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BUSINESSSTUDIES
REVISIONKIT

INTERNATIONALTRADE.

Internationaltradereferstotradebetweencountries.
 Ifthetradeinvolvesonlytwonationsit’sknownasbilateraltrade.
 Multilateraltradeistradeinvolvingmorethantwocountries.
 Internationaltradeincludesexportandimportsofgoodsandservices.
 Tradeoftangiblegoodsisknownasvisibletrade.
 Whileinvisibletradeincludestourism andservicesofferedbyexpatriates.

AdvantagesofInternationalTrade.
 Itenablesacountrytoacquirewhatshemaynotbeabletoproduce.
 Itenablesacountrytodisposeoffhersurplusproduce.
 Itoffersagreatervarietyofgoodsandservicesforconsumers.
 Itallowsforspecializationonbest-suitedfieldstomembersofagivencountry.
 Itleadstocertaindependency,whichcreateshumblerelationstothepartiesinvolved.
 Createsandpromotesahealthycompetitionbetweenlocalandforeignproduce.
 Attimesofcalamitiessupplycanbefrom othercountries.
 Movement of people between countries involve in trade promotes international

understanding.
 Importofcapitalgoodspromoteseconomicdevelopment.
 It’sasourceofrevenuetoboththeindividualinvolvedandtheirgovernment.
 Itcreatesemployment.

Disadvantages.
 Risksattachedtospecialization:incaseofexhaustionorresourcesorlossofmarketforthe

commoditytheeconomyofthecountrywillbeaffected.Itmayresultintounemployment,
wasteofresourcesandlossofrevenuetotheegovernment.

 Importgoodsareknowntobeathreattothelocalproduce.
 Someimportsposenegativeeffectstothecitizenofanthercountry.
 Advancenationmaytakeadvantagesofpovertyindevelopingcountriestodumpexpired

goods.
 Dependingonaparticularcountryforanimportantcommoditymayforcethedependantto

toleratesomeundesirablegesturesfrom suchcountries.
 Supplyofimportsisnotalwaysguaranteedanditmayfailduringemergencies.
 Changesinworldpricesmayhavedrasticeffectstohomeindustries.
 Toomuchrelianceonimportgoodsmayhamperthedevelopmentofsimilarindustriesat

home.

Nationsinvolveininternationaltradedueto:
 SCARCITYOFRESOURCES.Nocountryisgiftedwithalltheresourcesrequiredtoproduce

goodsandservicestosatisfytheirwants.
 Thesurplusproducehastobedisposedofftoavoidwastage.
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 Foracountrytoearnanyforeigncurrencyitmustinvolveintradewithotherscountries.

TERMSOFTRADE.

Termsoftraderefertotherateatwhichacountry’sexportsareexchangedforherimports.

BalanceofTrade.
 Thisreferstothedifferencebetweenthevaluesofvisibleimportsandvisibleexportsofa

countrywithinadefinedperiodoftime;usuallyonefinancialyear.
 Visibletradeistradeintangiblegoodse.g.Teatoolsandetc.ontheotherhandinvisibletrade

referstotradeinservicese.g.Tourism servicesofferedbyexpatriate’setc.
 Ifduringagivenperiodthevalueofimportsisgreaterthanthatofexports,thebalanceoftrade

issaidtobeunfavorable.Ifthevalueisequalthenitisatequilibrium orzero.

BalanceOfPayment.
 Thisreferstothedifferencesinvaluepaidbetweenacountryvisibleexportagainsthervisible

andinvisibleimportswithinagivenperiodoftime.
 Thebalanceofpaymentischargedonacountry’scurrentaccount.Iftheexportsofbothvisible

andinvisibleimportsacountryissaidtohaveatradesurplus.Theoppositeresultstotrade
deficit.

 Tradedeficitsandsurplusesareanascertainedbycalculationsshowninthecurrentaccount.
 Thecurrentaccountimportsarecreditedwhileexportsaredebited.Thesurplusordeficit

obtainedinthecurrentaccountistransferredtothecapitalaccount.

CapitalAccount.
 Thecapitalaccountismaintainedbythecentralbank.Theaccountshowshow thetrade

surplusisdisposedoffandhowthedeficitisfinanced.
 Thesurplusisdisposedoffby;financingcapitaldevelopmentprojectsinacountry,keeping

someofitinthereservesorfundagainstfuturepayments.Sometimeslendingtoanother
countryorinvestinginI.M.F.

THEDEFICITCANBEFINANCEDINTHEFOLLOWINGWAYS;
 Borrowingfrom anothercountry.
 Receivinggiftsanddonations.
 DeferringpaymentthroughtheIMF.
 Sellingforeigninvestments.
 Usingforeignexchangereserves.
 Devaluinganowncurrency.
 Importingoncredit.

Tocorrectanadversebalanceofpayment.
 Itcanbedonebycontrollingimportsandboostingexportofgoodsandservices.
 Importsmaybecontrolledthroughlicensingimposingheavyimportdutiesortotalban.To
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improve(promote)exports.Throughexportscompensation;aschemewhereanfrom the
government.ThegovernmentofKenyaoffers10%.Customsdrawbacks;thisisacasewherea
refundofchargesofthecustom dutiespaidoncertainimportedgoodswhicharetobere
exportedisdonebythegovernment.

Establishmentofexportpromotionbodiese.g.K.E.T.A (KenyaExternalTradeAuthority)for
detailsrefertopage19ofvolumeoneoftheseindiplomaticmissionsabroadheadedby
commercialattaches.Formingtradeconsulstoadvisethemothercountryoninternational
tradematters.Throughdeflationarypolicy;reducingthevalueofanowncurrency.Encouraging
foreigninvestment. Givingbounties;A subsidygivenbyagovernmenttoexportersasan
incentivetopromotetheirparticipationinexporttrade.Itmaybegiveninform offundsortax
relief.

 Settingupanexportguaranteedepartment;thedepartmentoffersinsurancecovertoexporter’s
goods.Theinsuredpayslowerrates.Thecoverismeantforbaddebt,delayedpaymentsand
chargesofthegovernment’spolicyintheimportingcountry.

 Usinggovernmentpromotions;byappealingto,andpersuadingproducersandmanufactureto
andpersuadingproducersandmanufacturestoenterexternaltrade.

 Usinggovernmentpromotions;byappealingto,andpersuadingproducersandmanufacturesto
enterexternaltrade.

Factorthatmaycauseanadversebalanceoftrade.
 Lowexports
 Increaseinimports
 Unfavorabletermsoftrade.
 Shortageofcapital
 Climaticsituation.
 Devaluationpolicybyothercountries.
 Theflowofcapitalgoods.
 Structuraldisequilibruim resultingfrom fundamentalchangesingrowthofacountry.

INTERNATIONALTRADEPROCEDDUREANDDOCUMENTATION
Foratradertoimportgoods,firsthehastomakeinquiriesfrom potentialexporters,information
canaswellbegotfrom referencedocuments/booksrelevanttobusinessmatterslike;
a)Tradejournals
b)Catalogue
c)Businessdirectories.
 Othersourcesofinformationaremassmedia,exportermustgetanimportlicensefrom the

government.Obtaininganimportlicense(F.A.A.L)animportlicenseinKenyaisknownas
ForeignExchangeAllocationLicense.(F.E.A.L)beforeapplyforalicensetheimporter must
firstobtainaproformahastoshow:pricesdescriptionofthegoodsqualities,placeofshipment
andthenamesoffthepartiesinvolved.Sevencopiesofproformainvoicetogetherwiththe
originalandsenttothedepartmentoftradeandsupplies(DTS).Abankerchequeof1.5%off
thevalueofgoodsshownintheproformainvoiceisalsoattached

 Theapplicationisvarifiedbytheimportmanagementcommittee.(I.M.C)atthedepartmentof
tradeandsupplies.IfapprovedtheI.M.CforwardssixcopiesoftheF.E.A.L.formstothecentral
bankofKenya.DTSretainsonecopy.Alsosenttothebankaretwocopiesandtheoriginalof
theproformainvoiceincludingthebankercheque.Ifthebankauthorityissatisfieditislicense.
Threecopiesincludingthebankauthorityissatisfieditisthenallocated anumberbecomea
license.Threecopiesarethensenttotheimporter.TwocopiesaresenttotheSocietyGeneral
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Surveillance(S.G.S)
 Theimporterthenqualifiestoplacetoanorderwithoverseassupplier.Theimporterthensends

anindent(order).Theimporterthensendsanindentare;descriptionofgoods,dualityand
pricesexpecteddataofdelivery,termsofsalepackinginstruction,markingandlabelingofthe
consignmentandmeansoftransport.Theportofdestinationandtermsofpaymentare
included.

