingoneextraunitofoutput
E.g.whentotalcostsincreasefrom sh.300tosh.350whenanadditionalunitis
produced,thenMC=sh.50

LOCATIONOFTHEFIRM
Location;isthesiteorplacefrom whichthebusinessoperations/firm wouldbe
established.
Themanagementhastomakeappropriatedecisionsconcerningthelocationof
thefirm sinceagoodlocationwouldleadtosuccesswhileabadlocationwould
leadtofailureofthebusinessenterprise.
Factorsdeterminingthelocationofthefirm

a.Rawmaterials
Theavailabilityofrawmaterialsisoneofthefactorsthatdeterminethe
locationoffirms.Firmsshouldbelocatednearthesourceofrawmaterials
when:
(i) Therawmaterialsareheavyandbulkysothatcostsoftransporting

them tofardistanceswouldbetoohigh.
(ii) Therawmaterialsareperishable

Advantagesoflocatingfirm nearsourceofrawmaterials:
-Transportcostofrawmaterialsisminimized
-productionprocesscanrununinterruptedbecauseofconstantsupplyofraw
materialsthuscontinuousproduction
-storagecostoftherawmaterialwillbeminimized
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-Itiseasierforthefirm toselectthequalityofrawmaterialsrequired.
-Easiertogetfreshrawmaterials/undamagedrawmaterials

b.Labour(HumanResources)
Thisisdividedinto3categories;semi-skilledandunskilledlabour
-Labourintensivefirmsmustbelocatedinareaswherethereisbothabundant
labourforceandappropriatelabourforce.
-Firmsrequiringlabourofanykindmaybelocatedintheurbancentresbecause
insuchareaslabourisinplentifulsupply
-Agriculturalprocessingfirmsarefoundintheruralareas
-Locationofthefirmsnearthesourceoflabourreducesthecostoftransporting
labourforcetofactoriesandalsoreducestimewastingintransportinglabour
from far.

c.Market
Afirm maybelocatednearthemarketforitsproductstocutdownon
productioncosts.i.etoavoidthecostsinvolvedintransportationofthefinished
products.
Reasonslocatingnearmarkets
-wherethefinishedproductismorebulkyormoredifficultthantheraw
materials,thentheindustrywouldbelocatednearthemarkete.g.blocksand
bricksusedinbuildingwillbemanufacturedneartheplacewheretheyare
requiredthanthesourceofrawmaterialsbecausethefinishedproductismore
delicatetotransportandissusceptibletodamage.
-itreducesthecostoftransportingtheproductstothemarket.
-Tominimizethedamageofthefinalproduct
-wherethefinishedproductisperishableorfragile,theindustryshouldbe
locatednearthemarkettoavoidbreackagesorspoilage.Examplesare
commoditieslikemilkorbreadwhichusuallygobadveryquicklyandtherefore
needtobeconsumedimmediatelytheyareproduced.

d.TransportandCommunication
Efficienttransportisthelifelineofmodernbusinesses.Firmswillchoosethose
locationsthathavewell-developedtransportfacilitiessuchasroads,railway
lines,seaportsandairportsbecause;

i) Theyrequireconstantsuppliesofrawmaterials
ii) Theyneedtodistribute/sendoutfinishedproductstodifferent

destinations
iii) Theyneedtobeincontactwithotherbusinessassociateslikesuppliers,
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customersandcompetitors.
Poorlydevelopedtransportfacilitiesmayleadto:
-Hightransportationcostsespeciallywhererawmaterialsorthefinished
productsarebulky
-Delaysinreceivingtherawmaterialsanddistributingthefinishedproducts
-Wherecommunicationnetworkispoor,businesspeoplewillnotbeabletogive
orgetinformationintime.

e.PowerandWaterSupply
Fuelandpowerarerequiredtorunmachinesandensuressmoothoperations
forthebusiness.
Waterisrequiredforcleaning,coolingandevenasarawmaterial.Theyare
thereforestrongfactorsindeterminingthelocationofafirm i.e.firmsthat
requirealotofpowerandwaterneedtobelocatedwherethereisadequate
supplyofthesefactors.

f.Governmentpolicy
Thegovernmentmayformulatepoliciesthatmayhaveimplicationsonthe
locationofthefirms,especiallywithregardtophysicalplanning.Suchplanning
maybeaimedatcheckingrural-urbanmigration,environmentaldegradationor
forstrategicconcerns.
Thegovernmentmaythereforeencouragethedevelopmentoffirmsinsome
areasbyofferingconcessionstoindustrialistssuchas:

a)Offeringfreeorcheapland
b)Reductionoftaxes
c)Offeringsubsidies
d)Offeringdirectfinancialassistance
e)Improvementofinfrastructure

Otherfactors:
Proximitytosourceofcredit:Somefirmsthatneedcredittofinancetheir
operationsfrom timetotimemightrequirelocatingnearareliablesourcefor
suchfunds
Availabilityofsecurityservices:Thisisanimportantconsiderationwhen
decidingwhereafirm willbelocatedasthishasimplicationsinalmostall
factorsofproduction.Firmswilltendtoavoidlocationsthatdonothave
adequatesecurity.
Socialamenities:Somefirmstakeintoaccountvariousactivitiesand
institutionsthatwillbenefittheiremployees.Suchwillincludehospitals,schools,
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socialhallsorstudios.
Availabilityforampleroom forexpansion:Businesseswilltendtoprefer
locationsthatcanprovideampleroom forexpansioninfuture.Thiswill
eliminatetheneedforrelocationwhenthefirm experiencesexpansion
Climate:Thisisanimportantfactorforagro-basedbusinesses(suchas
floriculture,horticulture,dairyfarminge.t.c)whichhavetoseeklocationswith
suitableclimaticconditions
LOCALISATIONANDDELOCALIZATIONOFFIRMS
LOCALISATIONOFFIRMS
Localisationoffirmsmeanstheconcentrationofsimilarfirmsinoneparticular
area/region.
Subsidiaryindustriesusuallydeveloparoundthemainindustries,eithertouse
theby-productsofthemainindustriesortosupplythem withcomponentparts.
Thefactorswhichencouragelocalizationoffirmsinclude:

i) Awelldevelopedinfrastructureinanareawhichattractsfirmsintothat
area

ii) Availabilityoflargepopulationwhichmayprovidebothlabourand
market

iii) Interdependenceamongvariousfirmsinareassuchastrainingof
personnel

iv) Governmentpolicyrequiringfirmstobelocatedinacertainarea
v) Availabilityofrawmaterialsinacertainarea
vi) Availabilityofancillaryservicessuchasbanking,insuranceand

warehousing
Advantagesoflocalization
Serviceindustries/Ancillaryservices:Itencouragestheestablishmentof
supportbusinessenterprisese.g.ifmanyfirmsarelocatedinoneregion,
institutionssuchasbanks,insurancecompaniesanddistributorsarelikelyto
setupbusinessesintheareatoofferservicesrequired
Creationofpooloflabour:Whenindustriesareconcentratedinonearea,people
tendtomigratetothatregioninsearchofemploymentthusencouraging
creationofapooloflabourforce.Thisenablesfirmstomeettheirlabourforce
requirements.
Creationofsubsidiaryindustries:Localisedfirmsarelikelytoattractothers
whichusethefinishedproductsoftheestablishedfirmsasrawmaterialsor
sellingrawmaterialstotheexistingfirms.
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Disposalofwaste:Localisedfirmsareabletoeasilydisposeofftheirwasteby
eithersellingthem tootherfirmsforrecyclingorbyjointlyundertakingwaste
disposalprojects.
Creationofemployment:Itencouragescreationofemploymentopportunitiesin
theregion(itcreatesinterestsinthetypeoflabourrequiredtherebyleadingto
creationofemploymentopportunities.
Developmentofinfrastructure:Concentrationoffirmsinoneareaencourages
developmentofthenecessaryinfrastructuresuchaswatersystems,roads,
communicationnetwork,healthandeducationfacilitiesintheregion
Economiesofscale:Firmscancombinetoemploybenefitsoflarge-scale
productionforthebenefitsofconsumers.
Reductionincosts:Firmsthatdependoneachotherforinputsordisposalof
outputsareabletosaveontransportcostswhentheyarelocatedneareach
other.
Disadvantagesoflocalization
Adverseenvironmentalproblems:Concentrationoffirmsinoneregionmay
haveanegativeimpactonenvironmentinthatregione.g.emissionsfrom
factoriesmaycausebothairandwaterpollution;theremayalsobenoise
pollutionandpoordisposalofrefuse.
Unbalancedregionaldevelopment:Localisationoffirmsmayleadtoregional
imbalanceindevelopment.Forinstance,areasofindustrialconcentrationtend
toenjoyprovisionofsocialamenitiesintermsofroads,schools,hospitalsand
otherfacilitieswhileotherregionssuffer.Thismaycausedissatisfactionamong
thecitizensanddisturbnationalcohesionandunity.
Rural-urbanmigration:Localisationofindustriescontributestorural-urban
migration.Peoplemigratefrom ruraltourbanregionsinsearchofemployment
andbetterlivingconditions.Suchmovementsmaycause;

i) Openunemploymentintownswhileinruralareastheymaycause
labourdeficiency

ii) Increasedpopulationintheareasofindustrialconcentrationsparkinga
seriesofproblemssuchascongestion,increasedrateofcrime,poor
livingconditions,spreadofdiseasese.g.HIVandhousingproblems.

Possiblemassiveunemployment:Afallindemandofproductsproducedby
localizedfirmswouldresultintoawidespreadunemploymentintheaffected
area.
Strategicreasons:Theconcentrationoffirmsinoneareaisriskyforacountry
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especiallyintimesofwarorterrorism activitiesassuchareeasytargetsfor
attack.Thismaydestroythecountry’sindustrialbase/capabilitywhichmaytake
manyyearstorebuild.
Dependence:Localisationoffirmsinoneareacreatesanover-dependenceon
theproductsofasingleindustry.Incaseofacalamity,thesupplyoftheproduct
from thefirmsmaybedisrupted,resultinginseriousshortages.
Delocalizationoffirms
Delocalizationreferstoestablishmentoffirmsindifferentpartsofthecountry
asopposedtolocalizationwherefirmsareconcentratedinonearea.
Delocalizationisusuallyadeliberategovernmentpolicyofencouraging
establishmentoffirmsinvariouspartsofthecountry,andisapplicableunder
thefollowingcircumstances:
-wherethereisneedtocurbmigrationtocertaintowns
-Duetoneedtoreducetherateofurbanunemployment
-Inordertoachievebalancedeconomicdevelopment
-Asameasureofreducingpollutionandsocialevilsincertainurbanareas
Advantagesofdelocalization
Employmentcreationinmanypartsofthecountry:itprovidesemployment
opportunitiestopeoplelivinginruralareastherebyimprovingthepeoplesliving
standardsandreducingrural-urbanmigration.
Balancedeconomicdevelopment/balancedregionaldevelopment:economic
developmentisinitiatedformany,ifnotallpartsofthecountry.Thispromotes
nationalcohesionandunity;andalsoreducesrural-urbanmigration.
Marketforrawmaterials:delocalisationcreatesmarketforlocallyproducedraw
materialstherebycreatingemploymentandearningproducersincome.
Urbanization:Thisacceleratestherateofurbanizinginmanypartsofthe
country,especiallytotheruralareas.
Servicedeliverytoruralareas/Developmentofsocialamenities:Itencourages
thegrowthofbothsocialamenitiessuchashospitals,schoolsandsecurity
firmsandinfrastructure.
Reducestheeffectscausedbyoccurrenceofwar,terrorism attacksor
earthquakes.
Disadvantages

a)Difficultyofattractingrequisitepersonnel;Thisismainlyintheremoteor
ruralareaswherethedelocalisationmaybedone.Theseareasdonotusually
havethecomfortofsocialamenitiesoftheurbanareas,henceareless
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appealingtohighlyqualifiedpersonnel.
b)Difficultyofaccessingcertainassentialservices;Theseareservicesthat

maynotbeintheruralareaswheredelocalisationisdonee.g.banks,insurance
co’se.t.c

c)Spreadofpollution,congestionandsocialevils;Thesevicesspreadto
variouspartsofthecountry.

d)Taxburden;Theincentiveswhichareprovidedbythegovernmentto
promotesmoothrelocationareexpensiveandareanextraburdentothetax
payer.

e)Security;Thismaybeaproblem insomeareas.
f)Substandardgoods;Continuedprotectionfrom foreigncompetitionbythe

governmentmaymakethefirm tocontinueproducingsubstandardproducts.
ECONOMIESOFSCALE
Economiesofscalearethebenefitsthefirm orindustryderivesfrom expanding
itsscaleofproduction/theadvantagesofoperatingonlargescale.
Therearetwotypesofeconomiesofscale;

i) Internaleconomiesofscale
ii) Externaleconomiesofscale
i) Internaleconomiesofscale

Theseareadvantagesthataccruetoasinglefirm asitsproductionincreases,
independentofwhathappensintheotherfirmsintheindustry.
Internaleconomiesofscaleresultfrom anincreaseinthelevelofoutputand
cannotberealizedunlessoutputincreases.
Theinternaleconomiesofscalemaybeachievedbyasingleplantofthefirm or
theymayarisefrom anincreaseinthenumberofplants.
Theinternaleconomiesofscaleinclude:

i) Marketingeconomies(Buyingandsellingeconomies)
Thesearethebenefitswhichafirm derivesfrom largepurchasesofinputsor
factorsofproductionduetothediscountsofferedintheprocesse.g.tradeand
quantitydiscounts
Thefirmsmayalsoincurlesscostperunitintransportationofthegoods
bought
Sellingeconomiesofscalearisefrom thedistributionandsaleofthefinished
productasthescaleofproductionincreases,i.e.itislikelytoincurlesscostper
unitinareassuchasadvertising,distributione.t.c

ii)Financialeconomies;Asafirm grows,itsassetsalsoincrease.These
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assetscanbeusedassecuritytoborrowmoney/loanfrom financialinstitutions
atlowinterestrates.
Largefirmscanalsoraisemorefundsthroughsellingandbuyingofsharesand
debentures.

iii)Riskbearingeconomies;Largefirmscanreducerisksinvolvedinthe
marketfailurethroughdiversificationofproductsormarkets.
Diversificationofmarketsorproductscanbedonesothat:

a)Failureofoneproductisoffsetbythesuccessofotherproducts
b)Afailureofaproductinonepartofthemarketmaybeoffsetbythe

successofthesameproductinanotherpartofthemarket
-Largescalefirmsarealsoabletoobtainsuppliesfrom alternativesourcesso
thatfailureinonedoesnotsignificantlyaffecttheactivitiesofthefirm.
iv)Managerialeconomies/staffeconomies
Largefirmsareabletohire/employspecializedstaffandmanagement.This
increasesthefirmsefficiencyandproductivityi.e.

a)Thestaffisabletomakeviabledecisionsthatcangoalongwayin
increasingthefirmsoutput.

b)Thefirm/managementisalsoabletoputinplacebetterorganizational
structureswhichallowfordepartmentalizationandsubsequentdivisionof
labour.Divisionoflabourleadstospecializationandhencetheoverall
increaseinthefirmsoutput.

-thecostsofhiring/employingthespecializedstaff/managementarespread
overalargenumberofunitsofoutputofvariablecostofproduction.Thus,the
costoflabourisminimizedwhenproductionincreasesleadingtoincreased
profits.
v) Technicaleconomies:
Thesearebenefitsthataccruetoafirm from theuseofspecializedlabourand
machinery.Largefirmshaveaccesstolargecapitalwhichtheyutilizetoobtain
thosemachinesandhirethespecializedlabour.Themachinesusethelatest
technologyandareputtofulluse,makingthefirm productionmoreefficienti.e.
costofthemachinesandlabourarespreadovermanyunitsofoutputhence
lesscostlybutgivinghigherprofits.
vi)Researcheconomies:
Largefirmscanaffordtocarryoutresearchintobettermethodsofproduction
andmarketing.(Researchisnecessarybecauseoftheincreasedcompetitionin
thebusinessworldtoday)Thisimprovesthequalityoftheproductsand
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increasesthesalesandprofitsmadebythefirm.
vii) Staffwelfareeconomies:

Largefirmscaneasilyprovidesocialamenitiestotheiremployeesincluding
recreations,housing,education,canteensandwiderangeofallowances.These
amenitiesworkasincentivestoboostthemoraleoftheemployeestowork
harderandincreasethequalityandquantityofoutput.Thisleadstohighersales
andprofits.

viii)Inventoryeconomies
Alargesizedfirm canestablishwarehousestostockrawmaterialsand
thereforeenjoylargestocksofrawmaterialsforusewhentherawmaterialsare
inshortsupply.Thus,thefirm canavoidproductionstoppagesthatcanbe
occasionedbyshortagesoftherawmaterials.Thesuppliersofsuchmaterial
maybesoldatahigherpricetorealizeprofit.

Externaleconomiesofscale:
Externaleconomiesofscalearethosebenefitswhichaccruetoafirm asa
resultofgrowthofthewholeindustry.Theyarerealizedbyafirm duetoits
locationnearotherfirms.Theyinclude;

a)Easieraccesstolabour:Wheremanyfirmsarelocatedinoneareaapool
oflabourofvariousskillsisusuallyavailable.Thereforefirmsrelocatingto
theareafinditeasytoobtain.

b)Improved/efficientinfrastructure:Usuallywheremanyfirmsarelocated,
infrastructurewouldbehighlydevelopede.g.roads,power,waterand
communicationfacilities.Firmsrelocatinginthatareathusenjoythe
servicesofinfrastructurealreadyinplace.

c)Firmsmaybeabletodisposeofftheirwasteproducteasily
d)Readymarketmaybeavailablefrom thesurroundingfirms
e)Readilyavailableservicessuchasbanking,insuranceandmedicalcare
f)Adequatesupplyofpowerduetolargevolumeofconsumptione.t.c

Diseconomiesofscale
Afirm cannotcontinuetoexpandindefinitelyorwithoutalimit.Asafirm grows
orindustryexpands,thebenefitsthefirm canreaporgetfrom suchgrowthor
expansionhavealimit.
Anyfurtherexpansioninthescaleofproductionbeyondthelimitwillactually
createnegativewhichwouldincreasethecostofproduction.
Thenegativeeffectstoafirm duetoitssizeorscaleofproductionarereferred
toasdiseconomiesofscale.
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Diseconomiesofscalearethereforetheproblemsafirm experiencesdueto
expansion.
Sourcesofdiseconomiesofscale
Diseconomiesofscalemayarisefrom:

a)Managerialfunctionswhichbecomeincreasinglydifficulttoperform asthe
firm expands.Communicationandconsultationstakemoretimethan
before.

b)Changingconsumertasteswhichmaynotbefulfilledimmediatelybecause
decision-makingmaytaketoolong.

c)Increaseinthecostsoftransportingrawmaterials,componentsand
finishedproducts.

d)Labourunrestordisputesandlackofcommitmentfrom theemployees
becausetheyarenotinvolvedindecisionmaking

e)Stoppageofproductionprocesswhendisputesarisesinceallproduction
stagesareinterdependentandlabourspecialized.

f)Lackofadequatefinancesforfurtherexpansionofthefirm.
Therearetwoformsofdiseconomiesofscalefizinternaldiseconomiesand
externaldiseconomiesofscale.

Internaldiseconomiesofscale
Thesearetheproblemsafirm experiencesasaresultoflargescaleproduction
duetoitspersistentgrowth.Theyinclude;

i) Managerialdiseconomiesofscale
Thesearethelosseswhichmayariseduetothefailureofmanagementto
superviseandcontroltheoperationsproperly.Thismaybebecausethefirm is
largeresultinginto;

a)Difficultiesincontrollingandcoordinatingthedepartmentsleadingtolaxity
amongemployees.

b)Difficultindecisionmakingandcommunicationandco-ordinationbetween
managementandworkers.Delaysindecisionmakingmeanslost
opportunities.

c)Impersonalrelationshipbetweenmanagementandworkers,andstaff
problemsnoteasilyestablishedwhichcouldleadtolowmorale,disputes,
unrests/skills.

d)Anincreaseinmanagementtasksleadingtoincreaseinnumberand
impactofrisksi.e.anyerrorinjudgementonthepartofmanagementmay
leadtobiglosses.
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ii) Marketingdiseconomiesofscale
Thesearelosseswhichmayariseduetochangesinconsumertastes.These
maybeasaresultof;

a)Achangeintastesleadingtofallindemandforthefirmsproducts.Alarge
firm mayfinditdifficulttoimmediatelyadjusttothechangesinthetastes
ofconsumers,henceitwillexperiencefallinitsscale.

b)Anincreaseinthescaleofproduction,whichleadstohigherdemandfor
factorofproductionsuchaslabour,rawmaterialsandcapital.Thiswill
resultintohigherpricesforthem.Thiswillpushupthepricesofthegoods
andservicesproduced,whichwillcauseafallinsales.

iii) Highoverheadcosts
Whentheoutputofafirm increasesbeyondacertainlimit,somefactorsmay
setintoincreasetheaveragecosts.e.gtheoverheadcostsincurredin
productionandmarketingactivitiesmayincrease.Thisisbecausefirmsmay
intensifytheirpromotionalcampaign,incurheavytransportexpensesandbe
forcedtooffergenerousdiscountsinanefforttoattractmoreclients.All
thesearefactorsthatmayincreaseoverheadswithoutanycorresponding
increaseinrealbenefitstothefirm.
iv) Financialdiseconomiesofscale
Thesearelosseswhichmayariseduetoafirm’sinabilitytoacquireadequate
financesforitsexpansion.Thiswillpreventthefirm from expandingfurther
therebylimitingitscapacitytoincreasethevolumeofitsoutput.

Externaldiseconomiesofscale
Thesearedemeritsthataffirm experiencesasaresultofgrowthoftheentire
industry.Theseinclude;
-scrambleforrawmaterials
-unavailabilityoflandforexpansion
-scrambleforavailablelabour
-competitionforavailablemarket
-easytargetsespeciallyintimesofwar
Existenceofsmallfirmsinaneconomy
Asthefirm growsinsize,itsscaleofproductionincreases.However,manyfirms
remainsmalleventhoughtheyfacestiffcompetitionfrom largerfirms.Someof
thereasonsforexistenceofsmallscalefirmsinclude;

a)Sizeofthemarket
Large-scaleproductioncanonlybesustainedbyahighdemandforaproduct.If
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thedemandforaproductislow,itmaynotbeadvisableforafirm toproduceon
alargescale,henceitwillremainsmall.

b)Natureoftheproduct;
Thenatureoftheproductsometimesmakesitimpossibletoproduceinlarge
quantitiese.g.personalservicese.g.hairdressing,paintingornursingcanonly
beprovidedbyanindividualorasmallfirm.

c)Simplicityoforganization
Smallfirmshavetheconsiderableadvantageofsimplicityinorganization.They
avoidbureaucracy,wastageandmanagerialcomplexityassociatedwithlarge
scaleorganizations.
Whereafirm intendstotakeadvantageofsimplicity,theproprietormay
maintainitssmallfirm.

d)Flexibilityofsmallfirms
Smallfirmsareflexiblei.e.onecaneasilyswitchfrom onebusinesstoanother
whereanownerofabusinesswishestomaintainflexibilitysoastotake
advantageofanynewopportunity,he/shemayhavetomaintainasmallfirm.

e)Quickdecisionmaking
Inasituationwhereproprietorswanttoavoiddelayindecision-making,they
mayopttomaintainasmallbusinessasthiswouldinvolvelessconsultation.

f)Beliefthatasmallfirm ismoremanageable
Manysmallbusinesseshavethepotentialofexpansion,yettheirownersprefer
tohavethem remainsmallbelievingthatbigbusinessesaredifficulttorun.

g)Risingcostsofproduction
Insituationswhereproductioncostsrisetoofast,suchthatdiseconomiesof
scalesetisveryearly,thefirm hastoremainsmall.

h)Needtoretaincontrol
Inordertoretaincontrolandindependence,theownersofthefirm maywishto
keepitsmall.

i)Legalconstraints/Governmentpolicy
Insomesituations,thelawsmayrestrictthegrowthofafirm.Insuch
circumstancestheexistingfirmsremainsmall.

j)Smallcapitalrequirements
Asopposedtolargescalefirms,smallfirmsrequirelittleamountsofcapitalto
startandoperate.
Implicationofproductionactivitiesonenvironmentalandcommunityhealth
Asproductionactivitiestakeplaceinagivenarea,theenvironmentandthe
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healthofthecommunityaroundmaybeadverselyaffectedbytheseactivities.
Someoftheseeffectsinclude:

a)Airpollution
Thisiscausedbywastewhichisdischargedintotheatmosphereleadingto
contaminationoftheair.Suchwastemaybeinfunsofindustrialemissionsand
toxicchemicalsfrom thefirms.Thesepollutantscauseair-bornediseases.Acid
rainduetosuchemissionmayalsoaffectplants.
PRODUCTMARKET
Theterm ‘market’isusuallyusedtomeantheplacewherebuyersandsellers
meettotransactbusiness.InBusinessstudies,however,theterm ‘market’is
usedtorefertotheinteractionofbuyersandsellerswherethereisanexchange
ofgoodsandservicesforaconsideration.
NOTE:Thecontactbetweensellersandbuyersmaybephysicalorotherwise
henceamarketisnotnecessarilyaplace,butanysituationinwhichbuyingand
sellingtakesplace.Amarketexistswheneveropportunitiesforexchangeof
goodsandservicesareavailable,madeknownandusedregularly.
Definition:
i) Productmarket;Isaparticularmarketinwhichspecificgoodsandservices

aresoldandwithparticularfeaturesthatdistinguishitfrom theother
markets.

-Thefeaturesaremainlyintermsofthenumberofsellersandbuyersand
whetherthegoodssoldarehomogeneousorheterogeneous
-Productmarketisalsoreferredtoasmarketstructure.
-Marketsmaybeclassifiedaccordingtothenumberoffirmsintheindustryor
thetypeofproductssoldinthem.
TYPESOFPRODUCTMARKET
Thenumberoffirmsoperatinginaparticularmarketwilldeterminethedegree
ofcompetitionthatwillexistinagivenindustry.Insomemarketsthereare
manysellersmeaningthatthedegreeofcompetitionisveryhigh,whereasin
othermarketsthereisnocompetitionbecauseonlyonefirm exists.
Whenmarketsareclassifiedaccordingtothedegreeofcompetition,thereare
fourmaintypes,theseare;
i)Perfectcompetition
ii)Puremonopoly(monopoly)
iii)Monopolisticcompetition
iv)Oligopoly
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i) Perfectcompetition
Theword‘perfect’connotesanidealsituation.
Thiskindofsituationishoweververyrareinreallife;aperfectcompetitionis
thereforeahypotheticalsituation.
Thisisamarketstructureinwhichtherearemanysmallbuyersandmany
sellerswhoproduceahomogeneousproduct.Theactionofanyfirm inthis
markethasnoeffectonthepriceandoutputlevelsinthemarketsinceits
productionisnegligible.
FeaturesofPerfectCompetition
a) Largenumberofbuyersandsellers:Thebuyersandsellersaresomany
thatseparateactionsofeachoneofthem havenoeffectonthemarket.This
impliesthatnosinglebuyerorsellercaninfluencethepriceofthecommodity.
Thisisbecauseasinglefirms(sellers)supplyoftheproductissosmallin
relationtothetotalsupplyintheindustry.Similarly,thedemandofonebuyeris
sosmallcomparedtothetotaldemandofonebuyerissosmallcomparedto
thetotaldemandinthemarketthathe/shecannotinfluencetheprice.
Firms(suppliers)insuchamarketstructurearethereforepricetakersi.e.they
accepttheprevailingmarketpricefortheirproducts.
b)Identicalorhomogeneousproducts:Commoditiesfrom differentproducers

areidenticalinallaspectse.g.size;brandandqualitysuchthatonecannot
distinguishthem.Buyerscannotthereforeshowpreferencefortheproducts
ofonefirm overthoseoftheother.

c)Perfectknowledgeofthemarket:Eachbuyerandsellerhasperfect
knowledgeaboutthemarketandthereforenoonewouldaffectbusinessat
anypriceotherthantheequilibrium price(marketprice).Ifonefirm raisesthe
priceofitscommodityabovetheprevailingmarketprice,thefirm willmake
nosalesinceconsumersareawareofotherfirmsthatareofferingalower
pricei.e.marketprice.Allfirms(sellers)arealsoassumedtoknowtheprofits
beingmadebyotherfirmsintheindustry(insellingtheproduct)

d)Freedom ofentryorexitintheindustry;Thebuyersandsellershavethe
freedom toenterandleavethemarketatwilli.e.firmsarefreetojointhe
marketandstartproductionsolongastheprevailingmarketpriceforthe
commodityguaranteesprofit.Howeverifconditionschangethefirmsare
freetoleaveinordertoavoidmakingloss.
Inthismarketstructure,itisassumedthatnobarrierexistsinenteringor
leavingtheindustry.
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e)Uniformityofbuyersandsellers;Allbuyersareidenticalintheeyesofthe
seller.Therearetherefore,noadvantagesordisadvantagesofsellingto
particularbuyers.Similarly,allthesellersareidenticalandhencetherewould
benospecialbenefitderivedfrom buyingfrom acertainsupplier.

f)Nogovernmentinterference;Thegovernmentplaysnopartintheoperations
oftheindustry.Thepriceprevailinginthemarketisdeterminedstrictlybythe
interplayofdemandandsupply.Thereshouldbenogovernmentintervention
inform oftaxesandsubsidies,quotas,pricecontrolsandotherregulations.

g)Noexcesssupplyordemand;Thesellersareabletosellallwhattheysupply
intothemarket.Thismeansthatthereisnoexcesssupply.Similarly,the
buyersareabletobuyallwhattheyrequirewiththeresultthatthereisno
difficultinsupply.

h)Perfectmobilityoffactorsofproduction;Theassumptionhereisthat
producersareabletoswitchfactorsofproductionfrom producingone
commoditytoanotherdependingonwhichcommodityismoreprofitableto
sell.Factorsofproductionarealsofreelymovablefrom onegeographical
areatoanother.

i)Notransportcosts;Theassumptionhereisthatallsellersarelocatedinone
area,thereforenoneofthem incursextratransportcostsorcarriageofgoods.
Thesellerscannothencechargehigherpricestocoverthecostoftransport.
Buyers,ontheotherhand,wouldnotprefersomesellerstoothersinan
attempttocutdownontransportcosts.