 Therearetwotypesofindent;closedindent-sentdirecttotheimporteroftheimporter’sown
choicedirect.Theimporteroftheimporter’sownchoice.Theimporter’sagentwhoselectsa
suitableexporteronbehalfoftheimporter.

THEPROCESSOFEXPORTINGGOODS
 Afterreceivinganindentororderdocumentfrom theimporter,theexporterhastoacquirean

exportlicensefrom hisgovernment.Whentheexporterisreadygoodsmustbeinspectedby
SGSteam ornayotherauthorizedgovernmentagentsinFEAL,theSGSteam filesacleanreport
offinding(C.R.F)

 Goodscannotbeacceptedbythegovernmentauthorityifthecleanreportoffindingisreceived
bythecentralbankbeforetheconsignmentisdelivered.Ifallthedocumentsarecompletethe
transportingfirm.Ifthemeanstouseisaship,thendeliverymaybeatthedockgate,theWharf
ordirectlytotheship.Oncegoodsareattheshiptheshippingcompanyissuesafreightnote.
Thenotesgivedetailsofshippingcharges.Thecaptainpreparesabilloflading adocument
thatcontainspreparesabilloflading,adocumentthatcontainsacontractbetweenthe
shippingcharges.Thecaptainacontractbetweentheshippingcompanyandtheconsignor.Itis
alsoadocumentoftitles,onlythepersonnamedinthebillofladingcanclaim thegoods.

Thebillofladingshowsthat;
 Goodshavebeenreceivedbytheshippingcompanyfortransportation.
 Acontractoragreementhasbeensignedforcarriagegoods.
 Legalownershiphasbeengiventothepersonnamedonthebill.

 Abillofladingisnegotiable,thepersonnamedinthebillofladingcantransfertheownershipto
anotherpersonnamedonthebill.

 Theexporterpreparesacommercialinvoice.(anaccountingdocumentwhichholdsimporter
liabletopayforthegoods)IFthecommercialinvoiceisverifiedbytheembassy,itthen
becomesaconsularinvoice.Itthenshowsthatbythepriceschargedarefairorcorrect.Itis
usedbythegovernmentauthoritytodeterminethecorrectamountofcustom dutytobe
changedifdutytobeisbasedontheirvalue.

 Theexporterhasalsotoobtainacertificateoforigin.Ithastobesignedbyanauthorized
personintheministryconcernedwithtradeintheexporter’scountry.

 Thefollowingaresomeofthedocumentsanexporterhastosendtotheimporter.
 Packinglist
 Commercialinvoice
 CopyofC.R.F.
 Copyofbilloflanding.
 Certificateoforigin

 Thedocumentsmaybesentdirectlytotheimporterorthroughhisbank.

RECEIVINGGOODSBYTHEIMPORTER.
 It’saconditionthatallgoodsimportedmustbeinsured.
 Tocollectgoodsattheport,theimporterrequirestheservicesofclearingandforwardingfirm.
 Onarrivalofhisdocumenthenotifieshisclearingandforwardingagents,givinghim the
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followingdocuments;
 Twocopiesofcommercialinvoice.
 Allpackinglists
 Acopyoftheproformainvoice.
 Certificateororigin
 CertificateofinsuranceandacopyoftheF.E.A.L.

 Theclearingandtheforwardingagentthenpreparesandimportentrydocumentwhichhasto
beapprovedbythecustom departmentbeforetheconsignmentisreleased.

 Onesallchargeshavebeenpaid,theport’sauthority issuesaportreleaseorderdocument.
Goodsarethenreleasedfrom theondutypaidorinbondbasis.

Paymentforimports.
 PaymentinadvanceisnotacceptedbytheKenyaGovernment.Inacaseofdocumentarycredit;

theimporterdrawsabillofexchangeonanexporterwhothenacceptsit.Theimporterpaysfor
thegoodsonmaturityofthebill.Inthiscasethetwopartiesmustbeknowntoeachother,for
securitypurpose.

 Incaseofletterofcredit;theimporteropensaletterofcreditintheexportersfavour,ata
reputedbankwillopenaletterofcreditonhisbehalf.

 Theissuingbankcommunicatestothecorrespondingbankthroughaletterofcredit.Thereare
revocableandirrevocablelettersofcredit.

 Onirrevocableandirrevocablelettersofcreditpaymentisguaranteed.
 Opencredit;Thisappliesincasewhereamotherco.isexportinggoodsissentwithoutstrings

attachedandpaymenttransactedlater.InKenyamostinternationalpaymentaredonethrough
the CentralBank ofKenya.Otherdocuments used in the internationaltrade;Letterof
hypothecation;sentbytheexportertohisbankabroadrequestingittosellhisgoodsonhis
behalf.Thebankallcostsincurredoutofsellsandsendstheexporterthedifference.

 Theexporterinsuresgoodsagainstrisksoflossordamagewhileintransit.Aninsurancepolicy
issenttotheimportertoenablehim claim compensationshouldbeincursanylossesor
damages.

Middlemenintheinternationaltrade:
 Importsmerchants;Importsgoodsinbulkintheirownnamesandarrangefordistribution.

Theyactasinternationalwholesalers.Exportmerchantsalsocollectgoodsfrom different
producersandselltooverseascustomers.

 Stockiestdistributors;Merchantsspecializeinstockinggoodsofaparticulartype.
 ManufacturersrepresentativeinmostcasestherepresentativesformssubsidiaryCo.’sin

foreigncountries.Theyinvolvemuchinsellingoftechnicalgoodswhichrequireaftersales
services.

 Marketingboards:(seeVol.1page20)Theboardsassistbusinesstocollectandmarket
certaincommoditiesandalsoimportcertainothersfordistributionlocally.

 Commissionagents:
a)Forwardingagents;dealswithclearingandforwardingandshipmentofgoods.
b)Brokers(soleindentagents)Theydonothandlegoodsbutassistinarrangingdealsbetween

buyersandseller.Theyearncommissionknownasbrokerage.
c)Factor:Theysellgoodsontheirownnames,andthenremitthereturnstotheprinciplewho

thenpaysacommissiononsalesmade.
d)Travellingagents:Appointedbythemanufacturertopromotetheirgoodsandcollectorders.



isabokemicah@gmail.com

Novels,UpdatedKASNEB,ICT,College,HighSchoolNotes&RevisionKits. 0714497530. 6

PROTECTIONISM ANDECONOMICINTERGRATION.

Reasonswhyacountrymayfinditnecessarytocontrolitsinternationaltrade:
 Toprotectinfantandkeyindustriesagainstforeigncompetitions.
 Toavoidentryofharmfulcommoditiesinthecountry.
 Toavoiddependencyinothercountries.
 Toeliminatedumpingofforeigngoods,whichmayjeopardizethelocalmarket.
 Tocreatetheemploymentopportunitiesthrougheconomicgrowth.
 Tocorrectthebalanceofpaymentdeficit.
 Todeterminethenecessaryandunnecessarygoodsandservices.
 Tofightagainstpossiblemonopolybysuperfirms.
 Toraiserevenuesforgovernmentprojectsinthecountry.

Theinternationaltraderestrictionsmaybe:
a)Naturalbarriers.
b)Commercialbarriers,resultofpoorinfrastructure.
c)Manmadebarriers,whichmeanspoliticaldifferences,tradepolicies,custom dutiesquotas

andexchangecontrols.

Freetradeandprotectionism.
 Infreetradeimportersandexportersdonotneedthegovernmentconsent.
 Freetrade;

- Promotesproduction.
- Expandtradeamongmemberscountries.
- Abolishesrefractiononmovementsofgoodsand factorsofproductioninmember’s

countries.
- Establishuniform custom policyinmemberscountries.
- Helpmemberscountriestoraisetheirstardandofliving.
- Helptoachievefullemploymentlevel.
- Helpstodevelopforagreatervarietyofgoodsandservices.
- Createseconomicofscale.
- Moresupplyinmember’scountry.Markethelptoreduceprices.