NOTE:Themarket(perfectcompetition)hasnormaldemandandsupplycurves.
Theindividualbuyersdemandcurveishowever;perfectlyelasticsinceonecan
buyallwhathe/shewantsattheequilibrium price.Similarly,theindividual
sellerssupplycurveisalsoperfectlyelasticbecauseonecansellallwhat
he/sheproducesattheequilibrium price.
Perfectcompetitionmarketholdonthefollowingassumptions;
i)Therearenotransportcostsintheindustry
ii)Buyersandsellershaveperfectknowledgeofthemarket
iii)Factorsofproductionareperfectlymobile
iv)Thereisnogovernmentinterference
Examplesofperfectcompetitionsareverydifficulttogetinthereallifebut
sometransactionse.g.onthestockexchangemarket,areveryclosetothis.
Criticism oftheconceptofperfectcompetition
Inreality,thereisnomarketinwhichperfectcompetitionexists.Thisisdueto
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thefollowingfactors:
i)Veryfewfirmsproducehomogenousproducts.Eveniftheproductswere

fairlyidentical,consumersareunlikelytoviewthem assuch.
ii)Inrealsituations,consumersprefervarietyforfullersatisfactionoftheir

wants;hencehomogenousproductsmaynotbeverypopularinthese
circumstances.

iii)Thereisacommontendencytowardslarge-scaleoperation.Thistendency
worksagainsttheassumptionofhavingmanysmallfirmsinanindustry.

iv)Firmsarenotfoundinoneplacetocutdownontransportcostsasthis
marketstructurerequires.

v)Governmentsusuallyinterfereinbusinessactivitiesinavarietyofwaysinthe
interestoftheircitizens.Theassumptionofnon-interferencebythestateis
thereforeunrealisticinrealworldsituations.

vi)Informationdoesnotfreelyflowinrealmarketssoastomakebothsellers
andbuyersfullyknowledgeableofhappeningsinallpartsofagivenmarket.

MONOPOLY
Amonopolyisamarketstructureinwhichonlyonefirm producesacommodity
whichhasnoclosesubstitutes.
Someofthefeaturesinthismarketstructureare:
a)Onesellerorproducer;supplyingtheentiremarketwithaproductthathasno

closesubstituteconsumersthereforehavenooptionbuttousethe
commodityfrom themonopolisttosatisfytheirneed.

b)Manyunorganizedbuyers;inthemarketthebuyerscompeteforthe
commoditysuppliedbythemonopolyfirm.

c)Themonopolyfirm istheindustry;becauseitsuppliestheentiremarket,the
firmssupplycurveisalsothemarketsupplycurve,andthedemandcurveof
thefirm isalsothemarketdemandcurve.

d)Entryintothemarketisclosed;suchbarriersareeitherputbythefirm orthey
resultfrom advantagesenjoyedbythemonopolyfirm e.g.protectionbythe
government.

e)Hugepromotionalandsellingcosts;areincurredinordertoexpandthe
marketbaseandtomaintaintheexistingmarket.Thisalsohelpstokeep
awaypotentialcompetitors.

f)Themonopolyfirm isapricemakerorapricegiver;thefirm determinesthe
priceatwhichitwillsellitsoutputinthemarket.Itcanthereforeincreaseor
reducethepriceofitscommodity,dependingontheprofititdesirestomake.
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g)PriceDiscriminationismaybepossible;Thisisasituationwherethefirm
chargesdifferentpricesforsamecommodityindifferentmarkets.

Pricediscriminationmaybefacilitatedbyconditionssuchas;
Consumersbeingindifferentmarketssuchthatitisdifficultforonetobuy

theproductinthemarketwhereitischeaper.
Theproductionofthecommodityisinthehandsofamonopolist.
Marketseparation.

Marketseparationmaybebasedonthefollowingfactors;
Geographical;Goodsmaybesoldatdifferentpricesindifferentmarkets.
Income;Sellermaychargedifferentpricesforhis/herproductstodifferent

categoriesofconsumersdependingontheirincome.
Time;afirm maysellthesamecommodityatahigherpriceduringthe

peakperiodandlowerthepriceduringtheoffpeakperiod.
Sourcesofmonopolypower
i)Controlofanimportantinputinproduction;Afirm maycontrolastrategic

inputortheentirerawmaterialsusedintheproductionofacommodity.Such
afirm willeasilyacquiremonopolybynotsellingtherawmaterialsto
potentialcompetitors.

ii)Ownershipofproductionrights;wheretherighttoproductionorownershipof
commodityi.e.patentrights,copyrightsandroyaltiesbelongtoonepersonor
firm,then,thatcreatesamonopoly.Similarly,ifthegovernmentgiveslicence
toproduceacommoditytoonefirm,thenthiswillconstituteamonopoly.

iii)Internaleconomiesofscale;Theexistenceofinternaleconomiesofscale
thatenableafirm toreduceitsproductioncoststothelevelthatotherfirms
cannotwillforcetheseotherfirmsoutofbusinessleavingthefirm asa
monopoly.

iv)Sizeofthemarket;wherethemarketisrathersmallandcanonlybesupplied
profitablybyonefirm.

v)Additionalcostsbyotherfirms;Afirm mayenjoymonopolypositionina
particularareaifotherfirmshavetoincuradditionalcostssuchastransport
inordertosellinthearea.Theseadditionalcostsmayincreasethepricesof
thecommoditytothelevelthatitbecomeslessattractivehencegivingthe
localfirm monopolystatus.

vi)Whereagroupoffirmscombinetoactasone;Somefirmsmayvoluntarily
combine/amalgamateorworktogetherforthepurposeofcontrollingthe
marketoftheirproduct.Examplesarecartels
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vii) Restrictivepractices;Afirm mayengageinrestrictivepracticesin
ordertoforceotherfirmsofbusinessandthereforebeleftasamonopoly.
Suchpracticesmayincludelimitpricingi.e.whereafirm sellsitsproductsat
averylowpricetodriveawaycompetitors.

viii) Financialfactors;wheretheinitialcapitaloutlayrequiredisverylarge,
therebypreventingotherfirmsfrom enteringthemarket.

ix)Wherethegovernmentestablishesafirm andgivesitmonopolypowerto
produceandsell‘cheaply’(GovernmentPolicy)

Advantagesofmonopoly
i. Amonopolyisabletoprovidebetterworkingconditionstoemployees

becauseofthehighprofitsrealised
ii. Insomemonopolies,highstandardsofservices/goodsareoffered

iii. Monopoliesalwaysenjoyeconomiesofscale.Thismayhelptheconsumerin
thatthegoodssuppliedbyamonopolywillbearlowerprices.

iv. Amonopolistmayusetheextraprofitearnedtocarryoutresearchandthus
producehigherqualitygoodsandservices.

v. Theconsumerisprotectedinthatessentialservicessuchaswaterand
powersupplyisnotlefttoprivatebusinesseswhowouldexploitthe
consumers.

Disadvantagesofmonopoly
i. Amonopolistcancontroloutputsoastochargehighprices

ii. Consumerslackfreedom ofchoiceinthattheproductproducedbya
monopolyhasnosubstitute

iii. Lowqualityproductsmaybeavailedtoconsumersduetolackofcompetition.
MONOPOLISTICCOMPETITION
Monopolisticcompetitionisamarketstructurethatfallswithintherangeof
imperfectcompetitioni.e.fallsbetweenperfectcompetitionandpuremonopoly.
Itisthereforeamarketstructurethatcombinestheaspectsofperfect
competitionandthoseofamonopoly.
Sinceitisnotpossibletohaveamarketthatisperfectlycompetitiveoramarket
thatispuremonopolyinrealworld,allmarketstructuresinrealworldlie
betweenthetwoandarethusknownasimperfectmarketstructures.
Inamonopolisticmarket,therearemanysellersofasimilarproductwhichis
madetolookdifferent.Thisisknownasproductdifferentiation.Thesesimilar
productsaremadedifferentthroughpackaging,design,colour,brandinge.t.c
Thefollowingaretheassumptionsofamonopolisticcompetition.
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i. Alargenumberofsellers;Whooperateindependently.
ii. Differentiatedproducts;Eachfirm manufacturesaproductwhichis

differentiatedfrom thatofitscompetitors,yettheyarerelativelygood
substitutesofeachother.Thedifferencesmayberealinthatdifferent
materialsareusedtomaketheproductormaybeimaginaryi.e.created
throughadvertising,branding,colour,packaginge.t.c

iii. Nobarrierstoentryorexitfrom industry;Thereisfreedom ofentryintothe
industryfornewfirmsandforexistingfirmstoleavetheindustry.

iv. Firmssettheirownprices;Thepricesaresetdependingonthecostsincurred
inproductionandthedemandinthemarket.

v. Nofirm hascontroloverthefactorsofproduction;Eachfirm acquiresthe
factorsattheprevailingmarketprices.

vi. Presenceofnon-pricecompetitions;Sinceproductsareclosesubstitutesof
eachother,heavyadvertisingandothermethodsofproductpromotionare
majorcharacteristicsoffirmsinmonopolisticcompetition.

vii. Buyersandsellershaveperfectknowledgeofthemarket.
OLIGOPOLY
Thisisamarketstructurewheretherearefewfirms.Thefirmsarerelatively
largeandcommandasubstantialpartofthemarket.Itisamarketstructure
betweenthemonopolisticcompetitionandmonopoly.
TypesofOligopoly
Oligopolymaybeclassifiedaccordingtothenumberoffirmsorthetypeof
productstheysell.Theyinclude:

a)Duopoly;Thisreferstoanoligopolymarketstructurewhichcomprisesof
twofirms.MastermindTobaccoandBritishAmericanTobacco(BAT)are
examplesofduopolyinKenya.

b)Perfect/Pureoligopolyreferstoanoligopolisticmarketthatdealsin
productswhichareidentical.Examplesofpureoligopolyarecompanies
dealingwithpetroleum productssuchasoilLibya,Caltex,Total,Shell,
NationalOil,KenolandKobil.Thesefirm sellproductswhichareidentical
suchaskerosene,petrolanddiesel.

c)Imperfect/DifferentiatedOligopoly;thisisanoligopolisticmarketstructure
wherefirm haveproductswhicharethesamebutaremadetoappear
differentthroughmethodssuchaspackaging,advertisingandbranding.

Featuresofoligopoly
i)Hasfewlargesellersandmanybuyers.
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ii)Thefirmsareinterdependentamongthemselvesespeciallyintheiroutput
andpricing.

iii)Non-pricecompetition,firmsareinapositiontoinfluencetheprices.
However,theytrytoavoidpricecompetitionforthefearofpricewar.

iv)Thereisbarrierstoentryoffirmsduetoreasonssuchas;requirementof
largecapital,Ownershipofproductionrights,controlovercrucialraw
materials,Restrictivepracticesetc

v)Highcostofsellingthroughmethodsofadvertisementduetosevere
competition.

vi)Productsproducedareeitherhomogeneousordifferentiated.
vii) Uncertaindemandcurveduetotheinter-dependenceamongthefirms.

Hencetheshiftingofthedemandcurveisnotdefinite.
viii) Thereispricerigidityi.e.onceapricehasbeenarrivedatinan

oligopolisticmarket,ittendstoremainstable.
Thisfeatureexplainswhyafirm inoligopolisticmarketfacestwosetsof
demandcurvesresultingtoaKinkedDemandCurve.Onecurve,forpricesabove
thedeterminedone,whichisfairlygentleandtheothercurveforpricesbelow
thedeterminedonewhichisfairlysteep.

CHAIN/CHANNELSOFDISTRIBUTION
Introduction

Channelsofdistributionarethepathsthatgoodsandorservicesfollow
from theproducerstothefinalusers.

Thepersonsinvolvedinthedistributionofgoodsfrom theproducerto
consumerarecalledmiddlemenorintermediaries.

Therearedifferentchannelsthatdifferentproductsfollow.Someofthe
channelsincludethefollowing:

(i) Producertoagenttowholesalertoretailertoconsumer.
(ii) Producertoco–operativesocietytomarketingboardtowholesalerto

retailertoconsumer.
(iii) Producertomarketingboardtowholesalertoretailertoconsumer.
(iv) Producertowholesalertoretailertoconsumer.
(v) Producertowholesalertoconsumer
(vi) Producertoretailertoconsumer
(vii)Producertoconsumer
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Costsincurredbymiddlemenwhiledistributinggoods
a)Buyingcosts.Theyincurthiscostbypayingforthem from theproducers

orothermiddlemen.
b)Transportcost.Somemiddlemendotransportgoodsfrom theproducerto

othermiddlemenortothefinalusers.
c)Storagecosts.Middlemendokeepthegoodsuntiltheirdemandarises.

Thiswillthereforerequirethem tohireorconstructtheirownwarehouses.
d)Advertisingormarketingcosts.Somemiddlemendocarryoutmarketing

ofgoodsonbehalfoftheproducersandothermiddlemen.Intheprocess,they
payforsuchservices.

e)Insurancecosts.Middlemendoinsurethegoodstheyaretradinginto
ensurecompensationintheeventofloss.

f)Operationcosts.Middlemenjustlikeotherbusinessesdoincuroperating
costssuchassalariestoemployees,electricity,maintenanceamongothers.

g)Preparationcosts.Somemiddlementopreparegoodsbeforetheyaresold
totheconsumers.Suchactivitiesincludepacking,assemblingandblending.
Theyhavetomeetsuchcostsonbehalftheproducer,othermiddlemenand
consumers.
CHANNELSOFDISTRIBUTINGVARIOUSPRODUCTS(refertoInventorbook
threepages50to53)
ROLESOFMIDDLEMEN
Thefollowingaresometherolesperformedbymiddlemeninthechainof
distribution

(i)Bulkaccumulation(assembling).Theysimilargoodsfrom different
producersinsmallquantitiesandthenofferingthelargeamountgatheredto
buyerswhomaywanttobuyinlargevolumes.

(ii) Reducingtransactions.Theinteractionsbetweentheproducersand
theconsumerswillbereducedsincethemiddlemenaretheoneswhowillbe
communicatingtotheconsumers.

(iii) Bulkbreaking.Theybuyinlargequantitiesandthensellinsmall
quantitiesasdesiredbytheconsumers.

(iv) Risktaking.Theyassumealltherisksrelatedwiththemovementof
goodsfrom theproducerstotheconsumers.Suchrisksincludetheft,damages,
lossduetobaddebts.

(v) Financeprovision.Middlemenprovidefinancetotheproducersby
buyinggoodsinlargequantitiesandpayingforthem intime.
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(vi) Provisionofinformation.Middlemengathermarketinformationfrom
theconsumersthenpasstotheproducerswhointurnproducegoodsinline
withthetastesofconsumers.

(vii) Marketing/productpromotion.Middlemenareinvolvedinmarketing
ofgoodshencestimulatingtheinterestofconsumers.

(viii) Provisionoftransport.Middlemendotransportgoodsfrom the
producersuptothewheretheconsumerscanaccessthem.Boththeproducers
andconsumersarehencerelievedoftransportcosts.

(ix) Storage
(x) Varietyprovision
(xi) Availinggoodstoconsumers

FACTORSTOCONSIDERBEFORESELECTINGADISTRIBUTIONCHANNEL
Factorsthatinfluencethechoiceofadistributionchannelincludethefollowing:

(i) Productnature.Perishableproductsshouldbesolddirectlytothe
consumersbecausedelaysmayresulttolossessincetheygobadfast.In
addition,bulkyproductsneeddirectsellinginordertoreducetransportationand
stockhandlingcosts.

(ii) Natureofthemarket.Wherethemarketisconcentratedinonearea,
directsellingisappropriate.Alongerchannelofdistributionispreferredwhere
themarketiswidelyspread.

(iii) Roleofintermediary.Thechannelchosenshouldbeabletoperform
theservicesrelatedtotheproductbeingsolde.g.fortechnicalgoods,the
middlemanshouldbeabletooffertechnicalsupporttothecustomers.

(iv) Resourcesandsizeofthefirm/producer.Iftheproducerissmall,then
directsellingwouldbeappropriate.Largefirmswithsufficientfinancial
resourcescanoptforlongchannelsofdistribution.

(v) Channelsusedbycompetitors.Ifafirm wantsitsproductsto
competewiththoseofthecompetitors,thenisitprudenttousesimilar
channels.Afirm thatwantstoavoidcompetitionshoulduseadifferentchannel
ofdistribution.

(vi) Governmentpolicy.Thechannelchosenshouldbeabletomeet
governmentregulationssuchasallmiddlemendistributingpharmaceutical
productsmustberecognizedbytherelevantgovernmentbodies(Pharmacyand
PoisonsBoard).

(vii)Marketingrisks.Intheeventthefirm wantstoavoidrisksrelatedto
distribution,itwilloptformiddlemen.
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Questions
1.Statefourchannelsfordistributingimportedgoods.
2.Explainfivefactorsthatcaninfluencethechoiceofachannelof

distribution.
3.Outlinefivecostsincurredbymiddlemeninthedistributionprocess.
4.Describetherolesplayedbymiddlemeninthedistributionchain.
5.Outlinethecircumstancesunderwhichaproducerwouldselldirectlyto

consumers.

NATIONALINCOME

Thisisthetotalincomereceivedbytheproviders/ownersofthefactorsof
productioninagivencountryoveragiventimeperiod.
Termsusedinnationalincome

(i) GrossDomesticProduct(GDP).Thisisthetotalmonetaryvalueofall
goodsandservicesproducedinacountryduringaparticularyear.Such
goodsandservicesmusthavebeenproducedwithinthecountry.

(ii) NetDomesticProduct(NDP).ThisistheGDPlessdepreciation.
Depreciationisthelossinvalueoftheassetssuchasmachinesusedin
theproductionofgoodsandservices.

(iii) GrossNationalProduct(GNP).Thismeasuresthetotalmonetaryvalue
ofallthegoodsandservicesproducedbythepeopleofacountry
regardlessofwhethertheyinoroutsidethecountry.Ittakesinto
accountexportsandimports.Thedifferencebetweenexportsand
importsiscallednetFactorIncomefrom abroad.GNPthereforeisthe
sum ofGDPandnetfactorincomefrom abroad.

(iv) NetNationalProduct(NNP).Thisrecognizesthelossinvalueofthe
capitalusedintheproductionofgoods.Capitalherereferstocapital
goods.NNPisthedifferencebetweenGNPandthedepreciation.

(v) Percapitaincome.Thisistheaverageincomeperheadperyearina
givencountry.Itisalsothenationalincomedividedbythepopulationof
thecountry.

CIRCULARFLOW OFINCOME
Thisisthecontinuousmovementofincomebetweenthehouseholds

(providersoffactorsofproduction)andthefirms(producersofgoodsand
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services).
Thefactorsofproductionarereceivedfrom households.
Thefirmspaytherewardsofsuchfactorstothehouseholds(expenditure

tothefirmsandincometothehouseholds).
Thehouseholdsinturnusetheincometobuythegoodsandservices

producedbythefirms(expendituretohouseholdsandincometofirms).
Assumptions/featuresofcircularflowofincome

(i) Existenceoftwosectorsonly.Itisassumedthattheeconomyhasonly
twosectorsthatishouseholdsandfirms.Thehouseholdsprovidethe
factorsofproductionwhilefirmsareinvolvedintheproductionofgoods
andservices.

(ii) Totalspendingbyhouseholds.Itisassumedthatthehouseholdsspend
alltheirincomeonthegoodsandservicesproducedbythefirmsi.e.no
savings.

(iii) Totalspendingbythefirms.Itisassumedthatthefirmsspendthe
moneyreceivedfrom thesaleofgoodsandservicestopayforthe
rewardsofproductionfactors.

(iv) Lackofgovernmentintervention.Thegovernmentdoesnotinfluence
howthefirmsandhouseholdscarryouttheiractivities.Such
interventionsareintheform oftaxes,pricecontrolsamongothers.

(v) Closedeconomy.Exportsandimportsdonotexistinsuchaneconomy.
Factorsaffectingthecircularflowofincome

Thefactorscaneitherleadtoincreaseinincomeandexpenditure
(injections)orleadtoareductioninthevolumeofflow(withdrawals).

Thefactorsincludethefollowing:
(i) Savings.Thistakesplacewhenthehouseholdsdonotspendalltheir

incomeonthepurchaseofgoodsandservices.Thisreducestheincome
tobereceivedbyfirmshencesavingsisawithdrawalfrom thecircular
flowofincome.

(ii) Taxation.Taxationreducestheamountofmoneyavailableforspending
thereforeitisawithdrawal/leakagefrom thecircularflowofincome.

(iii) Governmentexpenditure.Thegovernmentmaybuygoodsfrom the
firmsorprovidesubsidies.Thiswilltranslateintoaninjectionintothe
circularflowofincome.

(iv) Investments.Whenfirmsputmorecapitalintotheproduction,output
willincreasehenceanincreaseinincome(injection).
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(v) Imports.Whengoodsandservicesareboughtfrom othercountries,
moneywillbespenthenceareductioninthecircularflowofincome
(withdrawal).

(vi) Exports.Throughexports,acountryisabletoreceivemoneyfrom other
countries(injections)

Injections
(i) Investments
(ii) Governmentspending
(iii) Exports

Withdrawals
(i) Savings
(ii) Taxation
(iii) Imports

APPROACHESUSEDINMEASURINGNATIONALINCOME
(i) ExpenditureApproach

Nationalincomeisarrivedatsummingexpenditureonallfinalgoodsand
services(thathavereachedthefinalstageofproduction).Suchexpenditureis
dividedinto:

a)Expenditureonconsumergoods(C)
b)Expenditureoncapitalgoods(I)
c)Expenditurebygovernment(G)
d)Expenditureonnetexports(X–M)

Thereforenationalincome=C+I+G+(X–M)
Problemsassociatedwithexpenditureapproach

Lackofaccuraterecordsparticularlyintheprivatesector
Approximationofexpenditureofthesubsistencesector
Difficultyindifferentiatingbetweenfinalexpenditureandintermediate

expenditure
Doublecountingmayexist
Fluctuatingexchangeratesmaycauseproblemsinthevaluationof

importsandexports.
(ii) Incomeapproach
Inthismethod,thenationalincomeisarrivedatbysummingallthemoney

receivedbythosewhoparticipateintheproductionofgoodsandservices.
Suchincomesareintheform ofrewardstotheproductionfactors(wages,
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rent,interestandprofits).
Publicincomeisalsotakenintoaccounti.e.itistheincomereceivedby

thegovernmentfrom itsinvestments(Parastatals,jointventures).
Transferpaymentsareexcludedsincetheyrepresentaredistributionof

incomesfrom thosewhohaveearnedthem totherecipient’se.g.National
insuranceschemes.

Problemsrelatedtothismethod
a)Determinationofwhatproportionoftransferpaymentsconstituteinthe

incomeofacountry.
b)Inaccuratedatamayexistsincebusinesspeoplemaynottellthetruth

abouttheirincomeinordertoevadetax.
c)Pricefluctuationsmaymakenationalincomedeterminationdifficult.
d)Incomefrom illegalactivitiesisnotcaptured.
e)Valuationofincomefrom subsistenceeconomymaybedifficulte.g.

housewives.
Assignment:ReadandmakeshortnotesonOutputapproach(refertoInventor
bookthreepages65–66).
USESOFNATIONALINCOMESTATISTICS

Indicatorsofstandardsofliving.Ifthenationalincomeisequitably
distributed,thenthestandardsoflivingwillbehigh.

Measuringeconomicgrowth.Thestatisticsofoneyeararecomparedwith
previousyeartoshowwhetherthereisimprovementornot.

Intercountrycomparison.Theyareusedtocomparetheeconomicwelfare
amongcountrieshenceknowingwhichcountryisbetteroffandbyhow
much.However,thefollowingchallengesmaybefacedwhencarryingthe
comparisons:differentincurrencies,differentgoodsandservices,
disparityinincomedistributionanddifferenceintastesandpreferences.

Investmentdecisions.Theyassistthegovernmentandotherinvestorsto
knowthesectorsto
puttheirmoney.Thestatisticsproviderelevantinformationconcerningthe
performanceofeachsector.

Basisofequitabledistributionofincome.Thestatisticscanbeusedto
spreadincometothehandsofmajorityofthecitizensincaseafew
individualscontroltheeconomy.

Planningpurposes.Thestatisticswillshowthecontributionofeachsector
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thushelpingthegovernmentinallocatingthefundstothevarioussectors.
Factorswhichinfluencesthelevelofnationalincome.
Quantityandqualityofproduction.Ifthefactorsaremoreintermsof

quantityofgoodquality,theoutputwillbehighhenceincreasinginnational
income.

Stateoftechnology.Acountrywithhighleveloftechnologywillproduce
goodsinlargevolumeshencehighnationalincome.

Politicalstability.Countrieswhicharerelativelystablepoliticallyexperience
highproductionhencehighnationalincomelevel.

Accuracyofaccountingsystems.Ifthemethodsusedtogatherdataare
accurate,thentheoverallstatisticalfigureswilltheaccuratehencereliable.

Proportionofthesubsistencesector.Subsistencesector’soutputisnot
normallyincludedinthestatisticalfigures.Ifitrepresentsalarge
proportion,thereforethenationalincomelevelwillbelow.

NB.ForotherfactorsrefertoInventorbookthreepages68–69.
Reasonswhyhighpercapitaincomeisnotanindicatorofabetterliving
standardinacountry
Statisticalproblems.Thecollectionofthenationalincomedatamaybe

inaccuratemeaningthatthenationalincomefiguresmightbeincorrect
hencewrongpercapitaincome.

Changesinmoneyvalue.Ifthecurrencyhasbeendevalued,therecanbe
changeinthevalueofmoneywithoutnecessarilyrepresentingany
changesinthewelfareofthepeople.

Incomedistribution.Thepercapitamaybehigheventhoughtheincomeis
inthehandsofveryfewpeoplethusitisnotarepresentativeofthe
majority.

Natureofproducts.Iftheproductsarenotmeanttosatisfyimmediate
wantsofthepeople,thenanincreaseinpercapitaincomemaynotleadto
ahighereconomicwelfare.

Peoples’hardworkandattitude.Increasednationalincomemaymeanless
sleepandmoreworries.Peoplehavenotimetoenjoywhattheyproduce
andtheirwelfaremaybelowdespitetheriseinnationalincome.

Socialcosts.Peoplemaymigratefrom ruralareastourbanareasstraining
familyrelationshipswhileanincreaseinindustriesmaycreatepollution,
congestionandotherenvironmentaldisruptions.

Questions
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1.Statefourproblemsencounteredincomparingstandardsoflivingin
differentcountriesusingnationalincomestatistics

2.Usingadiagram,describethecircularflowofincome.
3.Explainfivefactorsthatmayinfluencethelevelofnationalincomeofa

country
4.Outlinefourlimitationsofexpenditureapproachusedinmeasuring

nationalincome.
5.Explainfivereasonswhyhighpercapitaincomemaynottranslatetobetter

livingstandardsinacountry.
6.Describefivefactorsthataffectthecircularflowofincome.

THECASHBOOKSANDTHELEDGER

Thecashbook
Thisisaspecialledgerwhichisusedtorecordcashandchequetransactions.
Itcontainsonlythecashinhandandcashatbank(i.e.cashandbank)accounts

i)Nominalledger
Thisledgerisusedtorecordbusinessexpensesandincomes(gains).It
containsallthenominalaccounts.

ii)Privateledger
Thisledgerisusedinrecordingprivateaccountsi.e.confidentialandvaluable
fixedassetsandthepersonalaccountsoftheproprietorssuchascapital
accountsanddrawingaccounts.

iii)Thegeneralledger
Thegeneralledgercontainsallotheraccountsthatarenotkeptinanyother
ledgere.g.buildings,furnitureandstockaccounts.
-Personalaccountsofdebtorsorcreditorswhodonotariseoutofsaleor
purchaseofgoodsoncreditarefoundinthegeneralledgere.g.debtorsasa
resultofsaleoffixedassetoncreditandexpensecreditors.

C)Privateaccounts
Theseareaccountsthatthebusinessconsiderstobeconfidentialandarenot
availedtoeverybodyexceptthemanagementandtheowners.
-Theseaccountsmaybepersonalorimpersonal.
-Theyincludecapitalaccount,drawingsaccounts,trading,profitandloss
accounts.
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Typesofledgers
Thefollowingarethemaintypesofledgersthatareusedtokeepthevarious
accounts

i.Thesalesledger(Debtorsledger)
Thisistheledgerinwhichaccountsofindividualdebtorsarekept.
-Itisusedtorecordthevalueofgoodssoldoncreditandthecustomersto
whom thecreditsalesaremade,hencecontainsthepersonalnamesofthe
debtors.
-Itiscalledasalesledgerbecausetheaccountsofdebtorskepthereinareasa
resultofsaleofgoodsoncredit.Anaccountiskeptforeachcustomertowhich
isdebitedthevalueofcreditsale.Paymentmadebythedebtorarecreditedto
theaccountanddebitedinthecashbook.

ii.Purchasesledger(creditorsledger)
Thepurchasesledgercontainsaccountsofcreditorsi.e.containstherecordsof
thevalueofgoodsboughtoncreditandthesuppliersofsuchgoods.
Itisarecordofthedebtspayablebythebusinessduetocreditpurchases.
Anaccountiskeptforeachcreditortothecreditsideofwhichispostedthe
valueof.

b)Impersonalaccounts
Thiscategoryofledgeraccountsincludesallotheraccountsthatarenot
personalinnaturee.g.buildings,purchases,rent,salesanddiscountsreceived.
Impersonalaccountsfallintotwotypes

1)Realaccounts
2)Nominalaccounts

1) Realaccounts:Theseareaccountsoftangibleassetsorpropertye.g.
buildings,land,furniture,fittings,machinery,stock,cash(atbankandinhand)
e.t.c
Theseaccountsarealsousedtodrawupthebalancesheet.

2) Nominalaccount:Theseareaccountsofitemsthatrelatetogainsand
lossesandwhosebalancesattheendoftheaccountingperiod.
-Allexpenses,revenues,salesandpurchasesarehencenominalaccounts.
-Themainbusinessexpensesinclude
purchases,sales,returns,insurance,stationary,repairs,depreciation,heating,discou
ntallowed,lightinginterests,printing,wages,rent,ratesandadvertising.
Thevalueoflossesisincludedinthesamesideastheexpenseswhendrawing
upthefinalaccountsthoughitisnotanexpense.
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-Theincome(revenues)includesales,returns,claimsout,interestreceivable,
dividendsreceivableandcommissionreceivable.Profitisusuallycategorised
togetherwiththeseincomeswhendrawingupthefinalaccounts.
Classificationofledgeraccounts
Manybusinesseshandlefewtransactions,hencetheyhavefewrecordstokeep.
Theiraccountscanthusbekeptinasingleledgerreferredtoasthegeneral
ledger
Asabusinessgrowsthevolumeoftransactionsincreases.Thissingleledger,
therefore,becomesverybulkywithaccountsanditbecomesdifficulttomake
referencetoit.
Inordertosimplifytherecordingoftransactionsandfacilitatereferencetothe
accounts,ledgeraccountsareusuallyclassifiedandeachcategorykeptina
specialledger.
NOTE(i)Sincemanytransactionsarecashtransactionswhicharenormally
recordedinthebankandcashaccountsaneedarisestoremovethem from the
main/generalledgertoaseparateledgercalledthecashbook.

(ii)Thenumberofledgerskeptdependsonthesizeofthebusiness.
Classesofaccounts
Allaccountscanbeclassifiedintoeitherpersonalorimpersonalaccounts.

a)Personalaccounts
-Theseareaccountofpersons
-Theyrelatetopersonal,companiesorassociations.
-Theyaremainlyaccountsofdebtorsandcreditors.
NOTE:capitalaccountistheproprietorspersonalaccount,showingthenet
worthofthebusinesshenceitisapersonalaccount.
-Theaccountbalancesoftheseaccountsareusedtodrawupthebalancesheet.
-Intheledger,thetrialbalancetotalisnotaffected.
Purposeofatrialbalance
Thepurposeofatrialbalanceinclude:

a)Checkingtheaccuracyintheledgeraccountsastowhether;
i-Theruleofdoubleentryhasbeenadheredtoorobserved/compliedwith.
ii-Therearearithmeticalerrorsintheledgeraccounts

b)Givesasummaryoftheledgeri.e.summaryofthetransactionswhich
havetakenplaceduringagivenperiod

c)Provideinformation(accountbalances)forpreparingfinalaccounts
suchasthetradingaccount,profitandlossaccountandthebalance
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sheet.
d)Testwhethertheledgeraccountbalanceshavebeenpostedtotheright

sideofthetrialbalance.
Limitationsofatrialbalance
Evenwhenthetrialbalancetotalsareequal,itdoesnotmeanthatthereareno
errorsmadeintheledgers.Thisisbecausetherearesomeerrorsthatdonot
affectthetrialbalance.
Atrialbalanceonlyassuresthebookkeeperthatthetotalofdebitentriesis
equaltototalcreditentries.Theerrorsthatdonotaffectthetrialbalancesare:

i. Erroroftotalomission;Thisoccurswhenatransactiontakes
placeandnothingaboutitisrecordedinthebooksofaccountsi.e.itis
completelyomittedsuchthatneitheracreditnoradebitentryismadeinthe
ledgers.

ii. Erroroforiginalentry;thisoccurswhereboththedebitandcredit
entriesaremadeusingsimilarbuterroneousfigures.Asthewrongamountis
recordedinthetwoaccounts.

iii.Errorofcommission;Thisoccurswheredoubleentryiscompletedbut
inthewrongpersonsaccountsespeciallyduetoaconfusioninnamese.g.a
debitentryofshs.2000wasmadeinOtieno’saccountinsteadofAtieno’s
account.

iv.Compensatingerrors;Theseareerrorswhoseeffectscanceloute.g.
overdebitingdebtorsaccountbysh.300andunderdebitingcashaccountby
sh.300.

v.Completereversalofentries;Thisoccurswheretheaccounttobe
debitediscreditedandtheaccounttobecreditedisdebitede.g.thesaleof
goodstoLydiaoncreditmayberecordedasfollows;

Dr.salesa/c
Cr.Lydiusa/c insteadof

Dr.Lydiusa/c
Cr.salesa/c

iv) Errorofprinciple;Thisiswhereatransactionisrecordedinthewrong
accountofadifferentclassfrom thecorrectonee.g.repairsofmachinerywas
debitedinthemachineryinsteadofdebitingtherepairsaccount.
TRIALBALANCE
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-Atrialbalanceisastatementpreparedataparticulardateshowingallthedebit
balancesononecolumnandallthecreditbalancesonanothercolumn.
NOTE:Atrialbalanceisnotanaccountbutmerelyalistofassets,expensesand
lossesontheleftandcapitalliabilitiesandincomes(includingprofits)onthe
right.
-Thetotalsofatrialbalanceshouldagreeifthedoubleentryhasbeencarried
outcorrectlyandtherearenoarithmeticerrorsbothintheledgeraswellasin
thetrialbalanceitself.
-Ifthetwosidesofatrialbalancearenotequal,itmeansthereisanerroror
errorseitherinthetrialbalanceorintheledgeraccountsorinboth.
Errorsthatmaycauseatrialbalancenottobalance

i. Partialomission:Atransactionwasrecordedononlyoneaccounti.e.adebit
oracreditentrymighthavebeenomittedinoneoftheaffectedaccounts.

ii. Transferring(posting):awrongbalancetoatrialbalance.
iii. Differentamountsforthesametransactionmighthavebeenenteredinthe

accounts(AmountDr.differentfrom amountcr)
iv. Failuretopostabalancetothetrialbalance(omissionofabalancefrom the

trialbalance
v. Postingabalancetothewrongsideofthetrialbalance

vi. Recordingatransactiononthesamesideoftheaffectedaccounts(partial
reversalentry)

vii. Arithmeticmistakesmighthavebeenmadewhenbalancingtheledger
accounts

viii. Arithmeticerrorsinbalancingthetrialbalance

BUSINESSSTUDIESFORM FOURNOTES

FINANCIALSTATEMENTS
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Thesearepreparedattheendofagiventradingperiodtodeterminetheprofit
andlossesofthebusiness,andalsotoshowthefinancialpositionofthe
businessatagiventime.
Theyincludes;tradingaccount,profitandlossaccount,tradingprofitandloss
accountandthebalancesheet.
Theyarealsoreferredtoasthefinalstatements.
Thetradingperiodisthedurationthroughwhichthetradingactivitiesarecarried
outinthebusinessbeforeitdecidestodeterminesitperformancesintermsof
profitorloss.Itmaybeoneweek,month,sixmonthsorevenayeardepending
onwhattheownerwants.
Mostofthebusinessuseoneyearastheirtradingperiod.Itisalsoreferredto
astheaccountingperiod.
Attheendoftheaccountingperiod,thefollowingtakesplace;

Alltheaccountsarebalancedoff
Atrialbalanceisextracted
Profitorlossisdetermined
Thebalancesheetisprepared

Determiningtheprofitorlossofabusiness
Whenabusinesssellsitsstockabovethebuyingprice/costofacquiringthe
stock,itmakesaprofit,whileifitsellsbelowitmakesaloss.Theprofitrealized
whenthebusinesssellitstockbeyondthecostiswhatisreferredtoasthe
grossprofit,whileifitisalossthenitisreferredtoasagrossloss.
Itisreferredtoasthegrossprofit/lossbecauseithasnotbeenusedtocater
fortheexpensesthatmayhavebeenincurredinsellingthatstock,suchasthe
salaryofthesalesman,rentforthepremises,waterbills,etc.itthereforeimplies
thatthebusinessmancannottakethewholegrossprofitforitspersonalusebut
mustfirstdeductthetotalcostofallotherexpensesthatmayhavebeen
incurred.
Theprofitrealizedafterthecostofalltheexpensesincurredhasbeendeducted
iswhatbecomestherealprofitfortheownerofthebusiness,andisreferredto
asNetprofit.Thenetprofitcanbedeterminedthroughcalculationor
preparationofprofitandlossaccount.
Incalculatingthegrossprofit,thefollowingadjustmentsareputinplace
Returninwards/Salesreturn:-thesearegoodsthathadbeensoldtothe

customers,buttheyhavereturnedthem tothebusinessforonereasonorthe
other.Itthereforereducesthevalueofsales,andisthereforesubtracted
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from salestoobtainthenetsales
ThereforeNetsales=Sales–Returninwards

Returnoutwards/purchasesreturn:-thesearegoodsthathadbeenbought
from thesupplierstothebusinessandhavebeenreturnedtothem forone
reasonortheother.Itreducesthepurchasesandisthereforesubtracted
from thepurchasestoobtainthenetpurchases.

Drawings:-thisreferstogoodsthattheownerofthebusinesshastaken
from thebusinessforhisownuse.Itreducesthevalueofpurchases,andis
thereforesubtractedfrom purchaseswhendeterminingthenetpurchases.It
isdifferentfrom theotherdrawinginthatitispurelygoodsandnotmoney

Carriageinwards/Carriageonpurchases:-thisisthecostincurredbythe
suppliersintransportingthegoodsfrom hispremisestothecustomers
business.Itistreatedaspartofthepurchases,andthereforeincreasesthe
valueofpurchases.Itisaddedtopurchasestodeterminetheactualvalueof
purchases/Netpurchases.

ThereforeNetPurchases=Purchases+Carriageinwards–Return
Outwards-Drawings

Carriageoutwards/Carriageonsales:-thisisthecostthatthebusinesshas
incurredintransportinggoodsfrom itspremisestothecustomer’spremises.
Thecostreducesthebusinessprofitthatwouldhavebeenrealizedasa
resultofthesale,andisthereforetreatedasanexpenseandissubtracted
from thegrossprofit,beforedeterminingthenetprofit.

Openingstockisthestockofgoodsatthebeginningofthetradingperiod,
whiletheclosingstockisthestockofthegoodsattheendofthetrading
period

Grossprofitisthereforecalculatedasfollows;
GrossProfit=Sales–Returninwards–(Openingstock+Purchases+

carriageinwards–Returnoutwards–Closingstock)
Or
Grossprofit=Netsales–CostofGoodsSold(COGS)

COGS=OpeningStock+NetPurchases–Closingstock

NetProfit=Grossprofit–Totalexpenses

TradingAccount
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Thisispreparedbythebusinesstodeterminethegrossprofit/lossduringthat
tradingperiod
Ittakesthefollowingformat:
Nameofthebusiness
TradingAccount

Dr Fortheperiod(date) Cr
Shs

Shs

Openingstock

xxxxxx

addPurchases xxxxx

addCarriageinwards xxx

lessReturnOutwards xxx

lessDrawings xx

xxxxx

Goodsavailableforsale

xxxxxx

LessClosingStock

xxx

CostOfGoodsSold(COGS)

xxxxxx

Grossprofitc/d

xxxx

xxxxxx

Shs

Shs

Sales xxxxxx

LessReturninwardsxxx

Netsales

xxxxxx

xxxxxx

Grossprofitb/d

xxxx

Thetradingaccountiscompletedbythetimethegrossprofitb/disdetermined
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Forexample
Thefollowingbalanceswereobtainedfrom thebooksofRameraTradersforthe
yearendingmay31st2010

Sales 670000
Purchases 380000
Returninwards 40000
Carriageoutwards 18000
Returnoutwards 20000
Carriageinwards 10000

Additionalinformation:
Duringtheyeartheownertookgoodsworthsh5000forhisfamilyuse
Thestockasat1stJune2009wasshs60000,whilethestockasat31st

May2011wasshs70000
Required;PrepareRameraTraderstradingaccountfortheperiodending
31stMay
2010

RameraTraders
TradingAccount

Dr Fortheperiodending31/5/2010
Cr

Shs

Shs

Openingstock 60

000

addPurchases 380000

addCarriageinwards10000

lessReturnOutwards20000

lessDrawings 5000365

000

Goodsavailableforsale 425

Shs

Shs

Sales 670000

LessReturninwards40000

Netsales 630

000
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000

LessClosingStock 70000

CostOfGoodsSold

(COGS)355,000

Grossprofitc/d 275,000

630,000

630000

Grossprofitb/d 275000

NB:Carriageoutwardsisnotanitem ofTradingaccount,butprofitandloss
accountasanexpense.
ImportanceofTradingaccount

i. Itisusedtodeterminethegrossprofit/lossforagiventradingperiodfor
appropriatedecisionmakingbythemanagement.

ii. Itisusedindeterminingthecostofgoodsthatwassoldduringthatparticular
accountingperiod.

iii. Itisusedtorevealthevolumeofturnoveri.enetsales
iv. Maybeusedtocomparetheperformanceofthebusinessinthecurrent

accountingperiodandthepreviousperiods.Itcanalsocompareits
performancewithothersimilarbusinesses

v. Itfacilitatesthepreparationofprofitandlossaccount,sincethegrossprofit
iscarriedforwardtotheprofitandlossaccount.

ProfitandLossaccount
Inpreparationofthisaccount,thegrossprofitisbroughtdownonthecredit
sides,withallotherrevenues/incomeofthebusinessbeingcreditedandthe
expensestogetherwiththenetprofitbeingdebited.Netprofit=TotalRevenues
(includingGrossProfit)–Totalexpenses

Nameofthebusiness
ProfitandLossAccount
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Dr Fortheperiod(date) Cr

Shs

Expenses

Insurance

xxx

Electricity xxx

Waterbills

xxx

CarriageOutwards

xxx

Generalexpenses

xxx

ProvisionforDepreciation

xxxx

Discountallowed

xxx

Commissionallowed

xxxx

Rentpaid xxxx

Anyotherexpense

xxxx

Netprofitc/d

xxxx

xxxxxx

Shs

Grossprofitb/d

xxxxxx

Discountreceived

xxx

Rentincome

xxx

Commissionreceived

xxx

Anyotherincomereceived

xxx

xxxxxx

Netprofitb/d xxxx
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TheProfitandLossAccountiscompletewhennetprofitb/disobtained.Inthe
trialbalance,therevenues/incomesarealwayscredited,whiletheexpensesare
debited,andthesametreatmentisfoundintheProfitandLossAccount.(Any
item thatistakentotheProfitandLossAccountwithabalanceappearinginthe
Debit(Dr)sideofatrialbalanceistreatedasanexpense,whilethoseappearing
intheCredit(Cr)sidearerevenuee.g.discountbalanceappearingintheDrSide
isDiscountAllowed,whiletheoneonCrsideisDiscountReceived)
Forexample
ThefollowinginformationrelatestoAkinyi’sTradersfortheperiodending
March28th2010.Useittoprepareprofitandlossaccount.
Grossprofit 100000 Discountreceived 12000
Salariesandwages 20000 Powerandlighting 10000
Openingstock 150000 Rentincome 10000
Commissionallowed 15000 Commissionreceived 16000
Repairs 10000 Discountallowed 8000
Provisionfordepreciation 6000 Carriageoutwards 4000

AkinyiTraders
ProfitandLossAccount

Dr Fortheperiodending28thMarch2010 Cr

Shs

Expenses

Powerandlighting 10

000

CarriageOutwards 4

000

Salariesandwages 20

000

Shs

Grossprofitb/d 100

000

Discountreceived 12

000

Rentincome 10

000

Commissionreceived 16

000
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ProvisionforDepreciation 6

000

Discountallowed 8

000

Commissionallowed 15

000

Repairs 10

000

Netprofitc/d 65

000

138

000

138000

Netprofitb/d 65

000

Incasetheexpensesaremorethantheincome,thenthebusinessshallhave
madeanetloss,andthelosswillbecredited.
Netprofit/losscanalsobefoundthroughcalculationasfollows;
Netprofit/loss=Grossprofit+Totalotherrevenues–Totalexpenses
Fortheaboveexample;
Totalotherrevenues=12000+10000+16000=38000
Totalexpenses=10000+4000+20000+6000+8000+15000+10000

=73000
Therefore;Netprofit=Grossprofit+Totalotherrevenues–Totalexpenses

=100000+38000–73000=65000
ImportanceofProfitandLossaccount
Itshowstherevenueearned,andalltheexpensesincurredduringthe

accountingperiod
Itusedtodeterminethenetprofit/netlossofagiventradingperiod
Itisarequirementbythegovernmentforthepurposeoftaxation
Maybeusedbytheemployeestogaugethestrengthofthebusiness,in

termsofitsabilitytopaythem well
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Itisvitalfortheprospectiveinvestorinthebusiness,intermsofdetermining
theviabilityofthebusiness

Thecreditorsorloanersmayuseittoassessthebusinessabilitytopayback
theirdebts

Itisusedbythemanagementtomakeadecisiononthefutureoftheir
business.

Trading,ProfitandLossAccount
Thisisthecombinationoftradingaccountandtradingprofitandlossaccount
toform asingledocument.Itendswhenthenetprofit/lossbroughtdownhas
beendetermined.Thatis;
Nameofthebusiness
Trading,ProfitandLossAccount

Dr Fortheperiod(date)
Cr

Shs Shs

Openingstock

xxxxxx

addPurchases xxxxx

addCarriageinwardsxxx

lessReturnOutwardsxxx

lessDrawings xx

xxxxx

Goodsavailableforsale

xxxxxx

LessClosingStock

xxx

CostOfGoodsSold(COGS)

xxxxxx

Grossprofitc/d

Shs

Shs

Sales xxxxxx

LessReturninwardsxxx

Netsales

xxxxxx

xxxxxx

Grossprofitb/d

xxxx
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xxxx

Xxxxxx

Expenses

Insurance

xxx

Electricity xxx

Waterbills

xxx

CarriageOutwards

xxx

Generalexpenses

xxx

ProvisionforDepreciation

xxxx

Discountallowed

xxx

Commissionallowed

xxxx

Rentpaid

xxxx

Anyotherexpense

xxxx

Netprofitc/d

xxxx

Discountreceived

xxx

Rentincome

xxx

Commissionreceived

xxx

Anyotherincomereceived

xxx

xxxxxx

Netprofitb/d

xxxx
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xxxxxx

EndYearAdjustments
Thefollowingitemsmayrequiretobeadjustedattheendofthetradingperiod
Revenues/Income
Expenses
Fixedassets
Adjustmentonrevenues
Therevenuemayhavebeenpaidinadvanceinpartorwhole(prepaidrevenue)
ormaybepaidlaterafterthetradingperiod(accruedrevenue).
Prepaidrevenueissubtractedfrom therevenue/incometobereceivedandthe
differenceiswhatistreatedintheprofitandlossaccountortradingprofitand
lossaccountasanincome,whiletheaccruedrevenueisaddedtothe
revenue/incometobereceivedandthesum iswhatistreatedintheabove
accountsastheactualrevenue.
Onlytheprepaidamountandtheaccruedamountsarewhatarethentakento
thebalancesheet.
Adjustmentontheexpenses
Theexpensesmayhavebeenpaidforinadvanceinpartorwhole(prepaid
expenses)ormaybepaidforlaterafterthetradingperiod(accruedexpenses).
Prepaidexpensesissubtractedfrom theexpensestobepaidforandthe
differenceiswhatistreatedintheprofitandlossaccountortradingprofitand
lossaccountasanexpense,whiletheaccruedexpensesisaddedtothe
expensestobepaidforandthesum iswhatistreatedintheaboveaccountsas
theactualexpenses.
NB:Onlytheprepaidamountandtheaccruedamountsarewhatarethentaken
tothebalancesheet.
Adjustmentonfixedassets
Thefixedassetsmaydecreaseinvalue,duetotearandwear.Thismakesthe
valuetogodownovertime,whatisreferredtoasdepreciation.Theamountof
depreciationisalwaysestimatedasapercentageofcost.
Theamountthatshallhavedepreciatedistreatedintheprofitandlossaccount
orT,P&Lasanexpense,whilethevalueoftheassetisrecordedinthebalance
sheet,lessdepreciation.
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Forexample;
1. 1997ThefollowingTrialbalancewaspreparedfrom thebooksofPaka

Tradersasat31stDecember1995.TrialbalanceDecember31st1995
Dr.(shs) Cr.(shs)

Sales 980,000
Purchases 600,000
Returns 80,000 20000
Carriagein 40,000
Carriageout 3,000
Stock(Jan1st1999) 120,000
Rent 60,000 45000
Discount 15,000 25000
Motorvehicle 150000
Machinery 250000
Debtors 120,000
Salaries 18,000
Commission 7,000 12000
Capital 178,000
Insurance 15000
Creditors 240,000
Cash 122000

1540000 1540000
Additionalinformation
i.Stockasat31stDecemberwas100,000
ii.theprovisionfordepreciationwas10%onthecostofMotorvehicle,and5%

onthecostofMachinery
Required:Preparetradingprofitandlossaccountfortheperiodending31stDecember
1999
Adjustments:Provisionfordepreciation;

Machinery= ×250000=7500
5

100
(Newbalanceofmachinery=250000–7500=242500.The242500istaken
tothebalanceasMachinery(fixedasset),while7500istakentothetrading
profitandlossaccountasexpenses)
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Motorvehicle= ×150000=15000
10

100
(NewbalanceofMotorVehicle=150000–15000=135000.The135000is
takentothebalanceasMotorVehicle(fixedasset),while15000istakentothe
tradingprofitandlossaccountasexpenses)
PakaTraders
Trading,ProfitandLossAccount
Dr Fortheperiod31/12/1995 Cr

Shs Shs

Openingstock 120

000

addPurchases 600000

addCarriageinwards40000

lessReturnOutwards20000620

000

Goodsavailableforsale 740

00

LessClosingStock 100

000

CostOfGoodsSold(COGS)640

000

Grossprofitc/d 260

000

900000

Expenses

Insurance

15000

Shs Shs

Sales 980000

LessReturninwards80000

Netsales 900

000

900000

Grossprofitb/d 260

000

Discountreceived 25

000

Rentincome 45

000

Commissionreceived 12
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CarriageOutwards

30000

Salaries 18

000

ProvisionforDepreciation

Motorvehicle 15000

Machinery 7500

22500

Discountallowed 15

000

Commissionallowed 7

000

Rentpaid 60

000

Netprofitc/d 174

500

342000

000

342000

Netprofitb/d 174

500

Thenetprofit/lossmaybetakentothebalancesheet.
Theitemsthathavebeenadjustedwillberecordedinthebalancesheetlessthe
adjustment.
TheBalanceSheet
Thebalancesheetwillshowthebusinessfinancialpositioninrelationtoassets,
capitalandliabilities.TheadjustmentthatcanbemadewillbeonFixedassets
andcapitalonly.Thatis;
Fixedassetsarerecordedlesstheirdepreciationvalue(shouldtherebe
provisionfordepreciation)astheactualvalue.



0714497530 261

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

Actualvalueofassets=Oldvalue–depreciation.
Capitalisadjustedwiththefollowing;Netcapital,Drawingsandadditional
investment.i.e.
ClosingCapital/Netcapital(C.C)=Opening/initialcapital(O.C)+Additional
Investment(I)+Netprofit(N.P)or(lessNetLoss)–Drawings

CC=OC+I+NP–D
Where:
OpeningCapital:-thecapitalatthebeginningofthetradingperiod
Closingcapital:-thecapitalasattheendofthetradingperiod

AdditionalInvestment:-anyamountorassetthattheowneraddstothe
businessduringthetradingperiod

Netprofit:-theprofitobtainedfrom thetradingactivitiesduringtheperiod.In
caseofaloss,itissubtracted.
TypesofCapital
Thecapitalinthebusinesscanbeclassifiedasfollows:
CapitalOwned/Owner’sEquity/Capitalinvested;-thisisthecapitalthatthe

ownerofthebusinesshascontributedtothebusiness.ItistheNet
capital/Closingcapitalofthebusiness(C=A–L)

Borrowedcapital:-theresourcesbroughtintothebusinessfrom theoutside
sources.Theyarethelongterm liabilitiesofthebusiness.

Workingcapital:-theseareresourcesinthebusinessthatcanbeusedto
meettheimmediateobligationofthebusiness.Itisthedifferencebetween
thetotalcurrentassetsandtotalcurrentliabilities

WorkingCapital=TotalCurrentAssets–TotalCurrentLiabilities
Capitalemployed:-thesearetheresourcesthathasbeenputinthebusiness

foralongterm.i.e.
CapitalEmployed=TotalFixedassets+WorkingCapital

Or
Capitalemployed=CapitalInvested+Longterm liabilities

Nameofthebusiness
BalanceSheet

Asat(date)
Shs shs

FixedAssets

Shs

shs
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Land xxxxx

Buildings xxxxx

MotorVehicle xxxxx

Anyotherfixedassets xxxxx

xxxxxx

CurrentAssets

Stock xxxx

Debtors xxxx

Bank xxxx

Cash xxxx

PrepaidExpenses xxxx

Accruedrevenues xxxx

Anyothercurrentassetsxxxx

xxxxxx

xxxxxx

Capital xxxxx

AddNetprofit xxxx

Addadditionalinvestt xxx

Lessdrawings xxx

NetCapital

xxxxx

Longterm liabilities

Longterm loan xxxx

Anyother xxxx xxxx

Currentliabilities

Creditors xxxx

Shortterm loan xxxx

Accruedexpenses xxxx

Prepaidrevenues xxxx

Anyother xxxx

xxxxx

xxxxxx

Example00A:Thefollowinginformationwereextractedfrom thetrialbalanceof
Mwematraderson31stDecember2010
Sales 750000 Furniture 288000
Purchases 540000 Electricityexpenses16000
Salesreturn 24000 Motorvehicle 720000
Returnoutwards 30000 Rentexpenses 2500
Generalexpenses72000 Capital 842500
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Commissionreceived 24000 BankLoan 250000
Cash 156000 Creditors 216000
Debtors 244000
AdditionalInformation
a)Stockasat31/12/2010wasksh72000
b)Electricityprepaidwasshs4000
c)Rentexpensesaccruedshs3500
d)Depreciationwasprovidedforasfollows
-MotorVehicle15%p.a.oncost -Furniture6%p.a.oncost
Required
(i) PrepareTrading,profitandlossaccountfortheyear
(ii) Prepareabalancesheetasat31stDecember2012
(iii) Determinethefollowing:
-Owner’sequity -Borrowedcapital-Workingcapital-Capitalemployed
Adjustments:

MotorVehicle= ×720000=108000
15

100
ThereforeMotorvehicle=612000

Furniture= ×288000=17280
6

100
Thereforefurniture=270720

MwemaTraders
Trading,ProfitandLossAccount

Dr Fortheperiod31/12/2010 Cr
Shs Shs

Purchases 540000

lessReturnOutwards30000510

000

Shs Shs

Sales 750000

LessReturninwards 24000
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Goodsavailableforsale 510

000

LessClosingStock 72

000

CostOfGoodsSold(COGS)438

000

Grossprofitc/d 288

000

726000

Expenses

Generalexpenses

72000

Electricityexpenses 16000

LessElectricityprepaid4000

12000

Rentexpenses 2500

Accruedrentexp3500 6

000

ProvisionforDepreciation

Motorvehicle 108000

Furniture 17280 125

280

Netsales

726000

726

000

Grossprofitb/d 288

000

Commissionreceived 24

000

312000

Netprofitb/d 96
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Netprofitc/d 96

720

312

000

720

MwemaTraders
BalanceSheet

Asat31/12/2010
Shs

shs

FixedAssets

MotorVehicle 612000

Furniture 270720

882720

CurrentAssets

Stock 72000

Debtors 244000

Electricityprepaid 4000

Bank 50000

Cash 156000 526

000

1408

Shs

shs

Capital 842500

AddNetprofit 96720

NetCapital

939220

Longterm liabilities

BankLoan

250000

Currentliabilities

Creditors 216000

Accruedrent 3500 219

500
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720 1408720

BasicFinancialRatios
Aratioisanexpressionofoneitem inrelationtotheother.Itisusedto
comparethegroupsofrelateditemsinthebusiness,forthepurposeof
assessingtheperformanceofthebusiness.Theyinclude:

a)Mark-up
Thisisthecomparisonofgrossprofitasapercentageofcostofgoodssold.i.e.