Negativeeffects;
- Itreducesefficiencyinproductionofdifferentcommodities.
- Countryinvolvedremainslessdevelopedsincemoreindustriesarenotestablishedand

harmfulcommoditiesmaybeimported.
- Themajordisadvantagesforprotectionism isthatitgiveswaytoinferiorgoodstoenterthe

marketandmaypavewaytomonopolies.

Commonmarketsandeconomicblocks.
P.T.A(PreferentialTradeArea)Themarkethas21memberscountries.

THEOBJECTIVESOFPTAARE;
- Toeliminatetariffs oncertainproductsandtoreduceoncertainothersinordertofacilitate

easytradeinmemberscountries.
- Toenablemembercountry’scitizenstointeractandexchangeideasthatcanbebeneficialto

all.
- Toreducetheproblem oflimitedmarket.
- Toenablememberscountrybargainingpowerintheworldmarket.Thatisinallmatters
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relevanttocommerceandmatualinterest.
- Itfacilitatesinfrastructureon interstatetransportand communication among members

countries.

Othersare:
- E.E.C.(EuropeanEconomicCommunity) Aimedatfacilitatingandpromotiontraderelations

betweenEuropeanmemberscountries.
- O.P.E.C.(OrganizationofOilExportingCountries.)Theorganizationcatersforinterestofthe

memberoilproducingnations.
- E.F.T.A(EuropeanFreeTradeArea)
- G.A.T.T.(GeneralAgreementonTradeandTariffs)Thisisaimedatreducingtariffsasanaim

ofincreasinginternationaltrade.OverthirtydevelopingnationsincludingKenyaaresignatories
totheagreement.ItsheadquartersisinGeneva.

- E.C.O.W.A.S.(EconomicCommunityofWestAfrica,Caribbeanandthepacific.Themajoraim
istonegotiateforbettertermswiththeindustrializednations,intrade.Thisisnecessarysince
thememberscountriesarebasicallyproducersofrawmaterials.

METHODSOFPROTECTIONISM.
1.Byimposing tariffs:thisare taxescharged on importsto make them expensive hence

discouragingconsumptioninthelocalmarket.
- Thetariffscanbeinform ofcustom duties(importduties)Thisisasourceofrevenuetothe

governmentalthoughitisusedtodiscourageimports.
- Aspecificdutyisleviedoncommoditiesaccordingtoquantitiespurchased.WhileAdvalorem

duty’sischargedongoodsaccordingtotheirvalue.
2.PreferentialDuties;Thisarediscriminatorydutiesmeanttofavourcountriesthatareaffiliated

tothecommonmarket.Likeimportsurchargedisimposedtemporarilytoreducethebalance
ofpaymentdeficit.

3.Interferencewithexchangerates(devaluation);-A countrymaylowerhercurrencyvalueto
makeherexportscheaper,thusincreasingthequantitiesofexport.Itisariskymovethoughin
acasewherecompetitionishigh.

- Theeffectsofthismovearethat;-importswillbecomemoreexpensive.Itisariskymove
thoughincasewherecompetitionishigh.

4.Quotasandtotalban;Quotasareaimedatcontrollingsupplytotheworldmarkettokeepprice
stable.

-Importersandexportersunderquotasareaimedsystem mustobtaina
licensefrom thegovernmentshowingthequalitiesallottedandthe
periodthelicenseisvalued.

- Totalbanhasamajordisadvantageinthatitencouragessmuggling.

SomefirmswhichregulateInternationalTrade.
a)TheI.M.F.(InternationalMonetaryFunds)

- Itwasestablishedin1944aimedatrestructuringinternationaltradeinternationaltrade
transactions.

- Tocasedebtpaymentamongmembercountries.
- Tosettletradeimbalancesandadvances.
- Toprovideshortterm loanstomembercountries.
- I.M.F.usesspecialdrawingrights(SDR)toassistmemberscountriestosettletheirdeficits,

andshorttermsloans.Itsdoneoutofthe memberspooledfunds.Eachmembercountryis
requiredtosubscribeadefineamountandisexpectedtomaintainthesum inorderto



isabokemicah@gmail.com

Novels,UpdatedKASNEB,ICT,College,HighSchoolNotes&RevisionKits. 0714497530. 8

qualifyforshortterm loansinneedbe.

b)WorldBank.(InternationalBankofreconstructionanddevelopment)I.B.R.D.allmembersof
worldbank(I.B.R.D)mustbemembersofI.M.F.
- Providefundsforcapitaldevelopment
- Giveloanstobepaidbackwithinaperiodof5to25years.
- Encouragefreetradeandinternationalcooperativethroughinvestment.

c)U.N.C.T.A.D.–United Nations Conference on Trade and Development.Itadvocates for
developingcountriesinternationaltradebenefits.e.g.Pricestability,reductionoftariffsetc.

AIDSTOTRADE.

1.TRANSPORT.

Transportasacommercialservice,whichinvolvemovementofgoodsandpersonsfrom oneplace
toanother.It’sthemostimportantcommercialactivityaimedatbridgingthegapbetweena
producerandaconsumer.

Importanceoftransport:
- ItpromotesAgriculturalactivities.
- Itreduceswastageofgoodsandservices.
- Itfacilitatesshortoperationcircles.
- Itfacilitatefastermovementofgoodsandservices.
- Itpromotesspecializationandmassproduction.

ELEMENTSOFTRANSPORT:
 Unitofcarriage:Refertotheorganorcontainerinwhichgoodsandpersonsaremovede.g.

lorry,carf.traine.t.c
 Theway:Thesemayberoad,sea,airetc.
 Methodofpropulsion:Typeofengineusedtomovethecarrier.
 Theterminals:Theloadingandoffloadingpointsmustberelevanttotherequirementsofa

terminal.

FEATURESOFANEFFICIENTTRANSPORTSYSTEM:
 Safetyforbothgoodsandpersonsontransitisnecessary.
 Agoodsystem shouldbeflexibleenoughtofullyservetheneedsofuser.
 Thecosttobeincurredshouldbefairandaffordable,toreduceeffectsonprizesofgoods.
 Punctuality:Ameansthatrunsontimescheduleismorereliableforabusinessmanwhois

alsooperatingonschedule.

FACTORSTOCONSIDERBEFOREMAKINGACHOICEOFTHEMEANSTOADOPT.
 Natureofgoodstobetransported.
 Thecosttobeincurred.
 Theterminalsandtheloadingandoffloadingfacilitiesfacilities.
 Valueoftheconsignmentandsecurityrequirement.
 Urgencyofthegoods.
 Distancetobecovered.
 Reliabilityofthemeans.
 Quantitiesofthegoodstobetransported.
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 Availabilityofthemeans.

ROADTRANSPORT.

Commercialtransportiscarriedoutmainlybypubliccarriers;whichincludecommon,privateand
contractcarriers;Commoncarriersarethosethatarerunbyprivatefirms.Theycanbehiredto
transportgoodsfrom oneplacetoanotheroncontract.Acommoncarriermayrefusetotransport
goodsif.

1.Thereisnoroom inthevehicle.
2.Goodsarenotproperlypacked.
3.Thegoodsdonotfallwithinthecarriersservices.
4.Goodstobetransportedaredangerousorexplosive.

MATATUS:
Advantages:
 Littlecapitalinvestedcomparedtootherpassengervehicles.
 Theyareflexibleinthattheycanactrequesttodelivergoodsorpassengersattheirpremises.
 Theysupplementothermeansoftransport.
 Theyareaccessibleastheyarecurrentlythemostreliableandmostavailablemeans.

Disadvantages:
 Carelessdrivingandparkinghabitscausetrafficcongestion.
 Theyarepronetoaccidents.
 Theyhavenofixedscheduleswhichcauseunecessarydelaystopassengers
 Theirfareisnotfixedandtendtobehigherwhenevertheirdemandgoesup.
 Theyouthsareanuisancetopassengersastheygrambleforpassenger.
 Attimestheychangerouteswithoutconsideringtheplightofpassengersandtherefore

inconveniencing.