Mark-up= ×100
GrossProfit

CostofGoodsSold

= ×100
G.P

COGS
Forexample:in(exampleOOA)above,determinethemark-upofthebusiness.

Mark-up= ×100
GrossProfit

CostofGoodsSold
Grossprofit=288000
COGS=438000

Mark-up= ×100
288000

438000
=65.75%

(ThisimpliesthattheGrossprofitofthebusinessis65.75%ofitscostofgoods
sold)

b)Margin
Thisistheexpressionofthegrossprofitasapercentageofnetsales.Thatis:

Margin= ×100
GrossProfit

netsales

= ×100
G.P

sales
Forexample:in(exampleOOA)above,determinethemarginofthebusiness

Margin= ×100
GrossProfit

netsales
Grossprofit=288000
Netsales=726000

= ×100
288000

726000
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=39.67%
(Thisimpliesthatthegrossprofitofthebusinessis39.67%ofthenetsales)
Relationshipbetweenmarginandmark-up
Sincemarginandmark-uparealltheexpressionofGrossprofit,itispossibleto
changeonetotheother.
Changingmark-uptomargin

Mark-upcanbechangedtomarginasfollows:
(i)Convertthemark-uppercentageasafractioninitssimplestform.
(ii) Addthevalueofthenumeratorofthefractiontothedenominatorto

comeupwiththenewfraction(marginfraction)thatis

Ifthemark-upfraction=
a

n

Marginfraction=
a

n+a
(iii) Convertthemarginfractionasapercentagetoobtainmargin
Forexample:intheaboveexample,

Mark–up=65.75%

=
65.75

100

=
263

400

Marginfraction=
263

400+263

= x100
263

663
=39.67%

Changingmargintomark-up
(i)Convertthemarginpercentageasafractioninitssimplestform
(ii) Subtractthevalueofthenumeratorofthefractionfrom the

denominatortocomeupwiththenewfraction(mark-upfraction)thatis

Ifthemarginfraction=
a

n

Mark-upfraction=
a

n-a
(iii) Convertthemark-upfractionasapercentagetoobtainmark-up



0714497530 268

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

Forexample:intheaboveexample,
Margin=39.67%

=
39.67

100

=
263

663

Mark-upfraction=
263

663-263

= x100
263

400
=65.75%

c)Currentratio/workingcapitalratio
Thisistheratioofthecurrentassetstocurrentliabilities.Itcanalsobe
expressedasapercentage.Thatis:

Currentratio=
currentassets

currentliabilities
=currentassets:currentliabilities

Or

Currentratio= x100
currentassets

currentliabilities
Forexamples:in(exampleOOA)above,determinethecurrentratio;

Currentassets=526000
Currentliabilities=219500

Currentratio=
currentassets

currentliabilities

= =1052:439
526000

219500
Or

= x100
526000

219500
239.64%

d)Rateofstockturnover
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Thisistherateatwhichthestockisboughtorsoldwithinagivenperiodoftime.
Itisobtainedby;

Rateofstockturnover(ROST)=
costofgoodssold

averagestock

Averagestock=
openingstock+closingstock

2
In(exampleOOA)above,determinetherateofstockturnover;

Thecostofgoodssold=438000
Theclosingstock=72000
Theopeningstock=0
Therefore

Theaveragestock=
openingstock+closingstock

2

= =36000
0+72000

2

Rateofstockturnover(ROST)=
costofgoodssold

averagestock

=
438000

36000

=12.17Times
e)Returnoncapital

Thisistheexpressionofnetprofitasapercentageofthecapitalinvested.That
is;

Returnoncapital= x100
netprofit

capitalinvested
Itcanbegivenasaratioorapercentage.

Forexample:in(exampleOOA)above,determinethereturnoncapitalofthe
business

NetProfit=96720
Capitalinvested/owner’sequity=939220

Returnoncapital= x100
netprofit

capitalinvested

= x100
96720

939220
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=10.33%
f)Acidtestratio/quickratio

Thisshowshowfastthebusinesscanconvertitscurrentassetsexcluding
stocktosettleitscurrentliabilities.Thatis;

Quickratio=
currentaassets-closingstock

currentliabilities
Itisgiveninratioform.

Forexample:inabove(exampleOOA),determinethequickratio;
Currentassets=526000
Stock=72000
Currentliabilities=219500

Quickratio=
currentaassets-closingstock

currentliabilities

=
526000-72000

219500
=2.07(or207:100)

ImportanceofFinancialRatios
Markupandmarginhelpsinthefollowing;settingthesellingprice,

calculatingprofitorlossesanddeterminingthesalesforagivenperiodof
time

Workingcapitalandacidtestratiohelpinshowingwhetherthebusinessis
inapositiontomeetitsshortterm obligationsandcheckingwhetherthe
businessisutilizingitsresourcesproperly.Thatishighworkingcapital
ratioshowsthatmostoftheresourcesareidle

Returnoncapitalshowsthefollowing;
- Theperformanceofthebusinessinrelationtoothersimilarbusinesses
- Comparisonoftheperformanceofthebusinessoverdifferentperiods
- Whetherthebusinessfinanceshavebeeninvestedornot
- Helpthepotentialinvestorsonthedecisiononwheretoinvest

Rateofstockturnoveralsohelpindetermininghowfastorslowthestock
ismoving.Italsohelpsincomputingthegrossprofitorloss.

MONEYANDBANKING
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Bartertrade
Thisisaform oftradewheregoodsandservicesareexchangedforothergoods
andservices.
Benefits
1.Satisfactionofwants:Andindividualisabletogetwhatheorsheneeds.
2.Surplusdisposal:anindividualorcountryisabletodisposeoffitssurpluses.
3.Socialrelations:itpromotessociallinkssincethecommunitiestrade

together.
4.Specialization:somecommunitiesshallspecializeinaparticularcommodity.
5.Improvedlivingstandards:thisisenhancedbyreceivingwhatoneisunableto

produce.
LimitationsofBartertrade
(i)Lackofdoublecoincidenceofwants:-itisdifficulttofindtwopeoplewith

theneedforeachother’sproductatthesametime.
(ii) Lackofstoreofvalue/perishabilityofsomecommodities:-somegoods

areperishablethustheirvaluecannotbestoredforalongtimeforfuture
purposese.g.onecannotstorevegetablesforexchangepurposesinfuture.

(iii) Indivisibilityofsomecommodities:-itisdifficulttodividesomeproducts
likelivestockintosmallerunitstobeexchangedwithothercommodities.

(iv) Lackofstandardmeasureofvalue:-Itisnoteasytodeterminehowmuch
onecommoditycanbeexchangedforagivenquantityofanothercommodity.

(v) Transportationproblem:Itisdifficulttotransportbulkygoodsespecially
whenthereisnofastermeansoftransport.

(vi) Lackofastandarddeferredpayment:-Theexchangeofgoodscannotbe
postponedsincebythetimethepaymentismade,therecouldbefluctuation
invalue,demandforacommoditymaynotexistandthenatureandqualityof
agoodmaynotbeguaranteed.Itmaybethereforedifficultwhattodecide
whattoacceptforfuturepayment.

(vii)Lackofspecialization:-Everyonestrivestoproduceallthegoodsheorshe
needsduetotheproblem ofdoublecoincidenceofwants.

(viii)Lacksunitofaccount-itisdifficulttoassessthevalueofcommoditiesand
keeptheirrecord.

MONEYSYSTEM
Moneyisanythingthatisgenerallyacceptedandusedasamedium of
exchangeforgoodsandservices.
Features/characteristicsofMoney
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Foranythingtoserveasmoney,itmusthavethefollowingcharacteristics:
Acceptability:Theitem mustbeacceptabletoeveryone.
Durability:Thematerialusedtomakemoneymustbeabletolastlong

withoutgettingtorn,defacedorlosingitsshapeortexture.
Divisibility:Moneyshouldbeeasilydivisibleintosmallerunits(denominations)

butstillmaintainsitvalue.
Cognizability:Thematerialusedtomakemoneyshouldbeeasilyrecognized.

Thishelpsreducechancesofforgery.Italsohelpspeopletodifferentiate
betweenvariousdenominations.

Homogeneity:Moneyshouldbemadeusingasimilarmaterialsoasto
appearidentical.Thiseliminatesanyriskofconfusionandforgeries.

Portability:-Moneyshouldbeeasytocarryregardlessofitsvalue.
Stabilityinvalue:Thevalueofmoneyshouldremainfairlystableoveragiven

timeperiod.
Liquidity:-itshouldbeeasilyconvertibletootherformsofwealth(assets).
Scarcity:-Itshouldbelimitedinsupply.Ifitisabundantlyavailableitsvalue

willreduce.
Malleability-thematerialusedtomakemoneyshouldbeeasytocastinto

variousshapes.
Noteasytoforge-moneyshouldnotbeeasytoimitate.
FunctionsofMoney
(i)Medium ofexchange:Itisgenerallyacceptablebyeveryoneinexchangeof

goodsandservices.Itthuseliminatestheneedfordoublecoincidenceof
wants.

(ii) Storeofvalue:Itisusedtokeepvalueofassetse.g.surplusgoodscanbe
soldandthenmoneykeptforfuturetransactions.

(iii) Measureofvalue:Valueofgoodsandservicesareexpressedinmoney
form.Performanceofbusinessesismeasuredintermsofmoney.

(iv) Unitofaccount:Itisaunitbywhichthevalueofgoodsandservicesare
calculatedandrecordskept.

(v) Standardofdeferredpayment:itisusedtosettlecredittransactions.
(vi) Transferofimmovableitems(assets):Moneyisusedtotransferassets

suchaslandfrom onepersontoanother.
DEMANDFORMONEY
Thisisthetendencyordesirebyanindividualorgeneralpublictoholdonto
moneyinsteadofspendingit.Italsoreferstoasliquiditypreference.
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Moneyisheldbypeopleinvariousforms:
Notesandcoins
Securitiesandbonds
Demanddepositssuchbankcurrentaccountbalances.
Timedepositssuchasfixedaccountbalances
REASONS(MOTIVES)FORHOLDINGMONEY
1.TransactionMotive:Moneyisheldwithamotiveofmeetingdailyexpenses

forboththefirmsandindividuals.Thedemandformoneyfortransaction
purposebyindividualsdependsonthefollowingfactors:

Size/levelofindividual’sincome:Thehighertheincomeofandindividual,the
morethenumberoftransactionsthushighdemandfortransactions.

Intervalbetweenpaydays/receiptofmoney:iftheintervalislong,thenhigh
amountofmoneywillbeheldfortransactionreasons.

Priceofcommodities:ifthepricesarehigh,thevalueoftransactionswillalso
increasethusmoremoneybalancesrequired.

Individualsspendinghabits-peoplewhospendalotofmoneyonluxurieswill
holdmoremoneythanthosewhoonlyspendmoneyonbasics.

Availabilityofcredit-peoplewhohaveeasyaccesstocreditfacilitiesholdlittle
amountofmoneyfordailytransactionsthanthosewhodonothaveeasy
accesstocredit.

Thetransactionmotivecanfurtherbedividedto;
Incomemotivei.e.holdingmoneytospendonpersonal/familyneeds.
Businessmotivei.e.holdingmoneytomeetbusinessrecurringneedssuch

aspayingwages,postage,rawmaterials.Etc
2.PrecautionaryMotive:Moneyisheldinordertobeusedduringemergencies

suchassicknesses.
Theamountofmoneyheldforthismotivewilldependonthefactorssuchas:
Levelofincome-thehighertheincomethehighertheamountofmoneyheld

forprecautionarymotive.
Familystatus-highclassfamiliestendtoholdmoremoneyforprecautionary

motivethanlowclassfamilies.
Ageoftheindividual-theagedtendtoholdmoremoneyforprecautionary

motivethantheyoungsincetheyhavemoreuncertaintiesthantheyoung.
Numberofdependant-themorethedependantsonehas,themorethe

moneytheyarelikelytoholdforprecautionarymotive.
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Individual’stemperament-pessimiststendtoholdmoremoneyfor
precautionarymotivesthantheoptimistsbecausetheynormallythinkthings
willgowrong.

Durationbetweenincomes-thosewhoearnmoneyafterashorttimeare
likelytokeeplessmoneythanthosewhoearnmoneyafteralongtime.

3.SpeculativeMotive:Moneyisheldtobeusedinacquiringthoseassets
whosevaluesarepronetofluctuationssuchasshares/moneyisheld
anticipatingfallinpricesofgoodsandservices.Thisdependsonthe
following:
Thewealthofanindividual
Therateofinterestongovernmentdebtinstruments
Interestonmoneybalancesheldinthebank.
Howoptimisticorpessimisticapersonis.

SUPPLYOFMONEY
Thisistheamountofmoney/monetaryitemsthatareincirculationinthe
economyataparticularperiodoftime.Theyincludethefollowing;
1.Totalcurrencyi.e.thecoinsandnotesissuedbythecentralbank.
2.Totaldemanddeposits:moneyheldincurrentaccountsinbanksandare

thereforewithdrawableondemand.

Factorsinfluencingsupplyofmoney
Governmentpolicies:Ifthereismoremoneyintheeconomy,thegovernment

willputinplacemeasurestoreducethesupplysuchasincreasinginterest
rates.

Policiesofcommercialbanks:Themoretheloansofferedbycommercial
banks,themoretheamountofmoneyincirculation.

Increaseinnationalincome:increaseinnationalincomemeansthatmore
peoplewillbeliquidduetoincreaseineconomicactivities.]

Increaseinforeignexchange:Theforeignexchangereserveswillincrease
thussupplyincreases.

BANKING
Thisistheprocessbywhichbanksacceptdepositfrom thepublicforsafe
keepingandlendingoutthedepositsinform ofloans.
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Abankisafinancialinstitutionthatacceptsmoneydepositsfrom thepublicfor
safekeepingandlendingoutintermsofloans.
COMMERCIALBANKS
Thesearefinancialinstitutionsthatofferbankingserviceswithaprofitmotive.
TheiractivitiesareregulatedbytheCentralbank.
Functionsofcommercialbanks

i. Acceptingdeposits:Theyacceptdepositfrom membersofthepublicinform
ofcurrentaccounts,savingsaccountandfixeddepositaccounts.Such
accountshelpindividualstokeepmoneysafely.

ii. Provisionofsafemeansofpayments:Theyprovidesafeandreliablemeans
ofpaymentsuchascheques,bankdrafts,credittransfers,electronicfunds
transfersetc.

iii. Provisionofloanfacilities:Theyprovideloanstomembersinform ofshort
term andlongterm.Theseloansarerepayablewithintereststhusincometo
thebanks.

iv. Facilitatesforeignexchangepayments:Theyprovideforeignexchangethatis
usedininternationaltrade.Theyalsomakepaymentsonbehalfoftheir
customers.

v. Provisionofsafekeepingofvaluables:Theyprovidesecurityforvaluablesto
theircustomersatafee

vi. Discountingbillsofexchange:Thisisprocessbywhichabankacceptsbills
ofexchangeandpromissorynotesfrom itscustomersinexchangeofcash
lessthanthefacevalueofthebillornote.

vii. Provisionoffinancialinformation:-Theyadvicetheirclientsonfinancial
mattersaffectingtheirbusinessessuchasinvestmentoptionandwiseuseof
loans.

viii. Moneytransfer:-Theyprovidevaried,safeandreliablemeansofmoney
transfer.Suchmeansincludecheques,standingorders,credittransfers,bank
drafts,lettersofcredit,creditcards,travelerschequesetc.

ix. Actasguarantorsandreferees:-Theyactasguarantorstotheircustomers
whowanttoacquirecreditfacilitiesfrom otherfinancialinstitutions.

x. Actasintermediaries:-Theyactasalinkbetweenthesaversandborrowers.
xi. Creditcreation:-Thisistheprocessofcreatingmoneyfrom thecustomer

depositsthroughlending.
xii. Provisionoftrusteeship:-Theycanmanageabusinessonbehalfoftheclient

especiallyiftheclientdoesnothavemanagerialskills.Theycanalsomanage
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theassetsofthedeceasedclientiftherewasnowill.
TYPESOFACCOUNTSOFFEREDBYCOMMERCIALBANKS

1.Currentaccount
Thisisanaccountwheremoneydepositedcanbewithdrawnondemandbythe
customerbymeansofacheque.Thismeansthatmoneycanbewithdrawnat
anytimeduringtheofficialworkinghourssolongastheaccounthassufficient
funds.
Thisaccountisalsoreferredtoasdemanddeposits.
Featurescharacteristicsofcurrentaccounts
Depositsofanyamountcanbemadeatanytime.
Balancesinthisaccountdonotearnanyinterest.
Theaccountholderisnotrequiredtomaintainaminimum cashbalancein

thisaccount
Withdrawalscanbeatanytimewithoutgivingandadvancenoticeaslongas

thecustomerhassufficientfunds.
Chequebooksareissuedtotheaccountholdertobeusedasameansof

payment/chequesareusuallyusedtowithdrawmoneyfrom theaccount.
Monthlybankstatementsareissuedtotheaccountholder.
Overdraftfacilitiesareofferedtotheaccountholders’i.ethebankcanallow

customerstowithdrawmoremoneythantheyhaveintheiraccounts.
Advantagesofcurrentaccount
Nominimum balanceismaintainedhencetheaccountholdercanaccessall

his/hermoney.
Withdrawalscanbemadeatanytime.
Transactionsaremadeeasierbyuseofchequesforexample;onedoesnot

havetogotothebankinordertomakepayment.
Overdraftfacilitiesareavailable..
Itispossibletodepositanyamountatanytimeduringtheofficehours.
Useofchequesasmeansofpaymentservesasevidenceofpaymentsmade.
Paymentscanbedoneevenifthereareinsufficientfundsintheaccount

usingpostdatedcheques.
Theaccountholdercanwithdrawanyamountatanytimewithoutnoticeas

longastherearesufficientfundsintheaccount.
Disadvantagesofcurrentaccount
Lengthyproceduresofopeningtheaccount.



0714497530 277

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

Theaccountholderdoesnotearnanyincomesincethebalancesinthe
currentaccountdoesnotearninterest.

Initialdepositwhenopeningtheaccountisusuallyhighhencediscourages
prospectivecustomers.

Customersarenotencouragedtosavesincetheycanaccesstheirmoneyat
anytime.

Ledgerfeesarechargedontheaccountmakingtheoperationsofthe
accountexpensive.
2.Savingsaccount(depositaccount)

Thisisanaccountoperatedbyindividualsandfirmsthathavemoneytosave.
FeaturesofSavingsaccount
Thereisminimum initialdepositthatvariesfrom banktobank.
Aminimum balanceismaintainedatalltimes.
Thewithdrawalsareuptoacertainmaximum withinagivenperiod.

Withdrawalabovethismaximum willrequirenotice.
Accountholdersareissuedwithapassbookoradebitcard(ATM card)for

depositsandwithdrawals.
Overdraftfacilitiesarenotallowed.
Ordinarily,withdrawalsacrossthecountercanonlybedonebytheaccount

holder.
Thebalanceontheaccountaboveacertainminimum earnssomeinterest.
AdvantagesofSavingsaccount
Customersareencouragedtosavebecauseoftherestrictedwithdrawals.
Therearerelativelylowbankingcharges.
Initialdepositisusuallylowascomparedtootheraccounts.
Thebalancesearninteresttoaccountholderhenceanincentivetosave.
ATM facilitieshavemadeaccountoperationsveryconvenienttocustomers.
DisadvantagesSavingsaccount
Aminimum balancemustbemaintainedatalltimesandthecustomeris

deniedaccesstothatmoney.
Foracrossthecounterwithdrawals,itisonlytheaccountholderwhocan

withdrawcash.
Withdrawalsarerestrictedandsufficientnoticeisrequiredbeforelarge

amountsarewithdrawn.
Theaccountholdersdonotenjoyservicessuchaschequebooksand
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overdraftfacilitieslikethecurrentaccountholders.
EasyaccesstothemoneythroughATM cardsencouragesoverdrawals.
Anybodywhoknowsthepinofthecard(ATM card)canwithdrawmoney

from theaccount.
Requirementsforopeninganaccount
Thefollowingaresomeoftherequirementsforopeningeitheracurrentaccount
orasavingsaccount:

i. PhotocopiesofidentificationdocumentssuchasNationalIdentityCardor
Passport.

ii. Passportsizephotographs(numbervariesfrom banktobank).Somebanks
arenowadaystakingthephotographsinsteadofthecustomersproviding
them.

iii. Forcurrentaccountholders,anintroductoryletterfrom anexistingcustomer
from theprospectivecustomer’semployer.

iv. Fillingintheapplicationform providedbythebank.
v. Signingofthespecimensignaturecards.Usuallytwo.

NB:Oncetheserequirementsarefulfilled,thebankallocatesthecustomeran
accountnumber,uponpaymentofaninitialdeposit.

3.Fixeddepositaccount
ThisaccountisalsoknownastimeDepositaccount.Itismaintainedbythose
whohavemoneynotmeantforimmediateuse.
Oncemoneyisdeposited,therearenowithdrawalsuntilthetimeexpires.
AdvantagesofFixeddepositaccount
Interestearnedisrelativelyhighascomparedtosavingsaccount.
Therearenobankchargestotheaccountholder.
Moneyheldinfixeddepositaccountcanbeusedassecuritytoacquirebank

loans.
Restrictedwithdrawalsencouragesavings.
Theaccountholderhastimetoplanforthedepositedmoney.
DisadvantagesofFixeddepositaccount
Accesstomoneyisnotalloweduntiltheendoftheagreedperiod.
Interestisforfeitedifthereispre-maturewithdrawal.
Theminimum amountofmoneyforthisaccountishigh.
Thecustomerisnotallowedtodepositmoremoneyinthisaccount.
Anoticeisrequiredifthecustomerwantstoterminatethecontractbefore

expirydate.
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Thecustomerisdeniedtheuseofthedepositedfundsbeforetheexpiryof
theperiod.

REQUIREMENTSTOOPENANDOPERATEABANKACCOUNT
1.IdentificationdocumentssuchasNationalIdentificationCard,Passportand

DrivingLicense.
2.Referenceletterfrom employeroranexistingcustomer.
3.Fillinganapplicationform givingtheinformationaboutthecustomer.
4.Submissionofaspecimensignaturetobeheldbythebank.
5.Aninitialdepositispaidandtheaccountbecomesoperational.
NON-BANKFINANCIALINSTITUTIONS
Thesearefinancialinstitutionsthatofferfinancesfordevelopmentpurposesto
individualsandorganizations.
Theseinstitutionsaddressthemselvestotheneedsofspecificsectorsinthe
economy.
Theyofferthefinancesinform ofeithershortterm orlongterm loans.
Thefollowingaresomeofthenon-bankfinancialinstitutionsinKenya
Developmentbanks
Buildingsocieties
Financehouses
SavingsandCreditCo-operativeSocieties
Microfinanceorganizations
Insurancecompanies
PensionFunds’Organizations
HirePurchaseFirms

HousingFinanceCompanies
Theyaremainlyformedtofinancehousingactivitiesthatistheyeitherputup
housesandselltotheindividualsoroffermortgagefinancetothosewhowish
toputuptheirownhouses.TheyincludesHousingFinanceCorporationof
Kenya(HFCK),NationalHousingCorporation(NHC)

DevelopmentFinanceInstitutions
Thesearedevelopmentbankswhichareformedmainlytoprovidemedium term
andlongterm finances,especiallytothemanufacturingsector.Theyperform
thefollowingfunctions
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Financingpeoplewhowishestostarteithercommercialofindustrial
enterprises,aswellastheexistingenterprisesintheabovesectorsfor
expansion

Offeringtrainingservicesthroughseminarsandworkshopstoequipthe
entrepreneurs’withtherelevantskillinindustrialandcommercialsectors

Offeradvisoryservicestothosepeoplewantingtostartorexpandtheir
businesses

Actingasguarantorstopeoplewishingtotakeloanfrom otherlending
institutionstohelpthem expandtheirbusiness

TheyincludesthefollowingKenyaIndustrialEstates(KIE),DevelopmentFinance
CompanyofKenya(DFCK),IndustrialDevelopmentBank(IDB),Industrialand
CommercialDevelopmentCorporation(ICDC)

SavingsandCreditCo-operativesocieties
Theseareco-operativesocietiesthatareformedtoenablememberssaveand
obtainloansatmostconvenientlyandfavorableconditions.Theyareformedby
thoseengagedinsimilaractivities.Theyincludes:MwalimuSavingsandCredit
Co-operativeSocieties;AfyaSavingsandCreditsocieties;HarambeeSavings
andCreditSocieties

Insurancecompanies
Thesearecompaniesthatassistincreatingconfidenceandsenseofsecurityto
theirclientsaswellasofferingfinancialassistancetotheirclients.Their
functionsinclude;
Enablethepolicyholderstosavethroughtheirschemes
Providefinancestotheirpolicyholdersinform ofloans
Offerguaranteeservicestothepolicyholderswishingtoobtainloansfrom

othernon-bankfinancialinstitutions
Provideadvisoryservicestothepolicyholdersonsecuritymatters
Providefinancestomeettheexpensesincasesofloans
Theyincludesthefollowing:StallionInsuranceCompany;Madisoninsurance
company;Blueshieldinsurancecompany

MicroFinanceCompanies
Thesearefinancialcompaniesformedtoprovidesmallscaleandmedium size
enterpriseswithfinance.Theyalsocarryoutthefollowingfunctions
Offeradvisoryservicestotheirclientsinmatterssuchasbusiness

opportunitiesavailableandhowtooperatethem.
Encouragetheclientstocarryoutbusinessactivitiesbyofferingloansto
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them
Theyencouragethesavingsbyadvancingloanstotheindividualmemberofa

certaingroup
Theysupervise,monitorandadvisethosewhom theyhavegivenloans

Theyincludesthefollowing:KenyaWomenfinanceTrust(KWFT),Faulu
Kenya
AgriculturalFinanceHouses

Theseareinstitutionsformedtopromotetheagriculturalsector.Theycarryout
thefollowing
Givingloanstofarmers
Offeringsupervisoryandtrainingservicestotheloanedfarmer
Offeringtechnicalandprofessionaladvicetoloanedfarmer
Carryresearchandcomeupwithbetterwaysandmeansofagriculturalsector
Comingupwithprojectsthatwouldopenupnewareasforagriculture
Differencesbetweencommercialbanksandnon-bankfinancialinstitutions
CommercialBanks Non-BankFinancialInstitutions

(i)Offeralltypesofaccounts

(ii) Providebothshortterm and

medium term financestotheir

customers

(iii) Theirfinanceisnot

restrictedtoanysector

(iv) Mayofferforeignexchange

services

(v) Theirfinanceismainlyfor

workingcapital

(vi) Participateinclearinghouse

astheyoffercheque

(i) Offeronlytwotypesof

accountssavingsandfixed

deposit

(ii) Mainlyprovidemedium term

andlongterm finances

(iii) Theirfinanceisrestrictedto

aparticularsector

(iv) Donotprovideforeign

exchangeservices

(v) Theyprovidecapitalfor

development

(vi) Donotparticipateinclearing

housesincetheydon’toffer

(vii)Donotofferfacilitiesfor
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(vii)Offerfacilitiesforsafe

keepingofvaluableitemssuch

astitledeeds

(viii)Alwaysindirectcontrolof

thecentralbank

(ix) Mayofferoverdraftfacilities

totheircustomers

safekeepingofvaluableitems

(viii)Notusuallyindirectcontrol

ofthecentralbank

(ix)Donotofferoverdraft

facilitiestotheircustomers

THECENTRALBANK
Thisisabankestablishedbythegovernmentthroughtheactoftheparliament
tomanageandcontrolthemonetarymattersinthecountry.Itwasformedto
perform thefollowingfunctions;
Issuecurrencyinthecountry,whichincludesbothnewnotesandcoinsto

replacetheworn-outones
Bankertothecommercialbanks,byensuringthatallthecommercialbanksin

thecountryoperateanaccountwiththem
Beingthegovernment‘sbank,byofferingbankingservicestothegovernment

whichenablesthegovernmenttooperateanaccountwiththem
Advisortothegovernmentonfinancialissuesintheeconomy
Controllerofthecommercialbanksonhowtheycarryouttheirfunctionsin

theeconomytoensurethattheircustomersareservedwell
Providelinkswithothercentralbanksinothercountries,facilitatingfinancial

relationships.Italsoprovidealinkbetweenthecountryandotherfinancial
institutionssuchasIMF

Maintainstabilityintheexchangeratesbetweenthelocalcurrenciesandthe
foreignones.

Actasthelenderofthelastresorttothecommercialbankstoenablethem
meettheirfinancialobligationswhenneedarise

Facilitatestheclearingofchequesbetweendifferentcommercialbanks
throughitsclearinghouse(adepartmentinthecentralbank)

Administeringofthepublicdebtbyfacilitatingthereceiptandprovidinga
meansthroughwhichthegovernmentpaysbacktheborrowedmoney

Controlofthemonetarysystem inthecountryinordertoregulatethe
economy.Indoingthistheyputinplacevariousmonetarypoliciesthatcan
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eitherexpandtheeconomicactivitiesinthecountryordepressthem.
Monetarypolicyreferstothedeliberatemovebythegovernmentthroughthe
centralbanktomanipulatethesupplyandcostofmoneyintheeconomyin
ordertoachieveadesirableeconomicoutcome.Theydothisthroughtheuseof
varioustoolsofmonetarypolicieswhichincludesthefollowing:Bankrates;
OpenmarketOperation(OMO);CashLiquidityratiorequirement;Compulsory
depositrequirement;Selectivecreditcontrol;Directives;Request.
Bankrates

Theymayincreaseordecreasetheinterestrateatwhichtheylendtothe
commercialbankstoenablethem increaseordecreasetherateatwhichthey
lendmoneytotheircustomersintheeconomytoenablethegovernment
achievethedesirableeconomicdevelopmentinthecountry
Whentheyincreasetheirlendinginterestrate,thecommercialbanksalsoraise
theirlendingratestotheconsumerstoreducethenumberofpeopleobtaining
loans,leadingtoareductionofmoneysuppliedintheeconomy.
Whentheydecreasetheirlendinginterestrate,thecommercialbanksalso
decreasestheirlendingratestotheconsumers,increasetheamountofmoney
suppliedintheeconomy
OpenMarketOperations(OMO)

Thisiswheretheyregulatethesupplyofmoneyintheeconomybyeitherselling
orbuyingthegovernmentsecurities(treasurybillsorbonds)intheopenmarket.
Thatiswhentheywanttoincreasethesupplyintheeconomy,theybuyingthe
securitiesfrom themembersofthepublicwhohadboughtthem toincrease
moresupplyofmoneyintheeconomy.
Whentheywanttoreducetheamountofmoneyincirculationtheywillsellthe
governmentsecuritytothepublicintheopenmarket,tomopup/reducethe
excesssupplyintheeconomy
Thepaymentofthesecuritiestakesmoneyfrom theindividualsaccountsinthe
commercialbanks,reducingtheamountthattheindividualcanuseinthe
economy,whilewhenbuyingthecentralbankpaysthesecurityholdersintheir
respectiveaccountsinthecommercialbanks,increasingtheamountthatthey
canuseintheeconomy
Cash/liquidityratiorequirement

Herethecentralbankexpectthecommercialbanktokeepacertainproportion
oftheirtotaldepositsinform ofcashtoenablethem meettheirdailyneeds,
whiletherestareheldinliquidassets.Thisproportioncanbereducedbythe
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centralbanktoreducestheamountofmoneyheldbythecommercialbanksin
ordertoreducetheamountofmoneyspentbythecommercialbanksincash,
reducingtheamountofmoneyinsupply,ortheymayincreasetheproportionto
beheldbythecommercialbankstoenablethem increasetheamountofmoney
theyspentincash,increasingtheamountofmoneyinsupply

Cashratio=
CashHeld

TotalDeposits
Compulsorydepositrequirements

Thecommercialbanksarerequiredtomaintainacertainamountofdeposits
withthecentralbankwhichwillbeheldinaspecialaccountwherethemoney
staysfrozen.Thisreducestheamountofmoneythatthecommercialbanks
holdandareabletospendintheiroperation,influencingthesupplyofmoneyin
theeconomy.
Thedepositmaybeincreasetoreducetheamountofmoneyinthecommercial
banks,orreducedtoincreasetheamountofmoneyinthecommercialbanks
Selectivecreditcontrol

Thecentralbankmayissueaspecialinstructiontothecommercialbankand
otherfinancialinstitutiononlytolendmoreinaparticularsectortocontrolthe
amountofmoneyreachingtheeconomy.Theinstructionmayberemoved,ifthe
bankfeelsthatthesupplyintheeconomyhasreducedandneedstobe
increased
Directives

Thecentralbankmayissueadirectivetothecommercialbanksontheinterest
ratetheyshouldchargeontheirlendingandtoincreaseorreducethemargin
requirementforborrowingtomakeitharderoreasierforthecustomersto
obtainloan.
Marginrequirementistheproportionofmoneyexpectedtoberaisedbythe
clienttofinancetheprojecthe/shewantstoobtaintheloanfor,beforebeing
givenaloantocompletetheprojectwith.
Request(Moralsuasion)

Thecentralbankmayappealtootherfinancialinstitutionstoexerciserestrainin
theirlendingactivitiestothepublictohelpincontrollingthemoneysupply
TrendsinBanking
Thesearethepositivechangesthathavetakenplaceinthebankingsectorto
improvetheirservicedeliveriestotheircustomers.Theyinclude;
1.TheuseofAutomaticTellerMachines(ATMs),whichhasmadeitpossiblefor
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thecustomerstoaccesstheirmoneyanytimeoftheday.TheATM cards
thatareusedforwithdrawalsfrom theATM machinescanalsobeusedasa
debitcardtomakepurchases.

2.Networkingalltheirbranches,whichhasenablethecustomerstocarryout
theirtransactionsinanyofthebranch.

3.E-Banking,whichisthebankingthroughtheinternet.Thishasmadeit
possibleforthecustomerstotransacttheirfinancialbusinesseson-line.

4.Relaxationofsomeoftheconditionsonopeningandoperatingsomeofthe
accountstomakethem bemoreattractivetotheircustomers.

5.Offeringvarietiesofproductswhichincludeseasiercreditfacilitiestotheir
customerstoattractmorecustomers.

6.Liberalizationofforeignexchangedealingsbylicensingforexbureaustooffer
servicestothecustomers,improvingtheaccessibilitytotheservice.

7.Improvingthecustomerscareservices,withsomebanksettingupa
departmentsknownasthecustomercaredepartmenttoofferdetailed
assistancetotheircustomers.

8.Allowingnonbankfinancialinstitutionstoofferbankingservicestothe
membersofthepublic,forexample;KWFT,SACCOs,FOSA,FauluKenya,etc

9.MobileBankingservices(M-Banking),whichallowsthecustomerstocarryout
theirfinancialtransactionsovertheirmobilephones.Ithasbroughtabout
severalbenefits/advantagestotheircustomerswhichincludes;

Advantagesofm-banking
-Easytransferoffundsfrom oneaccounttotheotherinthesamebank(inter

accounttransfer)
-Easytransferofmoneyfrom onesaccounttohismobilephoneforother

transactions
-Abilitytocheckonesaccountbalanceinthebankwithease
-Easytomonitoryourfinancialtransactionsbycheckingyourtransaction

detailsoverthephone
-Easypaymentofthebillssuchaselectricitybill,Dstvbills,etcandother

wages
-Abilitytotransfermoneyfrom onemobilenumbertootherincollaboration

withtheserviceproviders
-Easyrequestfornewchequebooksandbankstatementsfrom thebanks
-Abletotopupairtimetoyourmobilephonesincollaborationwiththeservice

providers
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-Reducedriskofcarryinglargesumsofmoneyincashorchequesthatmaybe
stolen

Howeverthisdevelopmenthasalsocomewithitschallenges,whichincludes:

Disadvantagesofm-banking
-Registrationtoenjoyalltheseservicesmustphysicallybedoneinthebanking

hall,whichsubjectthecustomerstostressqueuesofthebank
-Onlytheregisteredmobilenumbercancarryoutthesetransactionswhich

limitsthecustomertoonlyusingonenumber
-Usersrequiresamobilephonewithascreenthatcandisplaythetransaction

whichatimessomemaynotaford
-Mobilephonescaneasilybelostorstolenfrom theowner,inconveniencing

him from carryingoutthetransactions
-Banktransactioninformationmayloadslowly,whichmaymakesitexpensive

fortheuser
-Possibilityoftransferringthefundstoawrongaccount,duetoerrorintyping

oftheaccountnumber
Introductionofagencybanking,whichhasmadethem tomaketheirservices

tobemoreaccessibletoevenareaswheretheymayhavenotputupa
bankinghall.

Agencybankingiswherebyaretailstores,supermarket,oranyother
commercialbusinessesareauthorizedbythefinancialinstitutionstocarryout
financialtransactionsontheirbehalf.Theymayofferthefollowingservices

- Receivingcustomerdeposits
- Offeringwithdrawalservices
- Transferoffundsforcustomers
- Paybillsforthecustomers
- Balanceinquiryservices
- Openingnewaccountsforthecustomers
- Fillloanapplicationformsforthem

Advantagesofagencybanking
Reductionofsetupanddeliverycosttothebanks,whichinturnpassesto

thecustomersinform ofreducedcostofaccessingservices
Timesavingastheagentsarelocatedclosetothecustomerandthe

customermaycarryoutothertransactionsashewithdrawthemoney
Moreconvenientforthecustomertobankwiththeirlocalretailersotherthan
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thetraditionalbankinghalls
Enablethebanktoreachfarplaceswithinthecountry

REVISIONEXERCISES
PAPER1
1.Givefouradvantagesofbartertrade.
2.HighlightfourservicesofferedbythecentralbankofKenyatothe

commercialbanks.
3.Statefourmethodsthroughwhichcommercialbankscantransfermoney.
4.Stateanyfourcurrentdevelopmentsthathavetakenplaceinthebanking

sector.
5.Outlinefourtoolsofmonetarypolicyusedbythecentralbanktocontrol

moneysupply.
6.Outlinefourfactorsthatmayhaveledtothedownfallofbartertrade.
7.Highlighttwofactorsthatmayinfluence:

a.Transactionmotive.
b.Speculativemotive.

8.Mentionfourfunctionsofcommercialbanksinaneconomy.
9.Outlinethreefactorsthatinfluencethesupplyofmoney.
10. Givefourcharacteristicsofmoney.
11. ThefollowingaresomeoftheaccountsavailabletocustomersinKenya

bankingindustry:Currentaccount,SavingsaccountandFixeddeposit
account.Givetheaccountthatcorrespondstoeachofthedescriptiongiven
below.

Description Typeof
account

(a)Accountholdersrequiredto
depositaspecificinitialamountas
wellasmaintainingaminimum
balance.

(b)Accountholdersmaydepositand
withdrawmoneywheneverthey
wantwithoutmaintaininga
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minimum balance.

(c)Bankspayinterestondepositat
comparativelyhigherrates.

(d)Moneymaybedepositedatany
timeandinterestisearnedifa
specificbalanceismaintained.

12. Outlinefourbenefitsthataccruetoacustomerwhousesautomatedteller
machine(ATM)bankingservices.

PAPER 2
1.ExplainfivefunctionsofthecentralbankofKenya.
2.Describefourmeasuresthatthegovernmentmayputinplacetoreducethe

amountofmoneyincirculation.
3.Explainfiveservicesofferedbycommercialbankstotheircustomers.
4.Explainfivewaysinwhichcommercialbanksfacilitatepaymentonbehalfof

theircustomers.
5.ExplainfourservicesthatthecentralbankofKenyamayofferasabankerto

commercialbanks.
6.ExplainfiveinwhichbankscontributetothedevelopmentofKenya
7.Outlinefivereasonswhybankscurrentlyaccountispopularwithtraders
8.ExplainserviceofferedtocommercialbanksbythecentralbankofKenya
9.Inwhatwaysofthefunctionsofcommercialbankdifferwiththoseofnon-bank

Financialinstitutions
10. ExplainfivewaysinwhichcentralbankofKenyamaycontrolthesupplyofmoney

in
Thecountry

11. Describemethodswhichmaybeusedbycommercialbankstoadvancemoneyto
customers.

12. Abusinessmanwishestoobtainaloanfrom acommercialbank.Highlightthe
Conditionsthatheshouldsatisfybeforethebankcangranthim theloan

13. ExplainfiveservicesthatthecentralbankofKenyaofferstocommercialbanks
Explainfourdisadvantagesofusingabankoverdraftasasourceoffinances

14. Describefourwaysinwhichanon-bankfinancialinstitutionsdifferfrom the
commercialbanks

15. Discussfivereasonswhybusinesspeopleprefertooperatebankcurrent
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accounts
16. Outlinethebenefitsthatbankcustomergetsfrom operatingacurrentaccount

Explainthe5servicesofferedbyacommercialbankstotheircustomers

PUBLICFINANCE

Publicfinancereferstotheactivitiescarriedoutbythegovernmentassociated
withraisingoffinancesandthespendingofthefinancesraised(itisthestudy
ofhowgovernmentcollectsrevenueandhowitspendsit)
Thecomponentsofpublicfinanceare;

i. Publicrevenue
ii. Publicexpenditure

iii. Publicdebt
i. Publicrevenue-referstotherevenues(income)andresources

receivedbythegovernmentfrom differentsources.
ii. Publicexpenditure-referstotheresourcesspentbythegovernment.
iii. Publicdebt-referstothemoneyandresourcesborrowedbythe

government.
Purposeofpublicfinance

i. Provisionofessentialgoodsandservices.Thegovernmenthasa
responsibilityofprovidingitscitizenswithessentialgoodsandservices
suchassecurity,health,schools,droughtcontrol,lawe.t.csuchfacilitiesand
servicesmaynotbeadequatelycoveredbytheprivatesectorbecauseof
thehighcostsinvolvedandrisks.

ii. Encouragingconsumptionofcertaincommodities-Thegovernmentmay
encourageconsumptionofcertaincommoditiese.g.maizebysubsidizing
ontheirproductionsorloweringtheirtaxes.

iii. Controllingconsumptionofcertaincommodities-Thegovernmentmay
alsoencourageconsumptionofsomecommoditiese.g.cigarettesand
alcoholbyimposingheavytaxesonthem.

iv. PromotionofBalancedregionaldevelopment-Thismaybedoneby
initiatingeconomicprojectsinareasthatareunderdeveloped/lagging
behind.

v. WealthRedistribution-Thisisdonebyheavilytaxingtherichandusingthe
moneyraisedtoprovidegoodsandservicesthatbenefitthepoor



0714497530 290

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

vi. Topromoteeconomicstability-Economicinstabilitymaybecausedby
factorssuchasunemployment.Suchproblemscanbesolvedthrough
publicexpenditureinprojectsthatgenerateemploymentsuchas‘kazikwa
vijana’

vii. CreationofaconduciveBusinessEnvironment-Throughpublicexpenditure,
thegovernmentmaydevelopinfrastructuresuchasroads,electricity,
securitye.t.ctherebycreatingaconduciveenvironmentforbusinessesto
thrivein.

viii. Toraisegovernmentrevenue-Throughpublicfinance,thegovernment
raisesrevenuewhichitusesinprovisionofessentialgoodsandservicesto
thepublic.

ix. Improvingbalanceofpayment-Thismaybedonebyimprovingheavytaxes
suchascustomsdutytodiscourageimportation.

Sourcesofpublicfinance
Therearetwomajorsourcesofpublicfinancei.e.

i. Publicrevenue
ii. Publicdebt(governmentborrowing)

i. Publicrevenue-Thisistheincomethatthegovernmentgetsfrom its
citizens.Themainsourcesofpublicrevenueare:

a.Tax:Thisisacompulsorypaymentleviedbythegovernmentonindividuals
andfirmswithoutanydirectbenefittothepayer.

b.Finesandpenalties-Thesearethechargesimposedonindividuals,firmsand
corporationswhobreakthelawsofthecountry.(offenders)

c.Fees;Thesearethepaymentschargedbythegovernmentforthedirect
servicesitrenderstoitspeoplee.g.roadlicencefee,marriagecertificatefee
andimportlicencefee.

d.Rentandrates:Chargedonuseofgovernmentpropertiese.g.gameparks,
forestse.t.c

e.Eschiats:Incomeobtainedfrom propertiesofpersonswhodiewithoutlegal
heirsorproperwills.Suchpeople’spropertiesaretakenoverbythestate.

f.Dividendsandprofits:Thesearetheincomereceivedfrom thegovernment
directinvestmentse.g.income/surplusfrom publiccorporations.

g.Interestfrom loans-Thisistheinterestonloansadvancedbythegovernment
tofirmsandindividualsthroughitsagenciessuchasICDc,AFCe.t.c

h.Proceedsfrom scaleofgovernmentproperty.
g.Publicdebt(Governmentborrowing)-Thisisthemoneythatthegovernment
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borrowswhenpublicrevenueisinsufficienttomeetallitsfinancialobligations.
Governmentborrowingisalsoreferredtoasnationaldebt.Itincludesall
outstandingborrowingbythecentralgovernment,localauthoritiesand
governmentcorporations.
Thesearetwomajorlytwosourcesofpublicdebts:
a.Internalborrowing
b.Externalborrowing
a.Internalborrowing
Thisreferstoborrowingbygovernmentfrom firmsandindividualswithinthe
country.Thismaybedonethrough:
Openmarketoperation;thegovernmentsellsitssecuritiessuchastreasury
bondsandtreasurybills.Thishoweverhasadisadvantageofcausing‘crowding
outeffect’wherethegovernmentleavestheprivateinvestorswithlittleto
borrowfrom.
b.Externalborrowing
Thisreferstogovernmentborrowingfrom externalsources.Itmayeitherbeon
abilateralormultilateralbasis.
Bilateralborrowingiswherethegovernmentborrowsdirectlyfrom another
country.
Multilateralborrowingiswherethegovernmentborrowsfrom international
financialinstitutionssuchasinternationalmonetaryfund(IMF),WorldBank,
AfricanDevelopmentbanke.t.c.suchbodiesgetfinancesfrom varioussources
whichtheylendtotheirmembercountrieswhoareinneedofsuchfunds.
Generally,externalborrowinghasstringsattached.Theborrowingcountryis
expectedtomeetsomesetconditions,sometimesadverselyaffectingsome
sectorsoftheeconomy.
Thetotalinternalborrowing(internaldebt)addedtothetotalexternalborrowing
(externaldebt)constitutesthenationaldebt.
Classesofpublic(Nationaldebt)
Thesearetwoclassesofnationaldebt:

i. Reproductivedebt
ii. Dead-weightdebt.

i.Reproductivedebt
Thisisborrowedmoneyusedtofinanceproject(s)thatcangeneraterevenue.
Suchprojects,oncestartedmaybecomeselfsustainingandmaycontribute
towardsservicing/repayingthedebt.E.g.moneyusedtofinanceirrigation
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schemes,electricityproductione.t.c.
ii.Dead-weightdebt
Thisisborrowedmoneythatisusedtofinanceactivitiesthatdonotgenerate
anyrevenue.Examplesaremoneyusedtofinancerecurrentexpendituree.g.
paymentofsalariesorforfaminereliefe.t.c
Dead-weightdebtisaburdentomembersofthepublicsincetheyaretheones
whoareexpectedtocontributetowardsitsrepayment.

Factorstoconsiderbeforethegovernmentdecideswhethertoborrowinternally
orexternally
Thisreferstohowthegovernmentspendsthefinancesithasraisedonbehalf
ofitscitizens.
Categoriesofgovernmentexpenditure
a)Recurrentexpenditure
b)Developmentexpenditure
c)Transferpayments.
a.Recurrentexpenditure
Thisreferstogovernmentspendingthattakesplaceregularlye.g.paymentsof
salariestocivilservants,fuellingofgovernmentvehiclese.g.
Everyfinancialyear,thegovernmentmustallocatefundstomeetsuch
expenditure.
Recurrentexpenditureisalsoknownasconsumptionexpenditure.
b.Developmentexpenditure
Thisisalsoreferredtoascapitalexpenditure.Itisgovernmentspendingon
projectsthatfacilitateeconomicdevelopment.Suchprojectsincludes
constructionofrailwaylines,roads,airports,ruralelectrificatione.t.c
Oncecompletedexpenditureonsuchprojectsceasesandmayonlyrequire
maintenance.
c.Transferpayments
Thisisexpenditureonthings/peoplewhodonotdirectlycontributetoa
country’snationalincome.Suchexpenditureincludemoneyspentonfamine
relief,pension,bursariese.t.c
PRINCIPLESOFPUBLIC/GOVERNMENTEXPENDITURE
Thesearetheconsiderationsthatarenecessarybeforeanyexpenditurecanbe
incurredbythegovernment.
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Theyinclude:
a)Sanctions:Everypublicexpendituremustbeapprovedbytherelevant

authoritylikeparliament.
b)Maximum socialbenefit:Anypublicexpendituremustbeincurredinsucha

waythatmajorityofthecitizensareabletoreapmaximum benefitfrom ite.g.
improvedlivingstandardsandqualityoflife.

c)Flexibility/elasticity-Thepolicyonpublicexpenditureshouldbeflexible
enoughtomeetprevailingeconomicsituationsi.e.itshouldbepossibleto
increaseordecreasetheexpenditureonprojectsdependingontheprevailing
circumstancese.g.duringdrought,itshouldbepossibletospendonfamine
relief.

d)Economy-publicexpenditureshouldbeplannedcarefullyandprudentlyto
avoidanypossiblewaste.

e)Properfinancialmanagement(Accountability)-publicfundsshouldbewell
managed.Thisshouldbefacilitatedbymaintenanceofproperrecordswhich
shouldbeauditedasrequired.

f)Productivity-Thebiggestproportionofpublicexpenditureshouldbespenton
developmentprojectsandlessonnon-developmentprojects.

g)Equity-Governmentexpenditureshouldbedistributedequitablytoallsectors
oftheeconomyinordertoreduceincomeandwealthinequalities.

h)Surplus-Surplusrevenuecollectedshouldbesavedforemergenciesorfor
whencollectionofrevenueisbelowprojections.

TAXATION
Tax:isacompulsorypaymentbyeitherindividualsororganizationstothe
governmentwithoutanydirectbenefittothepayer.
Taxation-referstotheprocessthroughwhichthegovernmentraisesrevenueby
collectingtaxes.
Purposes/reasonsfortaxation

i. Raisingrevenueforgovernmentexpenditure.Thisisthemainreasonfor
taxation.

ii. Discouraging/controllingconsumptionofcertaincommoditiese.g.alcohol
andcigaratteswhichareconsideredtobeharmful.

iii. Discouragingimportationofcertaincommoditiesinordertoprotectlocal
industries.Thisisdonebyimposingheavytaxesonsuchcommodities.

iv. Controllinginflation.Taxationreducesmoneysupplybyreducingpeoples
‘disposable’incometherebycontrollinginflation.
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v. Reducinginequalityinincomedistribution;thisisdonebytaxingtherich
heavilyandusingthefinancesraisedinprovisionofgoodsandservicesthat
benefitthepoor.

vi. Influencinglocationsofbusinesses.Thisisdonebytaxingbusinesses
locatedinurbanareasheavilyandthoseinruralareaslightlyhence
businessesmovingtoruralareas.

vii. Correctingunfavorablebalanceofpayments.Hightaxesareimposedon
importedcommoditiestherebydiscouragingtheirimportationleadingtoan
improvementinthebalanceofpayments.

viii. Toprotectthekeyselectorsoftheeconomysuchastheagriculturalsector,
bystimulatingtheirgrowth.

Factorsthatdeterminetheamountofmoneyraisedthroughtaxation
i. Distributionofincomes

ii. Socialandpoliticalfactors
iii. Honestyandefficiencyoftaxauthorities
iv. Citizenslevelofrealincome
v. Economicstructureofthecountryi.e.relativesizeofthecountry’s

commercialandsubsistencesectors.
Principlesoftaxation
Thesearethecharacteristicsthatagoodtaxsystem shouldhave.Theyarealso
referredtoasthecannonsoftaxation.
Agoodtaxsystem shouldbe;
j.Equitable/principleofequity-Everysubjectofthestateshouldpaytaxin

proportiontotheirincome.Ataxsystem shouldthereforehavehorizontaland
verticalequity.

Horizontalequitymeansthatthoseatthesamelevelofincomeand
circumstancesshouldpaythesameamountoftax.
Verticalequitymeansthatthoseearninghigherincomesshouldpay
proportionatelyhigheramountsoftaxthanthoseearningless.
k.Certain/principleofcertainty-Thetaxthatanindividualshouldpayshouldbe

clearintermsoftheamount,timeandmannerinwhichitshouldbepaid.The
governmentshouldalsobefairlycertainoftheamountoftaxexpectedso
thatplanningcanbeeasier.

l.Convenient/principleofconvenience-Taxleviedoughttobeconvenientto
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boththecontributorandcollector,itshouldbeleviedatatimewhenthepayer
hasmoneyandmodeofpaymentshouldbeconvenienttoboththepayerand
thepayee.

m. Economical/principleofeconomy-Thecostofcollectingand
administeringthetaxshouldbelowerthanthetaxsocollected.

n.Flexible/principleofflexibility-Itshouldbereadilyadaptabletochanging
economictimesi.e.whentheeconomicconditionsofthepeopleimproveit
shouldgiveraisedrevenuee.g.VAT

o.Abilitytopay/non-oppressive-Ataxsystem shouldbedesignedinawaythat
theamountchargedisnottoohightotheextentthatthecontributorsare
unabletopayorisdiscouragedfrom workinghard.

p.Diversified/principleofdiversity-Thereshouldbedifferenttypesoftaxesso
thatthetaxburdenisondifferentgroupsinthesociety.Thisalsoensures
thatthegovernmenthasmoneyatalltimes.

q.Simplicity-Agoodtaxsystem shouldbesimpleenoughtobeunderstoodby
eachtaxpayer.Thiswillmotivatethem topaytax.

r.Elastic/principleofelasticity-Thetaxsystem shouldbeabletogeneratemore
revenueforthegovernmentbytargetingitemsofmassconsumption.

IMPACTANDINCIDENCEOFTAX
Impactoftax:Theburdenoftaxontheinitialperson
Incidenceoftax:Thefinalrestingplaceofthetaxburden.
Thepersononwhom taxisinitiallyimposedmayeitherbearthewholeburden
orpasspartorthewholeburdentosomeoneelse.E.g.formanufacturedgoods,
theimpactofthetaxisonthemanufacturerandthemanufacturermaypassthe
incidenceofthetaxtotheconsumer.
Ifthemanufactureronlypassespartoftheburdentotheconsumer,thenthe
incidenceofthetaxwilbepartlyonthemanufacturerandpartlyonthe
consumer.
CLASSIFICATIONOFTAXES
Taxesareclassifiedaccordingto;

i. Structureofthetax
ii. Impactofthetaxonthetaxpayer.

a.Accordingtothestructure
Inthiscase,taxesareclassifiedaccordingtotherelationshipbetweenthe
amountpaidontaxandtheincomeofthetaxpayer.Theseare:

i. Progressivetax
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ii. Regressivetax
iii. Proportionaltax

b.Progressivetax
Thisisatypeoftaxwheretherate/amountpaidincreasesproportionatelywith
increaseinincome.e.gtaxmaybeasfollows

Income Rate
0-5000 20%
5001-10000 25%
10001-15000 30% e.t.c

-Inprogressivetax,thosewithhigherincomeratesremitahigherproportionof
theirincomeastaxcomparedtothoseinlowerincomebrackets.
Thistypeoftaxisbasedonthebeliefthatoneonlyneedsacertainamountin
ordertohaveadecentstandardofliving.
Advantagesofprogressivetax
Itreducesincomeinequalityasthericharetaxedmore

Itencouragespeopletoworkharder/moreinordertomaintain
theirstandardofliving

Therevenuecollectedishigher
Theunitcostofcollectingtaxreducesasthetaxincreases.