Advantagesofroadtransport.
 Flexibleandcanserveuptoonespremises
 Fasterwithinashortdistance.
 Cheapandopentohaggling.
 Itsconvenientduetolackofafixedschudule.
 Lowconstructionandmaintenancecost.
 Overfeederanddistributionservicestoandfrom air,waterandrailterminals.
 Offerspecialdesignservices.

Disadvantagesofroadtransport.
 Notsuitableforgoodsoveralongdistance.
 Carryasmallvolumeofgoods.
 Possibledelaysduetotrafficjams.
 Opentohighwayrobberyandpilferage.
 Expensiveoveralongdistance.
 Pronetoroadaccidentsandcreateshighroadmaintenancecosts.

PIPELINE
 Pipelineservicesaremeantfortransportationofoilsandgassesefficientlyunderground.
 Theyaresafefrom accidentandaremorereliable.
 Theyaccordtherequiredspeedandurgency.
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 Theyaresafefrom accidentsandaremorereliable.
 Theyaccordtherequiredspeedandurgency.
 Theyarecheapinthelongrun.
 Maintenanceandoperationarelow.
 It’sasourceofrevenuetothegovernment.
 It’ssafesincepilferageisminimized.
 Incaseofleakagethedamageisquicklydetectedthroughcomputerizedflowdetection.
 Itseconomicalintermsoflabour.
 Pipelinescanbeinstalledwhereroadscan’tbe.
 A largevolumeistransportedwithinashortperiod.
 Itassistineasingtrafficcongestioninform ofoiltankerswhichhaveprovedtobedestructive

toroads.

Disadvantagesofpipeline.
 Heavycostsareincurredduringconstructionandinstallationofpipesandmachines.
 Leakage’scanresultintoheavylosses.
 Pipelineissusceptibletosabotage.
 Onlyasmallrangeofproductscanbetransportedthroughpipeline.
 Thedirectionofmovementcannotbereversed.
 Itdoesnotgenerateemploymentopportunities.
InKenyapipelineservicesarecontrolledbytheKenyaPipelineServicesarecontrolledbythe
KenyaPipelineCompanyestablishedin1973althoughitsrealoperationsstartedin1978.Itserves
betweenNairobiandMombassa.ExtensionsareontoextendtheservicestoWesternKenyaand
intoUganda.

RAILTRASPORT.
TherailwaytransportinKenyaarecontrolledbytheKenyarailwayCorporation.Itsunderthestate
duetohighcostsofinstallationandmaintenance.Ithasahighcarryingcapacityandwagonsare
designedtosuitvarietyofgoods.TheKenyaRailwayscalculatetheirfreightofchargesaccording
todistancetobecovered,weightofgoods,classandtypeofthegoods,andnatureanddegreeof
riskinvolvedincarryingthegoods.
 Rail–Tainer:Isthetransportationofcontainerizedcargo.Adailyrailtainerserviceareoffered

betweenMombassaandNairobi.Itcarriesgoodsofhighvalueandquality;Containerdeports
inMombassa,NairobiandKisumuareopentoserveasterminals.

AdvantagesofRailTransport.
 Quiteeconomicaloverlongdistanceforgoodstransportation..
 Thecostoftransportinggoodsdoesnotincreasewithproportiontotheload,carriedbyadding

thenumberofwagons.
 Canhandlecontainertrafficthroughrail-tainerservices.
 Railfirmsarenotprofitorientedbutdoprovideessentialservices.
 Trainsfollowaregularschedulewhichhelpsbusinessplanthemovementoftheirgoods.
 Railwaystationsprovidewarehousingservicesongoodsawaitingdispatchorcollection.
 Accidentsareminimal.
 Itsnotaffectedbytrafficjams.
 Itssuitableforbulkycommodities.
 Therailwaycorporationiswillinglayrailtrackuptothedoorofanindustrialcomplexifthe

volumeofthegoodsjustifytheinitialoutlaycost.
 Railwaystationshavefacilitiesforhandlingmakingloadingandoffloadingeasy.
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Disadvantages:
 Railsarenotwidelydistributedhencereducingflexibility.
 Railshavetobearheavyoverloadsexpensesandrunningcostsirrespectiveoftheamountof

trafficcarried.
 It’saslowform oftransportcomparedtoroadandair.
 Veryuneconomicaloverashortdistance.
 Itoperatesasanot-profitmakingorganization,andthereforecausingseverefinancialshortfalls.
 Itservesonlytownswithrailwaystations.
 Delaysandpilferagearecommon.
 Delaysandpilferagearecommoninconveniencebusinessmen.

AIRTRANSPORT.
InKenyaairtransportisofferedbyKenyaAirways,Aircharterfirmsandforeignairtransport
company.
 Airtransportisindependentoffphysicalbarriers.
 It’srelativelyflexible.Landingproblemscanbesolvedbyfittingskidorfloatstoenablethem

landoniceorwaterrespectively.
 Itsmostefficientforpassengerstravellingonalongdistance.
 Itssufficientfortransportperishableandurgentlyneededgoods
 It’sfastandconvenient.
 Inairtransportthereislittlehandlingofcargo,reducingpossibilitiesofdamageandpilferage.
 Adequatesecurityisprovidedtogoodsonboard.
 Itssuitedfordelicateandfragilegoods.
 Thecostofdocumentation,insuranceandpackingisquitelow,accidentratesarealsolow.
 Itsregularandreliablesinceitkeepstime.

a)Theyarehermeticallysealedandhavetheirownsupplyofoxygen.
 Ithasexcellentconnectingsystem betweenairlinesmakingitseasyfortravelerstomoveall

overtheworldwithconvenience.
 Goodsaredispatchedsofastthatthereisalwaysspaceintheirwarehouse.

Disadvantages;
 Itsexpensiveandthereforesuitableforgoodsofhighvalueandlight.
 Theyhavealimitedcarryingcapacityandthereforenotsuitableforbulkycommodities.
 Itssensibleinthatasmallfaulorbadweathercandisruptfights.
 Constructionandmaintenancecostofairportsishigh.
 Airtransportrequirestrainedpersonnel.

WATERTRANSPORT.
 Waterasthewayandvesselsascarriers.
 Kenya’smainharbour(seaport)isKilindiniinMombassaontheIndianOcean.Smalleronesare;

Lamu,Malindi,Kilifiandshimoni.Seatransportiscarriedoutbytwotypesofships.

A)liners:
 Maybepassengerorcargoliners.
 Theyfollowaregulartimetable
 Theyfollowaregularrouteeveniftheydonothaveenoughcargo.
 Theyareownedbyestablishedshippingcampanies.
 Ownerfrom linerConferencestosafeguardtheirinterest.
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B)Tramps:
 Donotfollowregularroutesortimetables(operatelikematatues)
 Theychargelowerratescomparedtolinersbutinmostcasestheirchargesdependontheir

demand.

Othervesselforspecialtasks;
 Charterparties-shipsthatareonhire.
 Dredges,diganddeepencoastalwaters.
 Tugshelptomaneuverotherships.
 Lightereitherassistinloading,orunloadinginhallowwater.
 Coasterslinkportsonthecoastalreqeions.Thatistodelivergoodsorpassengersonshort

distancesalongthecoastregion.

Advantagesofwatertransport.
 Cheapestforbulkyandlowqualitygoods.
 Fragilegoodslikeglasscanbetransportedwithmaximum safety.
 Wheretheportsofdispatchareinthewaterthecostofdeliveryandcollectioniscovered.
 Minimaltimeiswastedintrafficcontrol.
 Agreatmajorityofcountriesareboardedbythesea.
 Specialshipsmaybeconstructedtoservespecialpurposese.goiltankersforcrudeoil.
 Theseabeingagiftofnaturethewayisfree.

Disadvantages.
 Itssoslowandthereforeunsuitableforperishablegoodsorthosethatareurgentlyrequired.
 Cannotservelandlockedcountries.
 Provisionoffacilitiesattheportisveryexpensive.
 Intheeventofaccidentthelossisrelativelyhigh.
 Portcongestionresultsintodelayofgoodsandattimesdistortingtheyqualityandflavour.

Laketransport.
 InEastAfricathemostimportantislakeVictoria,awaterwaylinkingKenya,Ugandaand

Tanzania,withportsatKisumuinKenyaJinjaandEntebeinUgandaandMwanzainTanzania.
 LakeTanganyikaprovidestrafficfacilitiesbetweenTanzaniaandZambia.

KenyaPortsAuthority.(K.P.A)
TheKenyaportAuthorityrunsallpotservicesonbehalfofthestate.ThecorporationsMain
Functionsare;-
 ToprovidefortherequiredfacilitiesattheportsinKenya.
 Totakeprecautionstoensuresafetyoftheshipsandcargowhileinport.
 Tomakeappropriateprogramsfortheoutflowandtheinflowofseatrafficinordertoavoid

congestionandaccidentsintheport.
 Toprovideforwarehousingfacilities,repairandservicingofshipsandtheprovisionofdry

docks.
 Supervisingandmaintainingotherports(smallports)
 Toprovidenavigationservicestoincomingships,andoutgoingonKenyawatersandports.

ProblemsFacingtheTransportIndustriesinKenya.
 Lackofenoughresourcestocaterforthetransportsector.
 Problem ofconstructiononirregularlandscape.
 Unsuitablefuelpricesthatrenderthesectorratherexpensive.
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 Thesectorisheavilyaffectedbyweatherchanges.
 Inadequacyofknowledgeandskillstomodernizeandexpandthesector.
 Expensesinvolvedintherunningofthesectoraretoohigh.
 Itspronetoaccidentscausingdeathstohumanlifeandlossofproperty.

IIWAREHOUSING.

Warehousingisthepricesofreceivingstoringandreleaseofgoodswhenneedarises.
Importanceofwarehousing:
 Provideprotectedforgoodsfrom weatherconditions.
 Goodsareprotectionandsecuredfrom theftandpilferage.
 Facilitiescontinuossupplyofgoodsintothemarket.
 Allowsproducersspaceforfurtherproduction.
 Assistinmaintainingstockforseasonalproduce.
 Keepfactorsofproductioninfullemployment.
 Allowthegovernmenttocollectthedutiesandcheckondangerousimports.
 Helpstostabilizepricesofcommoditiesbyfacilitatingcontinuossupply.
 Bridgesthegapbetweenproducersandconsumers.

Essential(Features)ofwarehouse.
 Shouldbelocatedataterminal.
 Shouldbelinkedtogoodcommunicationnetwork.
 Shouldbewillventilated.
 Shouldbesafeandfreefrom rodentsanddestructiveinsects.
 Shouldhavebothloadingandoffloadingfacilities.
 Shouldhavequalifiedpersonneltorunit.
 Ifit’smeantforrawmaterial,itshouldbelocatednearthefactory.
 Itshouldhaveanadministrationandgoodsdepartment.

TypesofWarehouses;
a)PrivateWarehouses.
 Ownedbybusinessmenforthepurposeofstoringanddistributingtheirproducts.Theyinclude

wholesalers,supermarketandproducerswarehouses.
 Theyfacilitateimmediateavailabilityofgoodstomeettheconsumer’srequirement.
 Highlyqualified(specialized)facilitiesareavailedtoaccommodatethetechnicalrequirements

ofmarketingaparticularcommodity.

b)Publicwarehouses.
 Provideservicesonrentalbasistothegeneralpublic.
 Usedbybusinessmendonothaveprivatewarehousesandrequiressupplementarystorage

facilities.
Apartfrom storage,warehousesalsoofferthefollowingservices:
 Placingorderwithsuppliers.
 Inspectingincominggoods.
 Processingpaymentforgoodsbought.
 Gradingorcodinggoods.
 Keepingpettycashfunds.
 Providingfacilitiesrequiredforproperstorage.
 Providingtheequipmentrequiredformovementofgoodslikeforklifttrackorforweighing

goodsandmeasuring.
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 Providestafftocareforgoods.
 Keepcompleterecordofallmovementofgoodsinandoutofthewarehouseinform ofbincard

orotherstoresdocument.
 Carryingoutperiodicstocktakingexercisetoensuresafetyofgoods.
 Releasinggoodstouserwhenrequired.
 Preparegoodsforreleasebysuitablepackaginginappropriatecontainers.
 Inspectinggoodsbeforereleasetoensurethatgoodsthatarenotneededbytheusersaresent

out.
 Carryingoutnecessarydocumentationbeforerelease.
 Arrangingfortransportwhereitisrequired.
 Keepingrecordsofoutgoinggoodsandnotifyingtheaccountsandotherrelateddepartments

sothatbuyersmaybeappropriatelyinvoiced.
 Attendingtoanycomplainsfrom usersofthegoods.
 Apublicwarehouseislocatedneartheseaport,airportorrailwaystation.Importgoodsmaybe

storedinapublicwarehouseonarrivalandsoldwhilestillthere.
 Thenewownerassumesownershipwithoutanyphysicalmovementofthegoods.
 Forthepurposeofexchangetheownersignsawarehousewarrantaskingthewarehousingto

keepthegoodsatthedisposalofthenewowner.

BondedWarehouse.
 Usedtokeepimportedgoodsuntildutyagainstthem ispaid.
 Theownersofsuchwarehouseshavesubmittedabondguaranteetothecustomer.
 Departmenttoensurethatgoodswillnotbereleasedbeforethedutiesarepaid.
 Goodsareheldinabondedwarehousewheretheyarepaidtobeinbondorunderbond.
 Incertaincasesgoodsarere-exportedoutofabondedwarehouseinwhichcasenodutyneed

bepaid.
 Insomebondedwarehousewithrelevantfacilitiesrawmaterialsimportedmaybeturnedinto

finishedgoodsandre-exported.
 Bondedwarehousegenerallyhasresidentcustom officerswhomonitorandcontrolthe

movementofgoodsintoandout6ofthewarehouse.
 Goodsmaybeheldforaperiodofoneyear,whichthewarehousemanagementmaytakelegal

actionagainstownerswhosegoodsremainuncollectedafterthatperiod.
 Freewarehousemaybeasectionofabondedwarehousewheregoodswhosedutyhasbeen

paidaretransferredtoawaitingcollection.

Placessuitableforlocationofawarehouse.
 Ataport,airportorarailwayterminal.
 Atmanufacturer’spremises.
 Atthedistributorsorwholesalersplace.
 Attheretailer’splace.

III. SALESPROMOTION.

 Sellingisthecreationanddevelopmentofdemandforanarticleandthesatisfactionofthat
demandfrom whichboththesellerandthebuyerbenefits.

 Salespromotionisthecreationofdemandforgoodsandservicesthroughschemetoincrease
sales.Salespromotioninvolves:

1.Advertising;-toinform consumersoftheavailableproductsandto
encouragefrequentuseofaproduct.

a.Advertisementmaybedirectorindirect.Directmeantforagivenclassofpeoplewhileindirect
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maybegeneral.
b.Itmanybeinformative,competitiveorpersuasive.
 Competitiveaimsatknockoutmarketothercompetitorsproducingsimilarcommodities.
 Persuasiveclaimsdifferenceandsuperiorityoversimilarproductsofotherproducers.
 Beitcompetitiveorpersuasivetheinformationrelayedmaynotbetrueoftheproductsince

theirmainobjectiveistoensurebigsells.

AdvertisingMedia:-Meansusedtorelaythemessage)
 Thepress:includeNewspapersandmagazines,radio,televisioncinemae.t.c.
 Audiovisuals,outdoorpublicity,windowdisplay,tradefairsandexhibitions.
 Appealofsellingpoints
 Useofslogans.

Advantagesofadvertising;
Toconsumers.
 Educatesthepublicbyinformingthem whatisavailableforpurchase.
 Enabletheconsumerstoknowwheretofindtheirwants.
 Itinformstheconsumerstoknowwheretofindtheirwants.
 Itinformstheconsumersofprice,quality,sizeandotherfeaturesoftheirproducts.
 Itgivesandopportunityforonetocomparepricesandtheirfeatureinmakingachoiceforcing

theproducerstoimprovetheirproducts.

Toproducers:
 Enablesproducertoreachpeoplewhomaynotbeaccessibletosalesman.
 Creatingawarenessofthecommoditytopotentialbuyers.
 Increasesalesofanalreadyexistingproduct.
 Itmayencourageamorefrequentuseofhisproducts.
 Helpinmaintainingorbuildingacompany’sreputation.
 Actsasaremindertocustomersabouthisproductsandpromotessaleswhereconsumption

maybedeclining.