Disadvantagesofprogressivetax
i. Itisoppressive-somepeoplearetaxedmorethantheothersandpunishes

peoplefortheirhardwork.
ii. Itmaydiscouragepeoplefrom workingmoreasanyadditionalincomegoes

tax
iii. Investorsmaybediscouragedfrom venturingintoriskybutmoreprofitable

businessesasthesewouldattractmoretax
iv. Itassumesthatpeopleearningthesameamountofmoney/incomehave

similarneedsandabilitytopaytax-whichinrealitymaynotbetrue.
v. Itcanleadtotaxevasionbytaxpayersfalsifyingtheirlevelofincome.

c.Regressivetax
Thisisatypeoftaxthattakesahigherproportionoflowincomeearnersas
comparedtohighincomeearners.Thefaxburdenfallsmoreheavilyonthepoor
(oppositeofprogressive)
Example:salestaxwherepeoplepaythesameamountirrespectiveofthelevel
ofincome.
Theassumptionisbasedontheunderstandingthattheonewhodeemsit
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necessarytobuyacertainproductsconsiderstheutilityderivedfrom ittobe
equaltoitsprice,whichincludestax.

d.ProportionalTax
Thisisatypeoftaxwheretherateoftaxremainsthesameirrespectiveofthe
levelofincomeorvalueofpropertytobetaxede.g.iftherateis20%thena
personwhoearnsksh.5000willpay20/100x5000=ksh.1000
Ksh.10,000willpay20/100x10,000=ksh.2000e.t.c

Example:corporationtaxwherecompaniesareexpectedtopayafixed
proportionoftheirprofitsastax.

e.Digressivetax
Thisisatypeoftaxwherethetaxrateincreasesuptoagivenmaximum after
whichauniform taxrateisleviedforanyfurtherincome.
Classificationaccordingtoimpactonthetax-payee
Basedontheimpact,thetaxhasonthetaxpayer;taxmaybeclassifiedas
either:

a.Directtax
b.Indirecttax

a.Directtax
Thesearetaxeswheretheimpactandtheincidenceofthetaxareonthesame
person.Itisnotpossibletoshift/passanypartofthetaxburdentoanybody
else.
Thistypeoftaxisbasedonincomes,profitsandpropertyofindividualsaswell
ascompanies.
Theyinclude:

i. Personalincometax
Thisisataxthatisimposedonincomesofindividualsandisusually
progressiveinnature.
Examplepay-AsYou-Earn(PAYE)forsalaries.
Inmostcasesitispaidthroughcheck-offsystem wheretheemployerdeductsit
from theemployee’ssalaryandremitsittothetaxauthorities.

ii. Corporationtax
Thisistaxleviedonprofitsofcompanies.Itisusuallyproportionalinnature.

iii. Stampsduty
Thisistaxpaidinareassuchasconveyanceoflandorsecuritiesfrom one
persontoanother.

iv. Estate(death)duty
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Thistypeoftaxisimposedonpropertytransferredaftertheowners’death.The
taxhelpsinraisinggovernmentrevenueandalsoinredistributingincomesince
theinheritorhasnotworkedforit.

v. Wealthtax
Thisistaxleviedonpersonalwealthbeyondacertainlimit.

vi. Capitalgainstax
Thisistaxleviedongainsrealizedwhenafixedassetissoldatapricehigher
thanthebookvalue.

vii. Capitaltransfer(gifts)Tax
Thisistaximposedonthevalueofpropertytransferredfrom onepersonto
anotherasagift.Thetaxisdesignedtosealloopholeswherebyawealthy
personmaytrytoavoidtaxbytransferringhis/herpropertytoafriendora
relativeasagift.
Thistypeoftaxisprogressiveinnature.Ithoweverdoesnotaffecttransfers
betweenspousesortocharitableorganizations.
Merits/advantagesofdirecttaxes
i.Economicalincollection;mostofdirecttaxesarecollectatsourceandthe

costofcollectingthem isfairlylow.
ii.Taxrevenueiscertain;thetaxpayerknowswhatandwhentopayandthe

governmentknowshowmuchtaxrevenuetoexpectatwhattime(canbe
collectedfrom theannualtaxreturnsinadvance)

iii.Equitable/equity;theyfacilitatefairdistributionintaxcontributionaspeople
payaccordingtothesizeoftheirincome.

iv.Simplicity/simpletounderstand;theyareeasyandsimpletounderstandby
boththetaxpayerandthecollector.

v.Doesnotaffectthepriceofgoodsandservices;directtaxdoesnotcause
inflationasitonlyaffectsconsumer’sdisposableincomesandnottheprices
ofgoodsandservices.

vi.Bringsredistributionofwealth;directtaxesareprogressiveinnaturehence
thewealthiermembersofthesocietyaretaxedmorethanthepoorer
membersofthesociety.

vii. Civicconsciousness;taxpayersfeedthepinchofpayingtaxandthustake
akeeninterestingovernmentexpenditure.

viii.Noleakages;lossofcollectedrevenueisminimizedasthetaxispaid
directlytothetaxauthoritiesandnotthroughmiddlemen.

ix.Desirable;thetaxisdesirablebecauseitonlyaffectspeoplewhofallwithin
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thejurisdictionofincometaxandcorporationtax.
x.Elastic/flexible;thetaxisflexibleinthatitcanbeexpandedtocoverasmany

areasasdesirable.
Itcanalsoberaisedorreducedaccordingtotheneedsoftheeconomy.
DEMERITSOFDIRECTTAX
i.Encourageavoidanceandevasion;wheneverpossiblepeoplecomeupwith

waysofreducingtheamountoftaxpayablebyfalsifyinginformationorjust
ignoringpayment.

ii.Discriminatory/notimposedonallcitizens;directtaxesarenotpaidbyall
citizensaslowincomeearnerswhodonotfallwithinthetaxbracketsare
exempted

iii.Discourageinvestment/deterrenttoinvestment;Heavytaxationonprofits
discouragepeoplefrom investinginriskybutprofitablebusinesses

iv.Discouragework/deterrenttowork;Highrateofdirecttaxmaydeterpeople
from workingharderaspeoplemayoptforleasureinsteadofworkingextra
time.

v.Encouragecapitalflight;hightaxessuchascorporatetaxmakeforeignersto
withdrawtheirinvestmentsandtransferthem tocountrieswithlowertaxes.

vi.Unpopularity;theburdenofthetax(incidenceandimpact)oftaxisborneby
thetaxpayerdirectlyandatonce.Thismakesdirecttaxesveryunpopular.

vii. Mayinconveniencethetaxpayer;thetaxpayerhastocomplywith
complicatedformalitiesrelatingtosourcesofincomeaswellasthe
expensesincurredwhilegeneratingit.Thismayforcethetax-payertoengage
theservicesoftaxexpertswhohavetobepaid.

viii.Lackofcivicawareness;ontaxpayersarenotinterestedinscrutinizing
governmentexpenditureastheydonotfeelthepinchofpayingtax.

b.Indirecttax
Thesearetaxesinwhichtheimpactisononepersonandtheincidenceis
partiallyorwhollyonanotherperson.Thetaxpayermayshifteitherthewholeor
partofthetaxburdentoanotherperson.
Suchtaxesareusuallybasedontheexpenditureongoodsandservicesand
includethefollowing:
i.Salestax:thisisbasedonthesalesmadeandmaybeassessedeitherasa

percentageofthesalesorafixedamounte.g.sh.2pereverykilogramssold.
Thetaxmaybecollectedatonepointorvariouspointsofsale.InKenya,
salestaxhasbeenreplacedbyV.A.T



0714497530 300

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

ii.VALUEADDEDTAX(V.A.T):thisisthetaxthatisleviedonthevaluethata
businessaddsbornebytheconsumerinthefinalprice.

iii.Exportduty:thisisatypeoftaxthatisleviedonexports.Theobjectivemay
eithertoraiserevenueordiscouragetheexploitationofsomecommodities.

iv.Importduty:Thisistaxleviedonimportedproducts,
Forthefollowingreasons.

Raisinggovernmentrevenue
Reducingincidencesofdumping
Discouragingconsumptionofimportedgoodswithaviewofboostinglocal

production
Protectinglocalindustries
v.Exciseduty:Thisisatypeoftaxthatisimposedongoodsthatare

manufacturedandsoldwithinacountry.
Itspurposeincludes:
Raisingrevenueforthegovernment
Discouragingtheconsumptionofsomecommoditiessuchasbeerand

cigarettes.

MERITSOFINDIRECTTAX
I. Canbeusedselectively;Itcanbeusedselectivelytoachieveagiven

objectivee.g.consumptionofsomecommodities.
II. Taxpaymentisvoluntary;indirecttaxisonlypaidbythosewhoconsume

thetaxcommoditiesthereforethosewhodonotwanttopaythetaxwould
onlyneedtoavoidtaxedcommodities.

III. Difficulttoevade;thetaxcannotbeevadedbecauseitispartoftheprice
ofthecommodity.Allthosewhobuythecommoditytaxedmusttherefore
paythetax.

IV. Widecoverage/broadbased;thetaxisleviedonawiderangeofessential
commoditiesthusahighamountofrevenueiscollected.

V. Stimulateeffort;indirecttaxesifincreasedincreasesthepricesofgoods
andservices.Peoplewhowanttomaintainthesamelivingstandardswill
thereforehavetoworkhardertobeabletobuy/affectthesamegoodsand
services.

VI. Convenient;thetaxispaidinbitsasonebuysthegoodsandservices.The
taxisalsohiddeninthepriceofthecommodityandthepayermaynotbe
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awareofit.
VII.Flexible;flexible;thegovernmentcanraiseorreducethetaxratetosuitthe

prevailingeconomicsituationinacountry.
DEMERITSOFINDIRECTTAXES
1.ENDMayfuelinflation;continuedincreaseinindirecttaxesmayfuelinflation

asitdirectlyincreasesthepricesofgoodsandservices.
2.Lessequitable/regressive;thesameamountischargedonboththehighand

thelowincomeearnersmakingthetaxburdentofallheavilyonthelow
incomeearners.Thelowincomeearnersenduppayingalargerproportionof
theirincomeastax.

3.Canbeavoided;indirecttaxescanbeavoidedbypeoplewhodonotconsume
thetaxedcommodity.

4.Encouragesfalsificationofrecords;tradersmayfalsifytheirrewardsinorder
topaylesstax.

5.Lackofcivic/contributorsawareness;thetaxishiddeninthepriceofthe
commoditiesthereforethetaxpayersarenotawarethattheyarecontributing
anythingtothestate.

6.Expensivetoadminister/expensiveincollection;thegovernmentmust
employmanytaxinspectorsmakingindirecttaxesexpensiveincollection
andadministration.

7.Uncertaintyinrevenuecollection;thegovernmentmaynotpredicttheamount
ofrevenueyieldasitisnoteasytoforecastsalesandpeoplecanalsonotbe
forcedtobuythetaxedcommodities.

8.Mightinterferewithresourceallocation;indirecttaxesincreasesthepricesof
commoditiesandcanthereforeforceconsumersandproducerstoshiftto
theconsumptionandproductionofcommoditiesthatarenottaxed.

9.Discouragessavings;increasedexpenditureduetoincreasedpriceswilllead
tolowsavingandhencelowinvestments.

INFLATION

ControlofInflation
Thegovt.mayadoptthefollowingpoliciesdependingontheirsituationto
reduceinflationtomanageablelevels.Theyinclude:

(iv) Monetarypolicy
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Thisisadeliberatemovebythegovt.throughthecentralbanktoregulateand
controlthemoneysupplyintheeconomywhichmayleadtodemandpull
inflation.Thepoliciesinclude;
Increaserateofinterestoflendingtothecommercialbanks.Thisforcesthem

toincreasetherateatwhichtheyarelendingtotheircustomers,toreducethe
numberofcustomersborrowingmoney,reducingtheamountofmoneybeing
addedtotheeconomy

Sellingofgovt.securitiesinanopenmarketoperation(o.m.o).thesellingof
securitiessuchasBondsandTreasurybillsmopsmoneyfrom theeconomy,
reducingtheamountofmoneybeingheldbyindividuals

Increasingthecommercialbankscash/liquidityratio.Thisreducestheirability
tolendandreleasemoremoneyintotheeconomy,reducingtheircustomers
purchasingpower

Increasingthecompulsorydepositsbythecommercialbankswiththecentral
banks.Thisreducestheirlendingpowertotheircustomers,whichmakestheir
customerstoreceiveonlylittleamountfrom them,reducingtheamountof
moneyintheeconomy

Puttinginplacetheselectivecreditcontrolmeasures.Thecentralbankmay
instructthecommercialbanktoonlylendmoneytoagivensectorofthe
economywhichneedsitmost,toreducetheamountofmoneyreachingthe
economy

Directivesfrom thecentralbankstothecommercialbankstoincreasetheir
interestonthemoneybeingborrowed,toreducetheirlendingrates

Requestbythecentralbanktothecommercialbanks(themoralpersuasion)
toexercisecontrolontheirlendingratestohelpthem curbinflation.

(v) Fiscalpolicy
Thesearethemeasurestakenbythegovt.toinfluencethelevelofdemandin
theeconomythroughtaxationprocess.Theyinclude;

Reducedgovt.spending.Thisreducestheamountofmoneyreachingthe
consumers,whichislikelytoincreasetheirpurchasingpowers,leadingto
inflation

Increasingincometaxes.Thisreducestheleveloftheconsumersdisposable
incomeandloweringtheirspendinglevels,reducingtheinflation

Reducingtaxesonproduction.Thisreducesthecostofproduction,loweringthe
pricesofgoodsreachingthemarket

Subsidizingtheproduction.Thisreducesthecostofproductionintheeconomy,
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whichinturnpassesoverthebenefitstotheconsumersinform ofreduced
prices.

Producingcommoditiesthatareinshortsupply.Thisincreasestheiravailability
tomeettheirexistingdemandinthemarket,controllingdemandpullinflation

(vi) Statutorymeasures
Thesearelawsmadebythegovt.tohelpincontrollingtheinflation.They
include;

Controllingwagesandsalaries.Thisreducesthepressureputontheemployers
tomeethighcostoflabourfortheirproductionwhichinturnisjustlikelytolead
tocostpushinflation.Italsominimizestheamountreachingtheconsumersas
theirincome,tocontroltheirpurchasingpowerandthelevelofdemand,
controllingthedemandpullinflation

Pricecontrols.Thisreducesthemanufacturesabilitytofixtheirpricesbeyonda
givenlevelwhichmaycauseinflationduetotheirdesiretoreceivehighprofits.

Restrictiveimports.Thisreducesthechancesofhighpricesofimportedgoods
impactingonthepricesofthegoodsinthecountry(importedinflation)and
makingthemanufacturestolookforalternativesourceofrawmaterialsfor
theirproduction

Restrictingthetermsofhirepurchaseandcredittermsofsales.Thisreduces
thelevelofdemandforthoseparticularcommoditiesintheeconomywhichif
notcontrolledmayleadtodemandpullinflation

Controllingexports.Thisensuresthatthegoodsavailableinthelocalmarket
areadequatefortheirnormaldemand.Shortageofsupplyofgoodsinthe
marketislikelytobringaboutthedemandpullinflation

Outlinemeasuresthatthegovernmentmayemploytocontrolthefollowingtypes
ofinflation;

Costpushinflation
oBycontrollingthewagesandsalariesintheeconomy
oRestrictingimportonrawmaterials
oReducingtaxesonproduction
oSubsidizingtheproduction
oEmployingthepricecontroltechniques

Demandpullinflation
oIncreasingtherateofinterestoflendingtothecommercialbanks
oSellinggovt.securitiesonO.M.O
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oIncreasingthecommercialbankscash/liquidityratio
oIncreasingthecompulsorydepositsfrom thecommercialbankstothecentral

bank
oPuttinginplacetheselectivecreditcontrolmeasure
oDirectivestothecommercialbanks
oRequesttothecommercialbanks
oReducinggovt.expenditure
oIncreasingincometaxes
oProducingcommoditiesthatareshortinsupply
oRestrictingtermsofhirepurchaseandcredittermsofsale
oControllingexport

ECONOMICDEVELOPMENTANDPLANNING

EconomicGrowth
Thisistheincreaseintheproductivityofacountrywhichcanbeseeninthe
continuedincreaseinthenationalincomeoveraperiodofyears.
Itcanbemeasuredbytakingtheaveragepercentageofincreaseinnational
incomeoveraperiodoftime(numberofyears)andbeassumedtobethe
averagerateofeconomicgrowthinthecountry

EconomicDevelopment
Thisisthequantitativechangeorincreaseinacountry’snationalincomeover
theyears,accompaniedbyfavorablechangesinthestructureswithinthe
countrythatleadstogeneralimprovementoftheindividualwellbeing,aswell
astheentirenation
Acountrymayexperienceeconomicgrowthwithoutexperiencingeconomic
development.Thisisbecausetheincreaseinthenationalincomemaybeasa
resultofpeopleworkingforlonghourswithoutanytimeforrest,recreationand
otherdevelopmenttooccurintheirbody.Thiswillmakethem nottohavebetter
living,despitethefactthatthenationalincomeshallhaveincreased.
Theexpectedstructuralchangestoberealizedinacaseofeconomic
developmentinclude;
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i) Shiftingfrom dependingonagriculturalsectortomanufacturingsector
intheeconomy

ii) Reducingilliteracylevels
iii) Increaseinskilledmanpowerintheeconomy
iv) Improvementinhealthfacilitieswithinthecountry
v) Increaseintechnologyandimprovementofentrepreneurialability
vi) Increaseandimprovementofinstitutionthathandlesnewmethodsof

productiveeconomicactivities
Outlinethedifferencesthatexistbetweeneconomicgrowthandeconomic
development
EconomicGrowth EconomicDevelopment
i) Anincreaseinsizeofthe

country’sNationalincome
i)Anincreaseinthesizeand

qualityofthecountry’sNational
income

ii)Numberofpeoplelivingin
absolutepovertycanincrease
despitetheincreaseinnational
income

ii)Numberofpeoplelivingin
absolutepovertydoesnot
increase

iii)Increaseinnationalincome
couldbeduetoincreasein
incomeofonlyfewpeople

iii) Increaseinnationalincome
isattributedtogeneralincrease
ofincomesofmajorityofthe
peopleinthecountry

iv) Notendencytobridgethe
gapbetweentherichandthe
poor

iv)Tendstobridgethegap
betweentherichandthepoor

Underdevelopment
Thisreferstoasituationwherebytheeconomicgrowthisinthenegative
direction(decreasing)accompaniedbyunevendistributionofwealthand
decreaseinqualityandquantityofthefactorsofproductionavailable
CharacteristicsofUnderdevelopment
Highlevelofpoverty.Thisischaracterizedbymostofthepeopleinthe

countrydependingonmainlysubsistence,orlivesbelowthepovertylevels.
Theirpercapitaincomeislowerascomparedtothedevelopedcountries
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Highdisparityinincomedistribution.Theincomeinthiscountriesarenot
evenlydistributedwiththefewrichpeopleearningsomuchwhilethepoor
majorityearnssolittle

Lowlevelsofsavingsandinvestments.Theyhaveverylittleifatallexistto
saveandinvestfortheirfurtherdevelopment,makingthem tocontinue
beingpoor.Thisiswellillustratedintheviciouscircleofpoverty

Highpopulationgrowthrates.Thisisduetosomeofthem notbeingable
toafford,ignorantaboutorsimplyrefusingtousethemodernbirthcontrol
methodssincetheyfindconsolationontheirhighnumberofchildren

Dominanceofsubsistencesector.Thisisduetotheirinabilitytoraise
capitalforindirectproduction

Problem ofunemployment.Thehighpopulationgrowthrateleadstohigh
supplyoflabourthatthecountry’seconomycannotaffordtoabsorball,
leadingtounemployment

Underutilizationofnaturalresources.Thismaybeduetolackofcapitalin
thiscountriesorinappropriatetechnologytheyuse

Dependenceonthedevelopedcountries.Thisisduetotheirinabilityto
sustainthemselvesfinancially,whichmakesthem keeponcallinguponthe
developedpartnersforfinancialassistance

Poorinfrastructure.Theirroadsandcommunicationnetworksarenot
properlymaintainedduetotheinavailabilityofadequateresourcesto
improvethem

GoalsofEconomicDevelopment
Thefollowingarethechangesthateconomicdevelopmentseekstoputinplace,
whichinKenyatheyhavebeenjoinedtogetherinwhatisreferredtoasthe
millennium developmentgoals.Theyincludes

1.Eradicateextremepovertyandhunger
2.Achieveuniversalprimaryeducation
3.Promotegenderequalityandempowerwomen
4.Reducechildmortality
5.Improvematernalhealth
6.CombatHIV/AIDS,malariaandotherdiseases
7.Ensureenvironmentalsustainability
8.Developaglobalpartnershipfordevelopment

Someincludes
o Reducingincomedisparityindistributions
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o Reducingunemployment
o Provisionofimportantbasicneedssuchasfood,shelter,etc

Factorwhichmayhinderdevelopmentinacountry
Therateofacountry’seconomicdevelopmentmaybeinfluencednegativelyby
thefollowingfactors

i. Lownaturalresourceendowment.Absenceorinadequacyofnatural
resourcessuchasrawmaterials,fertilelandforagriculture,etcmayslow
thepaceofthecountry’seconomicdevelopment

ii. Inadequatecapital.Thisreducestherateatwhichtheyexploittheirnatural
resources,orproduceintheeconomy

iii. Poortechnologyused.Thetraditionalmethodsofproductionthattheyuse
cannotsustaintheirrequirementanymore

iv. Poorhumanresourceendowment.Theirinabilitytotrainadequateskilled
manpowertogetherwiththeirinappropriatesystem ofeducationleadsto
theirslowdevelopment

v. Unfavorabledomesticenvironment.Theirpolitical,socialandeconomic
institutionswithintheircountriesarenotstructuredtofavoureconomic
development.Forexample

o Theirpoliticalsystem ischaracterizedbycorruption,authoritarian
kindofleadershipwithlengthyproceduresandbureaucraticcontrols
thatscarestheinvestors

o Theirsocialenvironmentisstillfullofoutdatedorretrogressive
culturalvaluesandnegativeattitudetowardsworkandinvestment,
leadingtoslowdevelopment

o TheirEconomicinstitutionshasallowedtheirmarketstobe
influencedsomuchthatthatleadstointerferenceintheirsmooth
operations

DevelopmentPlanning
Thisistheprocessthroughwhichthecountryestablishestheirobjectivestobe
achieved,identifytheresourcesthatwillberequiredandputinplacethe
strategiesormethodsofacquiringtheresourcesandachievingtheirpre-
determinedobjectives.
Inmostcasestheirobjectivesorgoalsarethegoalsofeconomicdevelopment
Theplanwillprioritizetheobjectivestobeachievedandevenbrakeitdowninto
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targetsthatifachievedwiththeplannedstrategyandresources,theobjective
shallhavebeenachieved.
Needforeconomicplanning
Itenhancesthefollowing

a.Appropriateresourceallocation,whereresourcesareallocatedaccording
totheneedoftheobjectiveandinamostproductiveway

b.Stimulationofeffortofpeopleinthedesireddirection.Theplanoutlines
includingthepossibleoutcomeswhichpersuadepeopletomovetothat
direction

c.Supportforeignaidbargain.Sinceitshowsincludingtheobjectivethatthe
countryseekstoachieve,itiscapableofconvincingthedonortofinanceit
inthecountry

d.Projectevaluation,byassistingoncheckingwhetherthepredetermined
targetsorobjectivesarebeingachieved

e.Longterm decisionmaking,asitwillshowwhateachandeverysectorof
theeconomywillrequireinthefuturetomakeitstable.

f.Avoidingduplicationofindustriesindifferentpartsofthecountry,foritwill
showtheonesthathavebeensetinthosepartsandevenenhance
balancing

g.Promotebalancinginregionaldevelopmentbyensuringthattheyarenot
concentratedinonlyoneregion,ignoringotherregions

Problemsencounteredindevelopmentplanning
Problemsattheplanningstage

i)Lackofaccurateordetaileddataforplanning.Thismayleadtoin
appropriateplanbeingdeveloped,asitentirelydependsonthequalityand
availabilityofthedata

ii)Existenceoflargesubsistencesector,whichmaketheplanningunrealistic
iii)Lackofqualifiedpersonneltoassistinplanning.Thismaymakethe

countrytorelyonforeignexpertswhodonotfullyunderstandthecountry
iv)Problem oftheprivatesectorwhichwillalwaysrequireincentivesforthem

tofollowtheplan
v)Transferofinappropriatedevelopmentplan.Assomeplannersmaysimply

borrowaplanthattheyfeelmayhaveworkedforagivencountry,yetthe
conditioninthosecountriesmaynotbethesame

Problemsattheimplementationstage
i. Overrelianceondonorfunding,whichiftheydon’treceive,theplanmay
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notbeimplemented
ii. Lackofdomesticresourcessuchasskilledpersonnel,financeandcapital

maymaketheimplementationaproblem
iii. Failuretoinvolvethelocalpeopleinplanning.Thiswillmakethem notto

bewillingtoimplementit,fortheywillnotbeunderstandingitorrebelling
forthefactthattheywerenotincluded

iv. Naturalcalamitiessuchasdiseases,floods,drought,etcmaymakethe
fundsthathadbeensetasideforimplementationbedivertedtocurbthem

v. Over-ambitiousplanswhichareatimesjustmadetoimpressthedonorsto
releasetheirfundsbutmaynotbeeasytoimplement

vi. Lackofco-operationamongtheexecutingpartieswhichmaymakethe
worknottokickoff.Forexampleaconflictbetweentheministryoffinance
andthatofplanningoftheamounttobereleased

vii. Inflationwhichmaymaketheestimatedvalueofimplementationnottobe
adequate,bringingaproblem offinances

viii. Lackofpoliticalwillandcommitmentinimplementingtheplan.Thismay
frustratetheimplementation.

INTERNATIONALTRADE

Atradeinvolvingtheexchangeofgoodsandservicesbetweentwoormore
countries.Iftheexchangeisbetweentwocountriesonly,thenitisreferredtoas
bilateraltrade,butifitisbetweenmorethantwocountriesthenitisreferredto
asmultilateraltrade.
AdvantagesofInternationalTrade
Itenablethecountrytogetaccesstowiderrange/varietyofgoodsand

servicesfrom othercountries
Itenablethecountrytogetwhatitdoesnotproduce
Ithelpsinpromotingpeaceamongthetradingcountries
Itenablethecountrytospecializeinitsproductionactivitieswherethey

feeltheyhaveanadvantage
Itearnsthecountryrevenuethroughtaxesandlicensesfeespaidbythe

importersandexportersinthecountry
Itenablethecountrytodisposeofitssurplusgoodsandservicesthereby

avoidingwastage
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Itcreatesemploymentopportunitiestothecitizensofthatcountryeither
directlyorindirectly

Itmayleadtothedevelopmentofthecountrythroughimportationof
capitalgoodsintothecountry

Itencourageseasymovementoffactorsofproductionacrosstheborders
ofthecountriesinvolved

Itenablecountriestoearnforeignexchangewhichitcanusetopayforits
imports

Acountrymaybeabletoobtaingoodsandservicescheaplythanifthey
havebeenproducedlocally

Duringhardtimesorcalamitiessuchaswars,thecountryisabletoget
assistancefrom thetradingpartners

Itbringsaboutcompetitionbetweentheimportedandlocallyproduced
goods,leadingtoimprovementintheirquality

Itgivesthecountryanopportunitytoexploitfullyitsnaturalresources,due
toincreasedmarket

DisadvantagesofInternationaltrade
Itmayleadtocollapseofthelocalindustries,aspeoplewilltendtogofor

theimportedgoods.Thecollapsemayalsoleadtolossofemployment
 Itmayalsoleadtoimportationofharmfulfoodsandservicessuchas

drugsandpornographicmaterials
Mayleadtooverdependingonimportedcommoditiesespeciallythe

essentialones,makingthecountrytobeaslaveoftheothercountries,
interferingwiththeirsovereignty

Itmaymakethecountrytosufferedduringemergenciesiftheymainlyrely
ontheimportedgoods

Maymakethecountrytosufferfrom importinflation
Mayleadtoacquisitionofbadculturefrom othercountriesasaresultof

theirinteractions
Mayleadtounfavorablebalanceofpayment,iftheimportishigherthan

exports
TermsofTrade
Thisreferstotherateatwhichthecountry’sexportexchangeswiththosefrom
othercountry.Thatis:

Termsoftrade=
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Itdeterminethevalueofexportinrelationstoimportsothatacountrycanknow
whetherit’stradewiththeothercountryisfavourableorunfavourable
Favourabletermsoftradewillmakethecountryspentlittleonimportandgaina
lotofforeignexchangefrom othercountries

Forexample;
ThentablebelowshowstradebetweenKenyaandChinaintheyear2004and
2005,withtheKenyangovernmentexportingandimportingtoandfrom china,
andChinaalsoimportingandExportingfrom andtoKenya.

Year
Averagepricesofexport

Kenya China

2004 1000 4000

2005 1200 6500

CalculatetheTermsoftradefor;
i. Kenya

ii. China
Solution:

Kenya
a)Exportpriceindex(E.P.I)= x100

= x100
1200

1000
=120%

b)Importpriceindex(I.P.I)= x
averagepricesofimportincurrentyear

averagepricesofimportinthebaseyear
100

= x100
6500

4000
=162.5%

c)Termsoftrade(T.O.T)= x100
exportpriceindex

importpriceindex

= x100
120

162.5
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=73.8%
ThisimpliesthatKenyaisimportingfrom Chinamorethanitisexporting,
leadingtounfavourabletermsoftradei.e.whenthepercentageislessthan
100%,itimpliesunfavourabletermsoftrade.