Toothers:
 Createsmorejobstoadvertisingagencies.
 Revenuetotheagenciesandthegovernment.

Disadvantages.
 Theymaylureoneintounnecessarybuyingorconsumptionofinferiorgoods.
 Someadvertisersendupwithhighcostandfailtoachievetheobjectiveofhighsales.
 Maybemisleadingordesertfullsincesomeshortfallsoftheproductareignorable.

Choiceofthemedium.
 Thesocialclasswhichthemedium appealsto.
 Theagegrouptargetfortheadvertisement.
 Thegeographicalareatobecovered.
 Thenumberofpeopletobereached.
 Thecostofthemedium.
 Theeconomicgrouptowhichthemedium appeals.
 Audiovisualimpact.

Personalselling-Applicationofpersonaltouch.
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 Usedtomakecustomersfeelwanted.
 Apartfrom sellingintheshopssometimessalesmenaredeployedinthefieldtocarryout

personalselling.

Qualitiesofasalesman.
 Musthavefullknowledge.
 Musthavetheabilitytoassessthecustomer.
 Heshouldbeneat,attentiveandbecourteoustocustomers
 Shouldhaveattractivepersonalityandbepolite.
 Shouldbefamiliarwithsocialandculturalsensitivityofhiscustomers.
 Shouldbefamiliarwiththetasteofhiscustomer,asthiscanlurethem intobuyingmore.
 Asellerhasachancetodemonstratepracticallyhowsomeitemsareusedorhowtheywork.
 Abuyerisgivenchancetoaskquestionsorifpossibletestthecantaloupe.
 Detailslikedifferenceinbranding,oraftersalesservicescanbediscussedthoroughly.
 Itcatersforbothliterateandilliterate.

Methodsofpersonalselling.
 Thesellerneedstoattracttheprospectivecustomer’sattention.
 Heshouldbeabletoholdtheprospectivebuyer’sattentionandarousehisdesire.Thatmaybe

done‘canned’salestalki.e.agivenpresidgeralsetspeech.
 Assumingthattheprospectivebuyerisconvincethesellershouldtrytofindoutthecustomers

interestandchoiceandanyotherservicehe/shemaybeinterestedin.

MeritsofPersonalselling.
 Itsflexibleinthatsellercanadjusttotheneedsofcustomers.
 Therearehighchancesofthesellertoachievehisobjectives.
 Thisbecomeseasysinceacompanyidentifiesamarkettargetbeforesendingouttheagents.
 Inpersonalsellingthereisimmediatefeedback.
 Theagentifkeenmaygathersomevaluableoutofdutyinformation,whichmaybevery

importanttothetrader.

Demerits.
 Moretimeiswastedinhaggling.
 Someagentsarenothonest/sincere.
 Thecostofdevelopingandoperatingasalesforceishigh.
 Personalsellingcanbeappliedtolimitedareasonly.
 It’salwayslimitedbycompanyinabilitytogetpeopleoftherequiredcalibertooffertheservice.

Aftersalesservices.
 Aftersalesservicesmayinclude.
A)freeofchargerepairforaspecificperiod.
B)Servicingoftheequipmentatregularintervalsfreeorataveryreasonablerate.
C)Providetechnicaladviceregardingtheuseoftheequipmentifthecustomerhassome

problemsinhandling.
D)Toensureavailabilityofspares.
E) Toprovidetransportifrequired.

Advantagesofaftersalesservices.
 Encouragecustomerstobuymoregoodsfrom theirsuppliers.
 Enablespeoplewithoutmuchtechnicalknowhowtoownandoperatefairlysophisticated
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equipmentandmachinery.
 Offerofguaranteesareanindirectsaving(cutcost)andsafeinvestment.
 Aftersalesservicesearnsthemediagoodsreputation.
 Italsocreatespersonalrelationswithcustomers.

Limitationsaftersalesservices.
 Itsprovidedforveryexpensiveitemsonly.
 Itstimewastingifthedistancecoveredisbig.
 Itincreasestheoverheadsoffasellingcompany.
 Customerarechargedahigherpriceonthebasisofaftersalesservices.
 Customerstendtobetiedtoonetrader.
 Itsquiteexpensivesincethetraderconcernedhastoemployskilledmanpowerfor

maintenance.Createsgreaterproblemsduetocarelessnesswithintheguaranteedperiod.
 Serviceschargescanbeunrelatedtotheactualworkdoneposinghighcoststoacustomer.

Advertisingagencies.
Theadvertisingagenciesoffersthefollowingservices.
 Sellingtechniquesandpromotionpolicies.
 Offerexpertadviceonmedium ofadvertisingtobeused.
 Theyarearrangingforpublicationorbroadcastoftheadvertisementatveryshortnoticeand

competitiveprices.
 Haveartsectionsthatdesigntheadvertisingmaterial.
 Theydesignandmakecinemaandtelevisionslides.Largefirmsundertaketoprepareshort

filmsandarrangeforprintingofposters,leaflets,e.t.candhandleallarrangementsfor
promotion.

 Theydesignandarrangeforinstallationofneonsignsandsignboards.
 Theyservespace,andtimeinvariousmediaservicesforadvertisementonbehalfoftheir

clients.

Othermethodsofpromotingsales.
 Publicitythroughsponsored.
 Tradefairsandexhibitions.
 Creditfacilities.
 Displays
 Directmailswheresamplesaresenttoprospectivebuyers.
 Specialtyadvertising;usedtore-enforcethepast,presentandfutureadvertisement.Inthese

casesslogansareprintedoncalendarspencils,paperbags,matchboxes,shoppingbags,
ashtraysandkeyholders.

 Freegifts;giventoinducecustomerstobuythecommodityinlargequantities.
 Luringthecustomerstopurchaseandtryanewproducttoinfluencecustomerstoremainloyal

tospecificproducts.
 Discountsandallowances.
 Lossleader(psychologicalselling)thisrefereetoasituationwhereagivencommodityon

displaymaysowareducedpricetolureacustomerintotheshop.
 Branding.Creatingattractivesimples(logosorJingos)
 Tradesamplessentfreetoprospectivecustomers.
 Coupons;entitlingonetobuythesaidgoodsatlessthatquotedprices.

MarketResearch.
Marketresearchinvolvescollectionofdataorinformationandcompilinganalysisandfinally
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interpretingthefindings.Itscarriedouttodetermineconsumersdemandforagivengoods.

ObjectivesofMarketResearch;
 Tofindoutifthereismarketforthenewproduct.
 Toestablishedtheextentofthemarket.
 Tocreateamarketfortheproduct.
 Toestablishthesuitablemethodofdistributionaspossiblechannel.
 Toestablishthemostattractiveform ofpresentingtheproduct.
 Toestablishthedegreeofcompetitionfrom similargoodsandtostudythesellingtechniques

ofrivalprocedures.
 Togaugethemostsuitable,effective,cheapandconvenientmethodofpromotingtheproduct.
 Todeterminethebestprice.
 Tofindouttheabnormalitiesandpeculiaritiesofdemandasaffectedbysocial,religiousand

economicfactorsandhowtoovercomethem and/oroperatewithinthem.

Marketresearchcanbecarriedoutthrough.
 Fieldinvestigation
 Statisticaldatacollection
 Testmarketing
 Feedbackfrom distributors.

Limitationsofmarketresearch.
 Selectedpopulationsamplemaybetoosmalltogivethetruepictureofrequired.
 Informationcollecteddependonreliabilityofthesource
 Statisticsarebasedonquantitativemethodinarrivingatasolution.

IV. INSURANCE.
 Insuranceisonactivityinwhichagroupofpeople,whoareallsubjecttocertainrisks,

contributeaspecialamount(basedonanticipatedoccurrence)towardsacommonpoolout
ofwhichcompensationcanbepaidtoamemberofthegroupwhosufferalossfrom the
riskcovered.Thepurposeofinsuranceistoprovidecompensationforanylossresulting
from theriskcovered.

 Aconcernedbusinessmancansafelyavoidthebitterconsequencesofanunfortunateevent
bygettinghimselfandhispropertyadequatelycovered.

 Thosewhosufferalossarepaidcompensationoutofthepoolthusthelossisspreadover
anumberofpeopleeachbearingonlyasmallproportionofthetotalloss.