China (workout)
Theaveragepricesisthevariouspricesoftheindividualexportorimportitems
dividebytheirnumber
Factorsthatmayleadtoeitherfavourableorunfavourabletermsoftrade
Thecountryisexperiencingafavourabletermsoftradeif:
Thepricesofimportsdeclineandthoseofexportremainstheconstant
Thepricesofimportsdeclineswhilethoseofexportsincrease
Thepriceofimportsremainsconstantwhilethoseofexportsincrease
Thepricesofimportandexportincreasesbuttherateofincreaseinexport

ishigher
Bothpricesdecreasebutthedecreaseinimportpricesishigher

Thecountrywillexperienceunfavourabletermsoftradeif;
Pricesofimportincreaseswhilethoseofexportsdecline
Pricesofimportremainsconstantwhilethoseofexportdeclines
Pricesofimportincreaseastheexportremainsconstant
Bothpricesincrease,butforimportsincreasesatahigherratethanexport
Bothpricesdecrease,butforexportdecreasesatahigherratethanimport

Reasonsfordifferencesintermsoftradebetweencountries
Thetermsoftrademaydifferdueto:

i. Thenatureofthecommoditybeingexported.Ifacountryexportsraw
materials,orunprocessedagriculturalproducts,itstermsoftradewillbe
unfavourable,ascomparedtoacountrythatexportsmanufacturedgoods

ii. Natureofthecommoditybeingimported.Acountrythatimports
manufacturedgoodsislikelytohaveunfavourabletermsoftradeas
comparedtothatwhichimportsrawmaterialsoragriculturalproduce

iii. Changeindemandforacountry’sexport.Anincreaseindemandforthe
country’sexportattheworldmarketwillmakeithavefavourabletermsof
tradeascomparedtothosewithlowdemandattheworldmarket

iv. Existingofworldeconomicorderfavouringtheproductsfrom more
developedcountries.Thismaymakethedevelopingcountriestohave
deterioratingtermsoftrade

v. Totalquantitysupplied.Acountryexportingwhatmostcountriesare
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exportingwillhavetheirproductstradingatalowerprice,experiencing
unfavourabletermsoftradeascomparedtoacountrythatexportwhat
onlyfewcountriesexport

vi. Traderestrictionsbytradingpartners.Acountrywithnotrading
restrictionsislikelytoimportmoreproducts,leadingtounfavourable
termsoftrade,ascomparedtoifitimposetraderestrictions

Balanceoftrade
Thisisthedifferencebetweenvalueofcountry’svisibleexportsandvisible
importsoveraperiodoftime.Ifthevalueofvisible/tangibleexportishigher
thanthevalueofvisible/tangibleimports,thenthecountryexperiences
favourableterms.Iflessthantheinvisiblevalue,thenthecountryis
experiencingunfavourable.Thecountryisatequilibrium ifthevalueofvisible
exportandimportisthesame
Balanceofpayments
Thisisthedifferenceinthesum ofvisibleandinvisibleexportandthevisible
andinvisibleimports.Ifpositivethenitmeansthecountryishavingfavourable
terms,whileifnegative,thenitmeansunfavourableItgoesbeyondthebalance
oftradeinthatitconsidersthefollowing
Thecountriesvisible/tangibleexportandimportofgoods(visibletrade)
Thecountriesinvisible/servicesexportedandimportedinthecountry

(invisibletrade)
Theinflowandoutflowofinvestment(capitalgoods)

BalanceofPaymentaccount
Thisisthesummaryshowingallthetransactionsthathavetakenplacebetween
aparticularcountryandtherestoftheworldoveraperiodoftime.The
transactionmayarisefrom

a)Theexportofvisiblegoods
b)Theimportofvisiblegoods
c)Theexportofinvisiblegoods/services
d)Theimportofinvisiblegoods/services
e)Flowofcapitalinandoutofthecountry

Componentsofbalanceofpaymentsaccount
Thebalanceofpaymentaccountismadeupofthefollowing

a)Balanceofpaymentoncurrentaccount
ii)Balanceofpaymentoncapitalaccount
iii)Officialsettlementaccount/Cashaccount/foreignexchangetransaction
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account

Balanceofpaymentoncurrentaccount
Thisistheaccountthatisusedtodeterminethedifferencebetweenthevalue
ofthecountry’svisibleandinvisibleimportsandexports.Thatis
Balanceofpaymentoncurrentaccount=(visibleexport+invisibleexport)–
(visibleimport+invisibleimport)
Intheaccount,thepaymentsforthevisibleandinvisibleimportsaredebited
whilethereceiptsfrom visibleandinvisibleexportsarecreditedthatis

Dr currentaccount Cr
Paymentsforimports

(VisibleandInvisible)

Receiptsfrom exports

(VisibleandInvisible)

Thebalanceofpaymentoncurrentaccountmaybe;
Inequilibrium i.e.ifDr=Cr
Unfavourablei.e.ifDr>Cr(-ve)
Favourablei.e.ifDr<Cr(+ve)

Forexample;
Agivencountryhadthefollowingvaluesofvisibleandinvisibleexportand
importduringtheyear2004and2005

Trade 2004

(shs)

2005(shs)

Visibleexport 18926 29954

Visibleimports 22780 32641

Invisibleexports 6568 19297

Invisibleimports 5239 16129

Required
Preparethecountry’sbalanceofpaymentsoncurrentaccountfortheyears
2004and2005andcommentoneachofthem.
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Dr currentaccountyear2004 Cr
shs

Visibleimports 22780

Invisibleimports 5239

Total 28019

Shs

Visibleexport 18926

Invisibleexport 6568

Total 25494

Deficit 2525

Thecountryexperiencedunfavourablebalanceofpaymentoncurrentaccount
intheyear2004,sincetheyimportedmorethantheyexported

Dr currentaccountyear2005 Cr
shs

Visibleimports 32641

Invisibleimports 16129

Total 28019

Excess 481

Shs

Visibleexport 29954

Invisibleexport 19297

Total 49251

Thecountryexperiencedfavourablebalanceofpaymentoncurrentaccountin
theyear2005,sincetheyexportedmorethantheyimported
Balanceofpaymentsoncapitalaccount
Thisaccountshowsthesummaryofthedifferencebetweenthereceiptand
paymentsontheinvestment(capital).Receiptsareincomefrom investmentsin
foreigncountrieswhilepaymentsareincomeonlocalinvestmentsbyforeigners
paidoutofthecountry.
Thecapitalinflowincludesinvestments,loansandgrantsfrom foreigndonors,
whilecapitaloutflowincludesdividendspaidtotheforeigninvestors,loan
repayments,donationsandgrantstoothercountries.
Intheaccountthepaymentsaredebited,whilethereceiptsarecredited.Thatis;

Dr capitalaccount Cr
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Payments Receipts

Theaccountmaybe;
Inequilibrium i.e.ifDr=Cr
Unfavourablei.e.ifDr>Cr(-ve)
Favourablei.e.ifDr<Cr(+ve)

Thecombineddifferenceonthereceiptsandpaymentsonboththecurrentand
capitalaccountsisknownastheoverallbalanceofpayments.
Theofficialsettlementaccount
ThisaccountrecordsthefinancialdealingswithothercountriesthroughtheIMF.
Itisalsocalledtheforeignexchangetransactionaccount,andisalways
expectedtobalancewhichatimesmaynotbethecase.Thatis;

o Incaseofsurplusinthebalanceofpayment,thecentralbankofthat
countrycreatesareservewiththeIMFandtransferthesurplustothe
reservesaccount.

o Incaseofadeficitinthebalanceofpayment,thecentralbankscollectthe
reservesfrom theIMFtocorrectthedeficit,andincaseitdidnothavethe
reserves,theIMFadvancesit/giveloan

Balanceofpaymentdisequilibrium
Thisoccurswhenthereiseitherdeficitorsurplusinthebalanceofpayments
accounts.Ifthereissurplus,thenthecountrywouldliketomaintainitbecause
itisfavourable,whileifdeficit,thecountrywouldliketocorrectit.
Causesofbalanceofpaymentdisequilibrium
Itmaybecausedbythefollowing;
Fallinvolumeofexports,asthiswillreducetheearningsfrom exports

leadingtoadeficit.
Deterioratinginthecountriestermsoftrade.Thatiswhenthecountry’s

exportsdecreasesinrelationtothevolumeofimports,thenherpayments
willhigherthanwhatitreceives.

Increasinginthevolumeofimport,especiallyiftheexportisnotincreasing
atthesamerate,thenitwillimportmorethanitexports,leadingtoa
disequilibrium

Restrictionbytradingpartners.Thatisifthetradingpartnersdecidesto
restrictwhattheycanimportfrom thecountrytoavolumelowerthanwhat
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thecountryimportfrom them,itwillleadtodisequilibrium
Lesscapitalinflowascomparedtotheoutflow,asthismayleadtoa

deficitinthecapitalaccount,whichmayinturnleadstodisequilibrium.
Overvaluationofthedomesticcurrency.Thiswillmakethecountry’s

exporttoveryexpensiveascomparedtotheirimport,makingittolose
marketattheworldmarket

Devaluationofthecurrencybythetradingpartner.Thismakesthevalueof
theirimportstobelower,enticingthecountrytoimportmorefrom them
thantheycanexporttothem.

Correctingthebalanceofpaymentdisequilibrium
Themeasuresthatmaybetakentocorrectthismayinclude;
Devaluationofthecountry’scurrencytoencouragemoreexportsthan

imports,discouragingtheimportersfrom importingmoreintothecountry.
Encouragingforeigninvestmentinthecountry,sothatitmayincreasethe

levelofeconomicactivitiesinthecountry,producingwhatcanbe
consumedandevenexportedtocontrolimports

Restrictingthecapitaloutflowfrom thecountrybydecreasingthe
percentageoftheprofitsthattheforeignercanrepatriatebacktotheir
countrytoreducetheoutflow

Decreasingthevolumeofimports.Thiswillsavethecountryfrom making
morepaymentsthanitreceives.Itcanbedoneinthefollowingways;

i)Imposingorincreasingtheimportdutyontheimportedgoodsto
makethem moreexpensiveascomparedtolocallyproducedgoods
andlosedemandlocally

ii)Imposingquotas/totalbanonimportstoreducetheamountofgoods
thatcanbeimportedinthecountry

iii)Foreignexchangecontrol.Thisallowsthegovernmenttorestrictthe
amountofforeigncurrenciesallocatedfortheimports,toreducethe
importrate

iv)Administrativebottlenecks.Thegovernmentcanputaverylongand
cumbersomeproceduresofimportinggoodsintothecountryto
discouragesomepeoplefrom importinggoodsandcontrolthe
amountofimports

Increasingthevolumeofexports.Thisenablethecountrytoreceivemore
thanitgivestothetradingpartners,makingittohaveafavourablebalance
ofpaymentdisequilibrium.Thiscanbedonethrough;
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i)Exportcompensationscheme,whichallowstheexportertoclaim a
certainpercentageofthevalueofgoodsexportedfrom the
government.Thiswillmakethem tochargetheirexportatalower
price,increasingtheirdemandinternationally

ii)Diversifyingforeignmarkets,toenablenottoconcentrateonlyonone
marketthatmaynotfavourthem andalsoincreasethesizeofthe
marketfortheirexports

iii)Offeringcustomsdrawbacks.Thiswherethegovernmentdecidesto
refundinfullorinpart,thevalueofthecustom dutiesthathasbeen
chargedonrawmaterialsimportedintothecountrytomanufacture
goodsforexport

iv)Lobbyingfortheremovalofthetraderestriction,bynegotiatingwith
theirtradingpartnerstoeitherreduceorremovethebarrierputon
theirexports

Termsofsalesininternationaltrade
Herethecosttradingwhichincludesthecostoftheproduct,costof
transporting,loading,shipping,insurance,warehousingandunloadingmaybe
expensive.Thismakessomeofthecosttobebornebytheexporter,assome
beingbornebytheimporter.Thepriceofthegoodsquotedthereforeatthe
exporterspremisesshouldclearlyexplainthepartofthecostthathe/sheis
goingtobearandtheonesthattheimporterwillbearbeforereceivinghis/her
goods.Thisiswhatisreferredtoasthetermsofsale
Termsofsalesthereforereferstothepricequotationthatstatetheexpenses
thatarepaidforbytheexporterandthosepaidforbytheimporter.
Someofthecommontermsinclude;

(i)Locoprice/ex-warehouse/ex-works.Thisstatesthatthepriceofthegoods
quotedareastheyareatthemanufacturerspremises.Therestofthe
expensesofmovingthegooduptotheimporterspremiseswillbemetby
theimporter

(ii) F.O.R(FreeonRail).Thisstatesthatthepricequoted
includestheexpensesoftransportingthegoodsfrom theseller’spremises
tothenearestrailwaystation.Otherrailwayschargesaremetbythe
importer

(iii) D.D(DeliveredDocks)/FreeDocks.Thisstatesthat
thepricequotedcoverstheexpensesformovingthegoodsfrom the
exporter’spremisestothedock.Theimportermeetsalltheexpenses
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includingthedockcharges
(iv) F.A.S(FreeAlongShip).Statesthatthepricequoted

includestheexpensesfrom theexporter’spremisestothedock,including
theloadingexpenses.Anyotherexpensesaremetbytheimporter

(v) F.O.B(FreeonBoard).Statesthatthepricequoted
includesthecostofmovingthegoodsuptotheship,includingloading
expenses.Thebuyermeetstherestoftheexpenses

(vi) C&F(cost&freight).Thepricequotedincludesthe
F.O.Baswellastheshippingexpenses.Theimportermeetstheinsurance
charges

(vii) C.I.F(CostInsurance&freight).ThepriceincludestheC&F,including
theinsuranceexpenses

(viii) Landed.Thepriceincludesalltheexpensesuptotheportof
destinationaswellasunloadingcharges

(ix) InBond.Thepricequotedincludestheexpensesincurreduntilthe
goodsreachesthebondedwarehouse

(x)Franco(FreeofExpenses).Thepricequotedincludesalltheexpensesup
totheimporter’spremises.Theimporterdoesnotincuranyother
expensesotherthanthequotedprice

(xi) O.N.O(OrNearestOffer).Thisimpliesthattheexporteriswillingto
acceptthequotedpriceoranyothernearesttothequotedone

DocumentsusedinInternationaltrade
i)Enquiry/Inquiry.Alettersentbyanimportertotheexporteraskingabout

thesupplyofthegoodsandthetermsofsale.
ii)OrderofIndent.Thisasksthesuppliertosupplygoods.Itmayspecifythe

goodstobesuppliedandsuggestthepreferredmodeoftransportfor
them.Anindentmaybeopenorclosed

o OpenIndent.Heretheimporterdoesnotspecifythesupplierandthe
goodstobeboughtandthereforetheexporterorexportagentisfree
tochoosethesupplier

o ClosedIndent.Heretheimporterspecifiesthesupplierandthegoods
tobebought

iii)LetterofCredit.Adocumentissuedbytheimportersbanktotheexporter’s
banktoassuretheexporterofthepaymentforthegoodsordered.The
exportercanthenbepaidbyhisbankonthebasisofthisletter.

iv)ImportLicence.Adocumentissuedbythecountrytoallowtheimporterto
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buygoodsfrom abroad.
v)BillofLading.Adocumentoftitletogoodsbeingexportedissuedbythe

shippingcompanytotheimporterwhoshoulduseittohavegoods
releasedattheportofentry.

vi)FreightNote.Adocumentpreparedbytheshippingcompanytoshowthe
transportationchargesforgoods.

vii)Certificateofinsurance.Adocumentissuedbytheinsurancecompanyor
agent,undertakingtocovertheriskagainstthelossordamagetogoods
beingexported.

viii) CertificateofOrigin.Adocumentthatshowsthecountryfrom which
thegoodsarebeingimportedhaveoriginatedfrom.

ix)CommercialInvoice.Adocumentissuedbytheexportertodemandforthe
paymentforthesoldoncredittotheimporter.
Itshowsthefollowing;

Thenameandaddressoftheexporter
Thenameandtheaddressoftheimporter
Thepricecharged
Thetermsofsale
Thedescriptionoftheconsignment
Thenameoftheshiptransportingtheconsignment

x)ConsularInvoice.Adocumentthatshowsthatthepricesofthegoodsthat
havebeenchargedisfairascertifiedbytheconsulwiththeembassyof
theexportingcountry.

xi)ProformaInvoice.Adocumentsentbytheexportertotheimporterif
he/sheisnotwillingtosellgoodsoncredit.Itmaybeusedtoservethe
followingpurposes;
Serveasaformalquotation
Serveasapoliterequestforpaymentbeforethegoodsarereleased

forthecustomer
Toenabletheimportertoinitiatedtheclearingofthecustom duty

earlyenoughtoavoiddelays
Usedtobytheimportertoobtainpermissionfrom theCentralBankto

importgoods
xii)AirwayBill.Issuedbytheairlinecompanytoshowthechargesforthe

goodsbeingtransported
xiii) LetterofHypothecation.Aletterwrittenbytheexportertohis/her
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bankauthorizingittoresellthegoodsbeingexported.Thisoccursifthe
bankfailstogetpaymentonthebillofexchangedrawnontheimporter
thatithasdiscountedfortheexporter.Shouldtherebeadeficitafterthe
resale,theexporterpaysthedeficit

xiv) Weightnote.Adocumentsthatshowstheweightandother
measurementsofthegoodsbeingdeliveredatthedock

xv)Shippingadvicenote.Adocumentissuedbytheexportertohis/her
shippingagentcontaininginstructionforshippinggoods.

InternationalFinancialInstitutions
Someoftheinstitutionsthatplayaroleininternationalmonetarysystem
include;

i. InternationalMonetaryFund(I.M.F)
ii. AfricanDevelopmentBank(A.D.B)

iii. AfricanDevelopmentFund(A.D.F)
iv. InternationalBankForReconstructionandDevelopment(WorldBank)

i.InternationalMonetaryFund(I.M.F)
Thisbankoperateslikethecentralbankofthecentralbanksofthemember
countries.Itsobjectiveincludesthefollowing;

Ensuringthatthemembercountrymaintainsastableforeignexchange
ratesfortheircurrencies.Thisitdoesbyadvisingthecountrytoraiseor
increasethesupplyoftheircurrencytodevaluethem orincreasetheir
valueinternationally

Providefinancialsupporttothemembercountrytoalleviatepovertyand
boosttheirincome.

Relievingheavilyindebtedcountriesofdebtrepaymentsothatitcanuse
thatfundtoraisethelivingstandardsofitspeople.

Providingfundstothemembercountriestofinancethedeficitsintheir
balanceofpayment.

Provideforum throughwhichthemembercountrycanconsultand
cooperateonmattersconcerningtradeamongthem

Maintainingcurrencyreservesofthedifferentcountries,enablingmember
countriestobuyforeignexchangetobeusedtoimportgoodsandservices.

ii.AfricanDevelopmentBank(A.D.B)
Thisbankwasformedtopromotetheeconomicandsocialprogressofits
regionalmembercountriesinAfrica.Itmainsourceoffinanceisthemembers’
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contributionsandtheinterestchargedonthemoneytheylendmembers.
Itsfunctionsinclude;

Providingloansforeconomicandsocialdevelopmenttomembercountries
Providetechnicaladviceinplanningandimplementationofthe

developmentplans
Assistmembercountrytoappropriatelyexploititresources
Toencourageco-operationamongAfricancountriesinordertobring

economicgrowth
Toco-operatewithvariouseconomicinstitutionsinordertobringabout

developmentespeciallyinAfricacountries
iii.AfricanDevelopmentFund(A.D.F)

Thiswasformedtoprovidelongterm financialassistancetothelowincome
countriesthatcannotobtainloanfrom otherfinancialinstitutionsatthe
prevailingtermsandcondition.Theirloansmayrecoveralongerrepayment
periodswithnointerestexceptthecommitmentfeesandservicechargewhich
isminimal.Theyfundactivities,whichincludes;

o Educationandresearchactivities
o Offertechnicaladvicetothemembercountries
iv.InternationalBankForReconstructionandDevelopment(WorldBank)

TheWorldBankwasformedtocarryoutthefollowingfunctions;
Givingloanstocountriesatverylowinterestratestofinanceeconomic

developmentactivities.
Provisionofgrantstofinancetheprovisionofsocialamenitiesandbasic

infrastructuraldevelopmentindevelopingcountries.
Fightingagainstcorruptionandpoorgovernancewhichmayleadto

misuseofpublicfundsindifferentcountries.
Advancingmoneytocountriestofinancebalanceofpaymentdeficit.
Givingadviceoneconomicchallengesthatcountriesmayface.
Availingtechnicalassistanceandpersonneltohelpcountriesruntheir

economicprogrammes
EconomicIntegration
Thisoccurswheretwoormorecountriesenterintoamutualagreementto
cooperatewitheachotherfortheirowneconomicbenefit.Theymaydothisby
allowingfreetradeorrelaxingtheirexistingtradebarriersforthemember
countries.
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Economicintegrationmayoccurinthefollowingforms;
A.FreeTradeArea

Thisisacasewherethemembercountriesagreetoabolishorminimize
tariffsandothertraderestrictionsbuttheindividualcountriesarefreeto
imposerestrictionsonnon-membercountries.Theyincludes;Preferential
TradeArea(P.T.A),EuropeanFreeTradeArea(E.F.T.A),LatinAmericaFree
TradeArea(L.A.F.T.A),etc.

B.Custom union
Thisiswherethemembersofthefreetradeareamayagreenotonlyto
abolishorminimizetheirtariffs,butalsoestablishacommontariffforthe
exchangeofgoodsandserviceswiththenonmembercountries.They
include;EconomicCommunityofWestAfricaStates(E.C.O.W.A.S),East
AfricaCustom Union(E.A.C.U),CentralAfricaCustom andEconomicUnion
(C.A.C.E.U)

C.CommonMarket
Thisiswherethemembercountriesallowforfreemovementoffactorsof
productionacrosstheborders.Peoplearefreetomoveandestablishtheir
businessinanymembercountry.Theyinclude;EastAfricaCommon
Market(E.A.C.M),EuropeanEconomicCommunity(E.E.C),Central
AmericanCommonMarket(C.A.C.M),CommonMarketforEasternand
SouthernAfrica(COMESA)

D.EconomicUnion
Thisiswherethemembersofthecommonmarketagreeforputinplacea
commoncurrencyandacommoncentralbankforthemembercountries.
Theyevendevelopcommoninfrastructureswhichincludesrailways,
communicationnetworks,commontariffs,etc

Importanceofeconomicintegration
Economicintegrationwillensurethefollowingbenefitsforthemember
countries;
Availabilityofwidermarketforthegoodsandservicesproducedbythe

membercountries.Thisenablesthem toproducetotheirfullcapacity
Itenablesthecountrytospecializeinthegoodstheyproducebest,making

them toeffectivelyutilizetheirresources
Itleadstopromotionofpeaceandunderstandingamongthemember

countriesthroughinteraction
Itleadstohighqualityofgoodsandservicesbeingproducedinthecountry
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duetothecompetitiontheyface
Itallowmemberstogetaccesstowidervarietyofgoodsandservices

whichsatisfydifferentconsumerneeds
Itleadstocreationofemploymentforindividualslivingwithintheregion,

astheycanworkinanyofthemembercountry
Itincreasetheeconomicbargainingpowerintradingactivitiesbythe

countriesformingatradingbloc
Improvementoftheinfrastructureintheregionduetoincreasedeconomic

activities.
Itbringsaboutco-ordinationwhendevelopingindustries,asthemembers

willassigntheindustriestoeachothertocreatebalancedevelopmentand
avoidunnecessaryduplication

FreeTradeArea
Thisisasituationwherethereisunrestrictedexchangeofgoodsandservices
betweenthecountries.Ithasbenefits/advantagessimilartothoseofeconomic
integration.
Disadvantagesoffreetradearea
Someoftheproblemsitislikelytobringinclude;
Itmayleadtoimportationofinferiorgoodsandservicestothecountry,as

themembercountrymaynotbeabletoproducehighqualityascompareto
othernon-membercountries

Itmaydiscouragethegrowthoftheinfantindustriesduetocompetition
from welldevelopedindustriesinothercountries

Itmayleadtoreducedgovernmentrevenuebecausenotariffmaybe
chargedonthegoodsandservices

Acountrymaybetemptedtoadopttechnologynotsuitableforitslevelof
development.

Ifnotcontrolled,itmayleadtounfavourablebalanceofpayment,wherea
countryimportsmorethanitexport

Itmayleadtoimportationofharmfulgoodsandservices,thatmayaffect
themembershealthsuchasillegaldrugs

Itmayleadtolackofemploymentopportunitiesespeciallywheremore
qualifiedpeoplehavemovedfrom theircountrytosecurejobopportunities
inthecountry

Itmayexposethecountrytonegativeculturalpracticesinothercountries,
interferingwiththeirmorals.Forexampletheexposuretothepornographic
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materials.
Compromisingpoliticalideologiesespeciallywheremembercountrieswith

differentideologieswantstofitintothebloc
Itmayleadtooverexploitationofnon-renewableeconomicresourcessuch

asminerals
TradeRestrictions
Thesearedeliberatemeasuresbythegovernmenttolimittheimportsand
exportsofacountry.Theyarealsoknownasprotectionism andincludesthe
following;

Tariffswhichincludetaxesleviedonbothimportandexport.Itcanbeused
toincreaseordecreasethelevelofbothimportandexport

Quotaswhichistherestrictiononthequantityofgoodstobeeither
importedorexported.Itcanbeincreasedordecreasedtoincreaseor
decreasethelevelofimportorexportrespectively.

Totalban(zeroquota)wherethegovernmentissuesadirectionillegalizing
eithertheimportorexportoftheproducts

Complicatedimportprocedureinordertodiscouragesomeimporters
from importing

Subsidiesonlocallyproducedgoodstodiscourageimports
Legislationagainstimportationofcertaingoods
Settingthestandardsofproductstobeimported

Reasonsfortraderestrictions
Topreventtheinflowofharmfulgoodsintothecountry,thatmaybe

harmfultothelivesofthecitizens
Toprotectthelocalinfantindustriesthatmaynotbeabletocompete

favourablywithwellestablishedindustry
Togiveacountryachancetoexploititsnaturalresourcesinproducing

theirgoods
Toprotectstrategicindustry,sincetheircollapsemaymakethecountryto

suffer
Tominimizedependencyofthecountrytoothercountriesfortheirstability
Tocreateemploymentopportunitytoitspeoplebyestablishingthe

industriestoproducethegoodsandservices
Topreventdumpingofgoodsinthecountrybythedevelopedpartners

whichmaycreateunfaircompetition
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Tocorrectbalanceofpaymentdeficitbylimitingimport
Toprotectgoodculturalandsocialvalueswhichmaybeinfluencedby

unacceptedvaluestheyarelikelytoacquirefrom othercountrythrough
interaction

Toexpandmarketforlocallyproducedgoodsbyrestrictingthenumberof
foreigngoodsinthemarket.

Toenablethecountryearnforeignexchangethroughimposingtaxesand
othertariffs

Advantagesoftraderestrictions
Itpromotesselfrelianceasindustrieshaveanopportunitytoengageinthe

productionofgoodsandservicesthatwerepreviouslyimported
Itprotectsthelocalindustriesfrom stiffcompetitionthattheymayhave

facedfrom thewelldevelopedcountries
Itmayhelptocorrectthebalanceofpaymentdeficit
Itrestricttheentryofharmfulgoodsintothecountryasitcontrolsthe

inflowofimportsintothecountry
Itenablesthecountrytoconservetheirvaluablesocialandculturalvalues

from theexternalinfluence
Ithelpincreatingmorejobopportunitiesthroughdiversificationinthe

production
Itpromotesthegrowthoflocal/infantindustriesinthecountry.

Disadvantagesoftraderestriction
Therewillbeavailabilityoflimitedvarietyofgoodsinthecountrythatwill

limittheconsumer’schoices
Mayleadtoproductionoflowqualitygoodsastherewillbenocompetition

fortheproducingfirms
Othercountriesmayalsoretaliate,leadingtoreductioninexportfrom their

country
Thereislikelytobehighpriceschargedonthelocallyproducedgoods,

sincethesmallfirmswhichproducethem maynotbeenjoyingthe
economiesofscale

Thecountryislikelytobeexposedtosmallmarket,shouldallcountries
restrictwhichmayleadtoreductionintrade.

Asaresultofthecontinuedprotection,someindustriesmaydevelopa
tendencyofremainingyoungtostillenjoytheprotection,whichlimitsthe
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levelofdevelopment
Itmayleadtoemergenceofmonopolyastheprotectedindustrymayend

upremainingaloneinthemarket,bringingabouttheproblemsof
monopolies

TrendsinInternationalTrade
i. Liberalizationthathasledtoremovalofmanytraderestrictionamongthe

countries,increasingthelevelsoftrade
ii. DevelopmentofE-Bankingwhichhasenabletheinternationaltradertoget

accesstotheirbankaccountsfrom wherevertheyarein
iii. Developmentofexportprocessingzones(EPZ)bythegovernmentto

allowstheindustriesinvolvedjustconcentrateintheexportedgoodsonly.
Itenablethecountryenjoythefollowingbenefits(advantagesofEPZ)
Itcreatesjobopportunitiestothecitizens
Itcreatesmarketforlocallyproducedrawmaterialsthattheyusein

theirproduction
Itencouragetheforeigninvestorstoinvestinthecountries,i.e.inthe

processingzones,increasingthelevelofinvestmentinthecountry
Encouragesexportinthecountryastheincentivesgiventothem by

thegovernmentmakesthem toproducemoreandmoreforexport
Itstimulatesindustrializationinthecountryinallsectorincludingthe

onesproducingforlocalconsumptions
HoweverEPZ’shavethefollowingproblems/disadvantages

Mostofthem employsforeignersintheirmanagementteam,
denyingthelocalsachancetogetemployed

Theydonotgeneraterevenuetothegovernment,especiallyduring
taxfreeperiods

Theyareconcentratedinfewtowns,bringingaboutimbalance
regionaldevelopment

Someofthem encouragessocialevilssuchasprostitutioninareas
wheretheyaredeveloped

iv. Developmentofe-commerce/websitetradingwhichhaspromotedthe
sellingandbuyingofitemsthroughtheinternet,withpaymentsmade
online.
E-commercehasthefollowingbenefits/advantages:
Oneisabletoaccessthemarketworldwide,asthecountriesare

connectedtotheinternet
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Thereisnodiscrimination,asboththesmallandlargeindustriesare
abletotransactthroughtheinternet

Itisfasttotransactthebusinessthroughinternet,asitsaveson
travellingtimeandthereforesuitableforurgenttransaction

Itischeapespeciallyonthecostofsending,receivingandstoring
information

Itiseasyforfirmstosharevaluableinformationaboutproduction
THESTOCKEXCHANGEMARKET
Thisisamarketwherebythebuyingandsellingofsharesandothersecurities
takesplace.Sharesarethesmallestunitsofcapitalthatcanbesoldtopersons
byacompanyforthem tobecomeshareholders.Othersecuritiestradedinthis
marketincludesdebentures(aunitofloansoldbythecompaniestothe
membersofthepublic),governmentbonds(alongterm borrowingcertificateby
thegovernmentfrom itspeople)andgovernmenttreasurybills(ashortterm
borrowingcertificatebythegovernmentfrom itspeople).
Commontermsusedinstockexchange

i)Securities:-adocumentcertifyingthatonehaslentmoneytotheissuer
(thepersonborrowingthemoney)

ii)Broker:-aperson/firm registeredbythecapitalmarketauthority(CMA)to
buyandsellsharesandothersecuritiesonbehalfoftheirclients

iii)Jobber:-aperson/firm whobuysandsellsharesandothersecuritieswith
anaim ofmakingaprofit

iv)CDSCaccount:-CentralDepositorySettlementCorporationaccountfor
mobilizingthesharesandsecuritiestobetradedonatthemarket

Inthestockexchangemarketonlyregistered/listed/quotedcompaniesare
allowedtoselltheirshares.Aquoted/listedcompanyisacompanythathas
beenregisteredasamemberofthestockexchangemarket.
ThequotedcompaniescanselltheirsharesthroughtheInitialPublicOffer
(I.P.O)ornormaltradinginthemarket.
IPOistheinitialpricethatthecompanywillfloatitssharestothemembersof
thepublictobuy/subscribetoforthefirsttime.Thesesharesaresaidtohave
beenissuedintheprimarymarket.AftertheIPOthesharesarethen
accumulatedasstockandtradedoninthestockexchangemarket(secondary
market).
Allthetradingofthesharesisdonethroughthecompany’sagentsorbrokers.
Procedureofbuyingshares:
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i. OpeningaCDSCaccountthroughbroker
ii. Fillinginthepurchaseorderform bystatingthetypeandthenumberof

sharestobebought
iii. Thebrokeridentifiesandnegotiatewiththewillingbuyer
iv. Thesharesarethenpaidforthroughbrokersatacommission
v. SharesarethentransferredandcreditedinthebuyersCDSCaccount

Procedureforsellingshares:
i.OpeningaCDSCaccountthroughbroker
ii.Fillinginthesalesorderbystatingthepriceandthenumberofsharesto

besold
iii.Thebuyeridentifiesandnegotiatewiththewillingbuyer
iv.Thebuyerpaysforthesharesthroughthebroker
v.Sharesaretransferredandcreditedinthebuyer’sCDSCaccountwiththe

sellersCDSCaccountbeingdebited
Rolesofstockexchangemarket
Theyperform thefollowingroles:
Theyfacilitatethebuyingofsharesbycreatingaconduciveenvironment

fortheinvestorswhowantstobuyshares.
Theyfacilitatethesellingofsharesbycreatingareadymarketforthose

whowishtoselltheirshares
Theysafeguardtheinvestors’interestbyensuringthatthecompaniesto

belistedhavemetagivenstandardofperformance.Ifnottheywillbe
deregistered

AssistthecompanytoraisecapitalthroughIPOorsalesofsharesinthe
market

Provideusefulinformationtotheinvestorswhichisalwaystimelyand
accuratetoassistthem intheirdecisionmaking

Theycreateemploymentopportunitytothosewhofacilitatethebuyingand
sellingofthesharessuchajobbers,brokers,etc

Theyhelpthegovernmentinraisingtherevenuesintermsoffeesand
rentstothegovernment

Theyavailvarietyofsecuritiesfortheinvestorstochoosefrom before
investing.

Theymeasurethecountry’seconomicprogressthroughcheckingthe
performanceofthestock,whichmaybeanindicatoroftheeconomic
performance.
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SOURCEDOCUMENTSANDBOOKSOFORIGINALENTRY

Thesearedocumentscontainingtheinformationthatmakesbasisofmaking
entriesinthebooksofaccounts.Theyactasevidencethatthetransaction
actuallytookplace.Theyincludes
Cashsalereceipt:-adocumentthatshowsthatcashasbeenreceivedor

paidoutofthebusinesseitherinform ofcashorcheque.Itisasource
documentthatismainlyusedinmakingrecordsinthecashjournalscashbook,
cashaccountsorbankaccounts.Ifthereceiptisreceived,itmeanspayments
hasbeenmadeandthereforewillbecreditedintheaboveaccounts,ortakento
cashdisbursement/paymentjournals,whilewhenissued,itmeanscash/cheque
hasbeenreceivedandthereforewillbedebitedintheaboveaccountsortaken
tocashreceiptjournals
Invoice:-adocumentissuedwhenthetransactionwasdoneoncreditto

demandfortheirpayment.Iftheinvoiceisanincominginvoice/invoicereceived,
thenitimpliesthatthepurchasesweremadeoncredit,andifitisan
outgoing/invoiceissuedthenitimpliesthatsalesweremadeoncredit.
Theincominginvoicewillbeusedtorecordtheinformationinthepurchases
journals/diary,whileanoutgoinginvoicewillbeusedtorecordinformationin
salesjournals/diaries
Creditnote:-adocumentissuedwhengoodsarereturnedtothebusiness

bythecustomerorthebusinessreturngoodstothesupplierandtocorrectany
overchargethatmayhavetakenplace.Ifitisreceived,thenitmeanspartofthe
purchaseshasbeenreturnedandthereforetheinformationwillbeusedto
recordinformationinthepurchasesreturnjournals,whileifissuedthenit
meansthepartofsaleshasbeenreturnedbythecustomersandtherefore
usedtorecordtheinformationinthesalesreturnjournals/diaries

Debitnote:-adocumentusedtocorrectanunderchargethatmayhave
takenplacetoinform thedebtortopaymore.Itthereforeactsasanadditional
invoice
Paymentvoucher:-adocumentusedwhereitisnotpossibletogeta

receiptforthecash/chequethathasbeenreceivedorissued.Thepersonbeing
paidmustsignonittomakeitauthentic.Itisthereforeusedtorecord
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informationjustasreceipts
Booksoforiginalentries/Journals/Diaries/day’sbooks/Subsidiarybooks
Thesearebookswherethetransactionsarelistedwhentheyfirstoccur,with
theirentriesbeingmadeonadailybasisbeforetheyarepostedtotheir
respectiveledgeraccounts.Theinformationinthesourcedocumentsareused
tomakeentriesinthesebooks.Thebooksoforiginalentriesinclude:
Salesjournals
Salesreturnjournals/Returninwardsjournals
Purchasesjournals/creditorsjournals/boughtjournals
Purchasesreturnjournals/returnoutwardsjournal
Cashreceiptjournals
Cashpayment/cashdisbursementjournals
Threecolumncashbook
Thepettycashbook
Analysiscashbook
Generaljournals/journalproper

(i)Salesjournals
Thisisusedtorecordcreditsalesofgoodsbeforetheycanberecordedintheir
variousledgers.Theinformationobtainedintheoutgoinginvoice/invoiceissued
isusedtorecordtheinformationinthisjournalasthesourcedocument
Theoveralltotalinthesalesjournalisthereforepostedinthesalesaccountin
thegeneralledgeroncreditsideanddebtorsaccountinthesalesledgerasa
debitentry
Salesjournal
Date Particulars/details Invoice

no

Ledger

folio

amount

Example:
ThefollowinginformationrelatestoTiroptradersforthemonthofJune2010

June 1:Soldgoodstowafulaoncreditofksh200,invoiceno0114
2:Soldtothefollowingdebtorsoncredit;Wanjiruksh400,Musyoka

ksh300, Wafulaksh300
5:soldgoodsoncredittoWanjiruofksh300
10:SoldgoodstothefollowingoncreditKaniniksh100,Wafulaksh
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500,Wanjiruksh600
12:Soldgoodsoncredittomusyokaofksh350

Required:
Preparetherelevantdaybookfortheabovetransactions;hencepostthe
variousamountstotheirrespectiveindividualaccounts
Salesjournal
Date Particulars/details Invoice

no

Ledger

folio

amount

June

2010:

1

2

2

2

5

10

10

10

12

15

Wafula

Wanjiru

Musyoka

Wafula

Wanjiru

Wanjiru

Wafula

Kanini

Musyoka

Totalspostedto

thesalesaccount

(Cr)

0114 SL

SL

SL

SL

SL

SL

SL

SL

SL

GL

200

400

300

300

300

600

500

100

350

3050

(Posttheresttotheirindividualdebtorsaccount)
(ii) SalesReturnJournals/Returninwardsjournals

Thisisforrecordingthegoodsthatthecustomers/debtorshavereturnedtothe
business.Itusestheinformationinthecreditnoteissuedasasourcedocument
toprepareit.Theinformationisthereforerecordedtothereturninwards
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accountinthegeneralledger,whiletheindividual’sentriesarereflected
(credited)alsointheirrespectivedebtorsaccountfordoubleentrytobe
completed.Ittakesthefollowingformat
Salesreturnjournal
Date Particulars/details Creditnote

no

Ledger

folio

amount

Forexample;
Recordthefollowingtransactionforthe2007intheirrelevantdiaries,hence
postthem totheirrespectiveledgeraccounts;

May1:goodsthathadbeensoldtoM Okondoofshs2600oncreditwas
returnedtothebusiness

“2:G.Otuyareturnedgoodworthshs1320thatwassoldtohim on
credittothebusiness

“ 8:thefollowingreturnedgoodsthathadbeensenttothem oncreditto
thebusinessHWatishs3500,Muyashs4700M Okondoshs2900

“ 12:GOtuyareturnedgoodsworthshs5400thatweresoldoncreditto
thebusiness

“30:Goodsworthsh8900thathadbeensoldoncredittoGOtuyawere
returnedtothebusiness

SalesReturnjournal
Date Particulars/details Credit

noteno

Ledger

folio

amount

May

2007:

1

2

8

8

M Okondo

GOtuya

HWati

Muya

M Okondo

S.L

S.L

S.L

S.L

S.L

2600

1320

3500

4700

2900
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8

12

30

GOtuya

GOtuya

Totalspostedto

ReturnInwardsa/c

(Dr)

S.L

S.L

GL

5400

8900

29320

(Posttheentriestotheindividualledgera/c’s(Cr))
PurchasesJournal

Thisisusedtorecordthecreditpurchaseofgoods.Thetotalsarethendebited
inthepurchasesaccountinthegeneralledger,whiletheindividual’screditors
accountsarecredited.Itusedtheinvoicesreceived/incominginvoicesasit
sourcedocument.Ittakesthefollowingformat;
Purchasesjournal
Date Particulars/details Invoice

no

Ledger

folio

amount

Forexample
ThefollowinginformationrelatestoMikwaTradersforthemonthofApril2011.
Recordthem intheirrelevantday’sbook,henceposttheentriestotheirrelevant
ledgeraccounts.
April2011;

“2.Boughtgoodsworthshs25000oncreditfrom Juma,Invoiceno3502
3.Boughtgoodsworthshs16500from kamauoncredit,invoiceno2607
6.Boughtgoodsworthshs12700from Jumaoncredit,invoiceno3509

8.Purchasedgoodsofshs25200from juma,invoiceno3605;shs17
500from Kamau,invoiceno3700;shs45000from Wamaewholesalers,
invoiceno3750

15.Purchasedgoodsofshs9200from Wamaewholesalersoncredit,
invoiceno3762

18.Boughtgoodsofshs17000from Kamauoncredit,invoiceno3802
24.Purchasedgoodsofshs36000from Jumasuppliersoncredit,Invoice

no3812
PurchasesDaybook
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Date Particulars/details Invoice

no

Ledger

folio

amount

April

2011:

2

3

6

8

8

8

15

18

24

Juma

Kamau

Juma

Juma

Kamau

Wamae

Wamae

Kamau

Juma

Totalspostedto

thePurchase

account(Dr)

3502

2607

3509

3605

3700

3750

3762

3802

3812

PL

PL

PL

PL

PL

PL

PL

PL

PL

GL

25000

16500

12700

25200

17500

45000

9200

17000

36000

204100

(Posttheindividualentriestotheirrelevantaccountsintheledger(crediting))

(iii) PurchasesReturnJournals/ReturnoutwardsJournals
Thisisusedtorecordgoodsthathavebeenreturnedtothecreditorsbythe
business,reducingthevalueofthegoodsthathadbeenpurchased.Itusesthe
creditnotereceivedasthesourcedocuments,withthetotalsbeinginthe
purchasesreturnaccountwhiletheindividualcreditor’saccountsaredebitedin
theirrespectiveledgeraccounts.Ittakesthefollowingformat
Purchasesreturnjournal
Date Particulars/details Creditnote

no

Ledger

folio

amount
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Forexample:
RecordthefollowingtransactioninthepurchasesreturndaybookforNjiru’s
tradersforthemonthofJune2010,henceposttheinformationintotheir
relevantledgeraccounts.
June2010;

“3.Returnedgoodsworthshs400thathadbeenboughtfrom Nairobi
stores,creditnoteno56

“8.Returngoodsofshs1200toMatayosstore,Creditno148
“19.Hadsomeoftheirpurchasesreturnedtothefollowing;Njoka

enterprisesshs700,creditnoteno205,NairobiStoresshs600,credit
noteno58,Matayosstoreshs1000creditnoteno191

“26.Returnedgoodsworthshs1800toNjokaenterprisecreditnoteno
210

“30.Returngoodsworthshs1020toMatayosstore,creditnoteno200
(iv) CashreceiptDiaries

Thisisusedtorecordallthecashandchequesthathavebeenreceivedinthe
business.Theymaybemanythatpostingdirectlyinthecashbookmaybe
tediousandarethereforefirstrecordedhere.Ittotalsarepostedtothecash
andbankaccountsinthegeneralledger(Dr),whiletheindividualaccountsare
creditedintheirrespectiveaccountsintheledger.Itusesthecashreceipt
issuedandbankslipsreceivedasthesourcedocuments.Ittakesthefollowing
format;
Cashreceiptjournal
Date Particulars/details Receipt

no

Ledger

folio

Disc

allowed

cash bank

(v) CashpaymentJournals
Thisisusedtorecordcashandchequesthathavebeenissuedtothe
creditors/outofthebusiness.Itstotalsarecredited(Cr)inthecashandbank
accountandtheindividualaccountsaredebited(Dr)intheirrespective
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accountsItusesthecashreceiptreceivedandbankslipsissuedasthesource
documents.Ittakesthefollowingformat;
CashPaymentjournal
Date Particulars/details Receipt

no

Ledger

folio

Disc

received

cash bank

Forexample:
RecordthefollowingtransactionsintotheirrelevantdaybooksofOnyango
traders,henceposttheentriestotheirrespectiveledgeraccountsandbalance
them off;
May2011:

“1.Cashsalesamountingtoksh3000,receiptno0112
“2.Paidthefollowingcreditorsbychequeafterhavingdeductedacash

discountof10%ineachcase;H.Mwangiksh1500,J.Mwanikiksh1
600,N.Mugoksh1200

“3.ReceivethefollowingChaquesfrom debtorsinsettlementoftheirdebts
afterhavingdeducted5%cashdiscountineachcase;Lucykshs22800
chequeno0115,Otienokshs8550chequeno0011,Marthaksh1330
chequeno0016

“5.Paidforrepairsincashkshs16000,receiptno0251
“10.PaidJumaincashkshs9500,receiptno0295
“14.Cashsaleskshs17000,receiptno02714
“15.Bankedkshs6000from thecashtill
“15.Receivedcashfrom Maryofkshs13500,receiptno0258
“16.Cashsalesofkshs26400wasdirectlybanked,bankslipno40152
“20.Cashpurchasesofkshs8920,receiptno117
“22.Cashpurchasesofkshs15200waspaidforbyacheque,chequeno

512
Cashreceiptjournal
Date Particulars/details Document

no

Ledger

folio

Disc

allowed

cash bank

May

2011
Sales 0112 GL 3000
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1

3

3

3

14

15

15

16

Lucy

Otieno

Martha

Sales

Cash

Mary

Sales

Totalstobe

postedtothecash

andbanka/c(Dr)

0115

0011

0016

02714

0258

40152

SL

SL

SL

GL

“c”

SL

GL

1200

450

700

2350

17

000

13

500

33

500

22

800

8550

1330

6000

26

400

65

080

(Postthetotalsandtheentriestotheirrespectiveaccounts)
CashPaymentjournal
Date Particulars/details Document

no

Ledger

folio

Disc

Received

cash bank

May

2011

2

2

2

H.Mwangi

J.Mwaniki

N.Mugo

Repairs 0251

PL

PL

PL

GL

166.70

177.70

133.30

16

1500

1600

1200
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5

10

15

20

22

Juma

Bank

Purchases

Purchases

Totalstobe

postedtothecash

andbanka/c(Cr)

0295

117

512

PL

“c”

GL

GL

477.30

000

9500

6000

8920

40

420

15

200

19

500

(Postthetotalsandtheentriestotheirrespectiveaccounts)
(vi) ThepettyCashbook

Thisisusedtorecordmoneythathasbeensetasidetomakepaymentsthat
doesnotrequirelargeamounts,suchascleaning,stafftea,postingletters,etc.
itisalwayskeptbythepettycashier,underthesupervisionofthemaincashier.
Theamountreceivedbythepettycashierisalwaysdebited,whilethepayments
madefrom thesameiscredited.Thecreditsidealsocontainstheanalytical
columnsforvariousitemsofexpenditure.Theamountcreditedisalsoextended
totheanalysiscolumnforthespecificitem.Attheendofthestatedperiod,the
pettycashbookisbalanced,andthetotalsarepostedtotheirindividual
accounts.Theindividual’saccountsaredebitedwiththetotalsoftheanalytical
columns,whilethecashaccountiscreditedbythemaincashierforthetotal
thatwasspentinthepettycashbook.
Pettycashbookcanalsobeoperatedonanimprestsystem,wherethepetty
cashierreceivesagivenamountofmoneyatanintervals(imprest)tospend,
andreportbacktothemaincashierattheendoftheperiodonhowthemoney
hasbeenspentandthebalancestillremainingforre-stocking(reimbursed),and
onlytheamountspentcanbereimbursedsothatatthebeginningoftheperiod
thepettycashierwillalwayshavethefullamount(cashfloat).



0714497530 340

Novels,UpdatedKASNEB,IT,College,HighSchoolNotes&RevisionKits (isabokemicah@gmail.com)

Forexample:
Apettycashierofsinachukitradersoperateapettycashbookonanimprestof
kshs2500onamonthlybasis.On1stFebruary2010,shehadcashinhandof
shs150andwasreimbursedthedifferencebythemaincashiertorestoreher
cashfloat.ThefollowingpaymentsweremadeduringthemonthofFebruary
2010

Feb;1.Travellingexpenseskshs110
2.Correctingfluidkshs200

3.Sugarforstaffteaksh180
4.Stampskshs255
10.Telephonekshs255
15.Entertainmentkshs130
18.Postagestampskshs100
20.Breadforstaffteakshs148
25.Farekshs200
26.Duplicatinginkkshs250
27.Entertainmentkshs400
28.Telephonekshs100
28.Atienoacreditorwaspaidksh150

Required;
Prepareapettycashbookfrom theaboveinformationandpostthetotalstothe
relevantledgeraccounts.
SinaChukiTraders
PettyCashBook

FormonthofFeb.2010
Rec

eipt

sh

L.

F

Dat

e

Details Vou

ch

no

To

tal

sh

Tra

vel

ex

p

Off

ice

ex

p

St

aff

te

a

post

age

Tele

pho

ne

Ent. Led

ger

a/c

150

2

350

C.

B

20

10

Fe

b1

Balb/d

Reimbur

sement
11 11
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250

0

22

1

1

2

3

4

10

15

18

20

25

26

27

28

28

Travellin

gexp

Correctin

gfluid

Sugar

Stamps

Telepho

ne

Entertain

ment

Stamps

Bread

Fare

Duplicati

ngink

Entertain

ment

Telepho

ne

Atieno

Totals

Balc/d

Balb/d

0

20

0

18

0

25

5

25

5

13

0

10

0

14

8

20

0

25

0

40

0

10

0

15

0

0

20

0

31

0

20

0

25

0

45

0

18

0

14

8

32

8

255

100

355

255

100

355

130

400

530

150

150
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24

78

22

25

00

ThetotalsintheanalyticalcolumnsareDebitedintheindividualaccounts,with
thepettycashbooktotalsbeingcreditedinthecashaccount.

(vii) ThegeneralJournal/Journalproper
Thisoneisusedtorecordpurchasesorsalesoffixedassetsofthebusinesson
credit.Theseassetsdonotform partofthestocksincethebusinessdoesnot
dealinthem,howeverthebusinessmaydecidetobuyorsellthem forone
reasonortheother.
Inthisjournal,theaccounttobedebitedbeginsatthemargin,whiletheaccount
tobecreditedisindentedfrom themargin,withanarrationbelowthem putin
brackets.Thenarrationsimplyexplainsthenatureofthetransactionthathas
takenplace.Theindividualentriesarethenpostedtotheirrespectiveaccounts
byeitherdebitingorcreditingdependingonthetransactions.Ittakesthe
followingformat;
Generaljournal
Date Particulars/details Ledger

folio

Drshs Crshs

Forexample:
JournalisethenfollowingtransactionswhichtookplaceinthebusinessofJ
OpucheduringthemonthofMarch2005
March5;Purchasedofficefurnitureoncreditforshs25000from miugiza
FurnitureLimited

10;Soldoldduplicatingmachineforshs15000tosambaacademyon
credit
15;Boughtanewmotorvehicleforshs800000from explomotorsLtd,

payingshs300000incashandbalancewastobesettledatalater
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date
18;SoldoldvehicletoMaraSecondaryschoolforshs500000oncredit
25;Theownerconvertedpersonalelectroniccalculatorvaluedatshs9000

intobusinessasset
27;Soldoldcomputersvaluedatshs20000forshs15000oncreditto

Marasecondaryschool
30;Soldolddiningchairsworthshs10000toMaendeleoforshs15000

oncredit
Generaljournal
Date Particulars/details Ledger

folio

Drshs Crshs

March

2005

5

10

15

OfficeFurniturea/c

Miugizaa/c

(Beingacreditpurchase

ofofficefurniturefrom

Miugiza)

SambaAccademya/c

DuplicatingMachine

a/c

(Beingcreditsalesof

duplicatingmachineto

Sambaacademy)

Motorvehiclea/c

Casha/c

ExploMotorsa/c

25000

15000

800000

25000

15000

300000

500000
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18

25

27

30

(Beingpurchaseofmotor

vehiclefrom explo.

motors,payingpartin

cashandpartoncredit)

MaraSecscha/c

Motorvehiclea/c

(beingthecreditsaleof

oldmotorvehicletomara

secsch)

Calculatorsa/c

Capitala/c

(beingconversionof

privatecalculatorto

businessasset)

MaraSec.Sch.a/c

Lossondisposala/c

Computera/c

(beingcreditsaleofold

computerstoMara

schoolatalossof5000)

Maendeleoa/c

Furniturea/c

Gainondisposala/c

(beingthecreditsaleof

diningchairsto

500000

9000

15000

5000

15000

500000

9000

20000

10000

5000
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maendeleoatagainof5

000)

1384000 1384000

Theentriesarethentransferredtotheirrespectiveaccountsintheledger,with
theonesdebitedinthejournalsbeingdebitedandtheonescreditedbeing
credited.
TheJournalpropercanalsobeusedtoshowtheopeningentriesandthe
closingentries.Thatis;
Openingentries

Theopeningentriesaretheentriesoftheassetsandliabilitiesatthebeginning
ofthetradingperiodstofacilitatetheopeningofdifferentaccountsforthem.
Theyarethebalanceb/dfortheassetsandliabilitiesofthebusiness.
Theassetstobedebitedarerecordedfirst,followedbytheliabilitiesandcapital
tobecredited.Incasethecapitalisnotgiven,itcanbecalculatedusingthe
bookkeepingequation,thatisA=C+L.thenarrationthenfollowstheentries.
Theopeningentriesarenecessarywhen;
Abusinessthatdidnotkeepcompleteaccountingrecordswouldliketo

startkeeping
Openingupnewsetsofaccountingbooks,afterclosingtheoldones
Startingaccountingrecordsforabusinesswhichhasbeenbought,though

wasinfulloperation
Forexample;
Thefollowingbalanceswereextractedfrom Martine’sstorethatdidnot
keepcompleterecords,andwouldliketostartkeepingon1stJanuary2011.
Prepareforthem theirrelevantsubsidiarybooktoshowthebalances.

Shs
Motorvehicles 230000
Machinery 40000
Creditors 10000
Debtors 5000
Cashinhand 20000
Stock 10000
Insuranceprepaid 5000
Bank 25000
Premises 335000
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Capital 660000

Martine’sStore
Generaljournal
On1stJanuary2011
Date Particulars/details Ledger

folio

Drshs Crshs

2011

January

1

Premises

Motorvehicle

Machinery

Debtors

Cash

Insuranceprepaid

Bank

Stock

Capital

Creditors

(beingtherecordsof

assets,liabilityand

capitalatthe

beginningofnew

period)

335000

230000

40000

5000

20000

5000

25000

10000

670000

660000

10000

670000
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Closingentries
Attheendofthetradingperiodthebusinessasseshowitcarriedoutitstrade
andtheamountofprofititmadebypreparingtheTradingprofitandloss
accountandthebalancesheettoshowitsfinancialposition.Theseare
preparedbytheinformationobtainedfrom theledgers.Thatis,allthe
nominalaccounts(sale,purchase,expensesandrevenueaccounts),both
openingandclosingstocksaretransferredtothetradingprofitandloss
accountthroughthetrialbalanceandgeneraljournals,whiletherestare
takentothebalancesheet.
Usesofgeneraljournal;
Torecordpurchasesoffixedassetsoncredit
Torecordsalesoffixedassetsoncredit
Tocorrecterrorsbycheckingthebalances
Torecordtheopeningandclosingentries
Towriteoffbaddebts
Torecordtheinterledgertransfers
Toissuessharesanddebenturesincompanies
Tomakeendoftheyearadjustmentsforthefinalaccounts

Inthetablebelow,indicatethebooksoforiginalentrythattheinformation
obtainedfrom thegivensourcedocumentsareusedtoprepare
SourceDocument BooksofOriginalentry

SalesInvoice/invoiceissued/Invoice

retained/invoicecopy

Salesjournals

PurchasesInvoice/Invoice

received/Originalinvoice

Purchasesjournals

Creditnoteissued/Creditnote

retained/Creditnotecopy

Returninwards/Sales

returnjournals

Creditnotereceived/creditnoteoriginal Return

outwards/purchasesreturn

journals
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Originalreceipt/Receiptreceived Cashpayment/Analysis

cashbook/Cashbook

Receiptcopy/Retainedreceipt Cashreceipt

journal/Analysiscash

book/cashbook

Pettycashvoucher Pettycashbook

UsesofJournals
Toreliveledgerofmanydetails
Torecordmoredetailsaboutthetransactionthatarenotfoundinthe

ledger
Tofacilitatetracingoferrors
Tofacilitatethepreparationofcontrolaccounts
Tocurbfraudsandpromoteefficiency,sincetheyarepreparedbydifferent

peoplefrom theoneshandlingledgers
Assignment:
(Exercise1Bpages50and51,Nos16and18inInventorbook4,KLBStudents
book)
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Onaddition;Contact0714497530for;

Otherwelldesignedhighschoolmaterials
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UpdatedCPA,CIFA,CICT,CPSmaterials

Severalnovelcollections

Motivationalbooks

Inspirationalbooks

Setbooksandguides

Teachingschemes

KCSEandMockpastpapers

Revisionmaterials

KRAservices

HELBservices

WebsiteDesign

CONTACT
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0714497530(MRISABOKE)

(isabokemicah@gmail.com)

Regards