 Forthepurposeofefficiency,theinsurancefirmsshouldbeabletoascertain:
a)Thesum thatwillberequiredtocompensatethesufferers.
b)Thenumberofpeoplelikelytoapplyfortheinsurance
c)Whatkindofmoneyshouldbecontributedbyeachpersontakingoutinsurance.

Importanceofinsurance.
 Sinceitprovidessecurity,itencouragesbusinessmentoventureintoriskyprojects

associatedwithgoodreturns.
 Thepooloffundsfrom theinsuredisinvestedtoassistinthedevelopmentofcommerce

andindustry.
 Taxcollectedfrom insurancehelpthegovernmenttooffsetforeigndebts,henceimprove

thebalanceofpayment
 Compensationoflossesensuresbusinesscontinuity.
 Insurancecreatesbothdirectandindirectjobopportunities.
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Principlesofinsurances.
Insurancefirmsoperatesonfiveprinciples.

a)Indemnity:-Thisistheprinciplethataimsatrestoringtheinsuredbacktohisoriginal
financialpositionthroughcompensationie.Hispositionasatthetimeheincurredtheloss.
Thereforeinsuranceonlyindemnifiestheinsured.

b)Insurableinterest:-Onehastoinsureanitem thatifdestroyedwouldresultintoafinancial
loss.Thereforewhatisinsuredistheinterestonehasintheproperty.

c)Utmostgoodfaith(UberrimaFidei):-Theprinciplerequiresthatallpartiestothecontract
mustdealhonestlyandopenlywitheachother.Ifthepersontakinginsurancecontributein
thelossthroughcarelessnessormalice,hidinginformationetchestandstoloss
compensation.

d)Doctrineofapproximatecause:-thecauseofthelossandtheriskinsuredmustbeclosely
related.

e)Subrogation:-Ifthelossiscompensatedtheinsurerassumesownershipoftheremains.
Thatistoensurethatinsureddoesnotgainoutoftheremains.

Thedifferencebetweeninsuranceandgambling.

INSURANCE GAMBLING

- Insuranceisaimedatan
unfortunatepersonwhohas
sufferedaloss.Itassista
persontorestorehisfinancial
position.Theinsureddoesnot
gainanything.

- Ininsurancetheeventcovered
mayneverhappen.

- Onemusthaveinsurableinterest
inthepropertyinsured.

- Insuranceisagreathelpto
businessmenandindividuals.

- Insuranceislegal
- Nogainsandlossesinsteadone

getsprotection
- Thereisdocumentationanda

signedcontract.

- Ingamblingthemoneygainedis
outofawinwhichimprovesthe
winnersfinancialposition.The
winnergainseverysenthewins.

- Ingamblingtheeventspeculated
musthappentodecidethewinner.

- Thereisnosuchconditionto
gamblers

- Gamblingisagreatcursetothe
society.

- Gamblingisillegal
- Whenapersonlaysabetheeither

lossesorgains
- Thereisnosuchconditionasto

bindthepartiesinvolvedin
gambling.

Classesofinsurance.
a)Lifeinsurance/Assurance.
 Offeredbylifedepartment.
 Apersoncaninsurealifeinwhichhehasaninsurableinterest
 Wholelifepolicyrequirespaymentofpremiumsthroughoutthelifeoftheinsuredorfora

specifiedperiod.
 Thesum insuredisonlypaidafterthedeathoftheinsured
 Theaim inthispolicyistoprovidefinancialassistancetothebeneficiariesifthebread

earnerisdead.Itactsasaform ofsavings.
 Itqualifiestheinsuredtoinsurancefirm loans.
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b)Endowmentpolicy.
 Requirespaymentofpremiumsforaspecifiedperiod.
 Sum insuredispaidattheendoftheperiodofcontractoriftheholderdies.
 Theyarebasicallysavingsandmorebeneficialtoindividualsthanbusinessmen.
Othertypesoflifepolicies.
 Annuities:Inthiscasetheinsuredpaysalumpsum amountorperiodicpaymentstothe

insurancecompany.Onreceivingthetotalsum assured,theinsurerundertaketopaya
fixedregularamountsduringthelifetimeoftheannuitant.

 Pensionschemes:Thesearearrangedbyemployersonbehalfoftheemployees.Thesum
ispaidtotheemployeebytheinsurancefirm ifheisretiringorleavingemployment.If
theemployeediesbeforeretiringthesum assuredispaidtohisbeneficiaries.

 Suplimentarypolicies.
 Familyincomepolicy:-Meanttoprovideincometothefamilyofthebreadwinnerincaseof

death.
 Grouplifepolicy:-takenbyemployeestocoveremployeesunderhim.
 Educationpolicy:Forchild’sfutureeducationcosts.Ifachilddiesbeforebenefitingfrom

thefundsthenthesum ispaidtotheparentsofthechild.
 Generalinsurance:-Undergeneraldepartment.Covereventsthatmayormaynotoccur.
 Accidentdepartment:Includesmotorvehicleinsurance.
 Thirdparty:Coverdamagescausedtootherpartiesotherthanthevehicleitself.
 Comprehensivepolicy:providecomprehensiveforboththevehicleandthethirdparty.
 Propertiesinsurance:Isapolicythatistakentocoverhouseholdgoodsagainstvendalism.
 Fireinsurance:-Coversdamagescausedbyfiretoproperty.Inacasewherefirehas

damagedorinteractedtradeactivities,aconsequentiallosspolicycoversthelossof
profits.Thereforeconsequentiallossisbasedonanticipatedprofits.

 Personalaccidentpolicy:Coversdeathorinjuryresultingfrom anaccident.Iftheinjuredis
hospitalizedheispaidanequivalentofhissalaryfortheentireperiodheisinhospital.

 Employeeliability–Workmanscompensation:Thisofferssecuritytoworkersinan
organization.Theterm ofcontractdependonthewagesofemployeesandtheamount
ofriskintheworkinvolved.

 Publicliability:Coversrisks/injuriessustainedbypeopleatthepremisesoftheinsured.
 Productsliability:Thiscomesoutofanarrangementbetweentheproducerandan

insurancefirm tocoverinjuriessustainedasaresultofconsumingcontaminatedfoods.
 Fidelityguarantee:Thisisapolicytakenbyemployerstocoverdishonestemployees.
 Mortgageguarantee:Thisisapolicycoverforfinancialinstitutionagainstthepurchasers

whomayfailtokeepuphismortgagerepayment.
 Burglaryandtheft:it’sapolicytakentocovertheholderagainstbreakagesintohis

premisesandtheftofgoodsintransitincludingcash,glassware,cropsandlivestock.
 Marinedepartment:Marineinsuranceprovidesacoverforshipsandgoodsintransit.
 Itcoverslossesoffire,storm,coalitionandsinking.
 Itcoversashipirrespectiveofitsvoyage
 Timepolicyandvoyagepolicyismeanttocoveracertainjourney.
 Specificpolicyismeanttocovercargoiftheconsignmentisinsuredunderitspolicy.
 Floatingpolicyisbasedonestimatedvalueoftheconsignment.

Marinelosses:
 Actualtotalloss:ifashipislostorcargoiscompletelydestroyed.
 Constructivetotalloss:Ifashiphastobeabandonedorgoodsseriouslydamaged.
 Averageloss:Iftheshipispartiallydestroyedorcargoispartiallydestroyed.
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 Particularaverageloss:theseariseoutofseaperils.Asituationmayariseinthecourseof
avoyagethatmayprompttheneedtoreducetheconsignmentontransittosavethe
shipfrom sinking.Theinsurancewillcompensatesuchalossifthegoodswereinsured
foritstotalloss.

 GeneralAverageConsignment:Theconditiontoverifythelossmustbeoutoflogic.The
aim incausingthelossmustbetosavecargo.

 Takingoutinsurance:
a)Fillinaproposalform disclosingallmaterialfactsonthepropertytobeinsured.
b)Onthereceiptoftheproposalform,theinsurercalculatesthepremiums.
c)Theinsuredpaysthepremiumsandisissuedwithacovernotewhichisvaluedfor30

dayswithinwhichapolicymustbeissued.
d)Beforeissuingthepolicytheinsurermaywanttoinspectthepropertybeforeaccepting

thepremiums.
e)Apolicyisthemaindocumentofinsuranceanditconstitutesthecontractbetweenthe

insurerandincludingwarranteesofthecontract.
f) Iftheeventinsuredhappenstheinsurercontractsthefirm andfillsinclaim forms.
g)Theinsurerarrangestoinspectthepropertyonreceiptofthesurveyreport.Ifsatisfied

theinsurerpayscompensation.

Differencesbetweenendowmentandwholelifepolicy:

Endowmentpolicy Wholelifepolicy

- Premiumsarepaidforafixed
periodoftime.

- Sum assuredpaidafterexpiry
ofthefixedperiod.

- Theinsuredcandecide
maturity.

- Actsasasavingforinsured
orhisdependant.

- Premiumspaidarehigher
thanthosepaidforwholelife
policy.

- Canbeusedascollateral
securityforaloan

- Beneficiariescanearnitasa
regularincome

- Thesurrendervalueishigher.

- Premiumsarepaidthroughoutthe
lifeoftheinsured.

- Sum assuredpaidafterthedeath
oftheinsured.

- Maturityisdeterminedbydeath
canonlybenefitthedependants.

- Premiumspaidarelower.

- Itsnotacceptedassecurityfora
loan

- Thecompensationispaidonce.

- Indemnity(surrendervalue)islow.

Co-operativeinsurance:
 Theseisaninsurancecompanywhichcatersformembersonly.
 Thepremium paidform anindividualsharecapital
 Allprofitsmadebythecompanylossclaimsandadministrativeexpensesaresharedas

dividendsattheendofafinancialyear.

Stateinsurancescheme:
 Theyaresetupbythegovernmente.gN.S.S.F.Itoperatesundertheministryoflabour.
 Allemployeesarerequiredtopay10%oftheirwages.
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 Theemployerisrequiredtocontributeasimilaramount.
 Thefundcatersforallthoseemployeeswhoarenotentitledtoanyotherpensionscheme.

Benefitsoftheschemes:
 Providesretirementbenefitsattheageoffifty.Lumpsum paymentwhenanemployee

withdrawsfrom theschemehavingattainedtheageoffifty.
 Offerspaymentbenefitstoacontributorwhobecomesincapacitated.
 Paybeneficiariesofthedeceasedalltheamountscontributed.

NationalHealthInsuranceFund(N.H.I.F)
 Operatesundertheministryofhealth
 Themonthlycontributedisonpro-ratabasis
 Theschememeetspartofmembershospitalbillforinpatientscases.

Co-insurance:
 Spreadingofriskamongseveralcompanies
 Thecompanywiththebiggestshareoftheriskknownastheleadercompany.
 Theleadercompanycarriesoutallthedocumentationonbehalfofco-insurers.
 Theleadercompanyalsoreceivesthepremiumsanddividesitaccordtothepercentage

coveredbyeachcompany.
 Ithandlesclaimsandcollectscompensationtopaytheinsured.

Re-insurance:
 Re-insurancefirmsareagainstorganizationscaressingotherinsurancefirms.
 InKenyatheserviceswereofferedbythethenKenyaRe-insurancecorporative.(itsno

longerinoperation)

InsuranceAgents:
 Thesearerepresentativesauthorizedbyinsurancefirmstoselltheirservices.
 Theyarepaidacommissionrangingbetween10to20%ofpremiumsreceived.

Terms:
 Over-insurance:Asituationwhereabusinessmanoverstatesthevalue.Intheeventofa

losshewillbepaidthesum assuredlessthantherealvalueofhisproperty.

Waysinwhichtheinsuranceindustrypromotesthegrowthofbusinessenterprises.
 Theinsuranceindustrymobilizingsavingswhichthebusinesscommunityborrowstostart

orexpandbusiness.Theygiveloanstopolicyholder.
 Theindustrycreatesconfidenceinthebusinesscommunityenablingthem totakerisks.

Thevariouspoliciesprovidedbytheindustrycanbeusedascollateralsecuritytoobtaina
bankloan.

 Theindustryprovidescompensationtothebusinesscommunityiftheriskcoveredoccurs.
Thatenablesthem tocontinuewithbusiness.

 Theyeducatethebusinesscommunityonthemostconvenientpoliciesthatsuitsthem.
 Theyactasunderwritersie.Buyunderwritersiebuyundersubscribedshares.

Calculationofunder-insurance;
 Givensum assuredas90,000andtheitemsrealvalueas120,000.Sum insuredasa

percentageoftherealvaluewillbe:
90,000/120,000 =9/12x100=75%
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 Ifthevalueoftheitem destroyed(valueofloss)is60,000.thecompensationwillbeworked
outas:

60,000x75/100=45,000/=

 Inthiscaseunder-insurancehascostthebusinessmana25%valueloss.Thatisan
equivalentof15,000.

Terms:
Assuranceistakenforeventsthatmustoccur.
Insuranceisforeventsthatmayormaynothappen
 Actuary:Aprofessionalwhoapplieshismathematicalknowledgeofprobabilitytothe

problemsoflifeinsurance.
 Adjusters:Assessorsofmarinelosses.
 Suspect:Apersonwhohasmadeuphismindtobeinsured
 Prospect:Apersonwhohasmadeuphismindtobeinsured.
 Average:Aterm usedtodescribethedistributionofotherrisksorlosses.
 Daysofgrace:Referstotheperiodfollowingexpiryofapolicy.Duringthisperiodthe

insurediscoveredforamaximum of14days.
 Anunderwriter:Thisisaninsuranceofficialwhoacceptsrisksonbehalfofhiscompany.
 Insurancebrokers:anappointedindividualwhotransactsinsurancebusinessonbehalfof

aninsurancecompany.

BANKING.

 Abankisaninstitutionwhichacceptsdeposits,safeguardsitandmakesitavailabletoitstrue
ownersifneedbe.Inadditionitadvancesloansandperformsotherbankingservices.

 Inshortabankbedefinedas,aninstitutionwhichborrowsmoneytolend.
 Therearetwomaintypesofabank,VizcommercialandCentralBank.
 Theservicesofacommercialbankareparticularlyimportanttobusinessmen.
 Theyareusuallyownedbyshareholdersandrunasajointstockcompany.
 Thecommercialbankscameintobeingassuccessorstogoldsmithswhointhepastwereused

tosafekeeppeoplewealthandwhointheprocessstartinglendingoutpeoplesmoneytoneedy
merchantswhopaidbankwithinterest.

Functionsofabank.
 Safekeepingmoneydepositedwiththem invariousaccountsandavailingittotheownerwhen

required.
 Provideexcellentmeansofpaymentinform ofacheque,credittransfer,standingordersand

bankdraft.
 Advanceloansthrough:overdrafttocurrentaccountholders.Discountbillofexchange,

promissorynoted.Offerdirectloansforcapitalandbusinessdevelopment.
 Actsasreferencetotheirclients
 Offeradviceontaxandgeneraltradematters
 Actsasagentsofthestockmarket.TheybuysharesanddebenturesofdifferentLtd

companiesonbehalfoftheirclients.
 Offeradviceontaxandgeneralltdcompaniesonbehalfoftheirclients.
 Theyoftenactascustodiansofvaluableitemsbyprovidingsafetylockerservicesforitem such

as,jewellery,Diamonds,landtitledeedsandcertificates.
 Theyassistininternationalmoneytransfer.Businessmeninvolvedininternationaltradepass
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theirtransactionsthroughcommercialbanks.
 Theyprovideforeignexchangeservicesandalsoissuetravelerschequesetc.
 Theyprovideinvestmentservicesinform ofadviceinrelationtopurchaseofsecurityinstock

market.
 Theyfacilitateinfinancingandcontrollingtherateandlevelofacountry’seconomy.
 Theygiveconfidentialfinancialreportsontheircustomers.

Advantagesofcommercialbanks.
 Developmentoftradeandindustrythroughprovisionofdevelopmentloans.
 Assistsincapitalaccumulationthroughcreditfacilities
 Promotesavinghabits.Theyinducesaverswithreasonableinterest.
 Promoterateofeconomygrowth.
 Theyfacilitateeasytransactionsbetweenpartieslocallyandoninternationalbasis.

Bankaccountservices.
 Therearethreetypesofaccountsacustomercanopen.Thesearecurrentaccount,savings

accountandfixedaccount.

Howtoopenandoperatebankaccounts.

Currentaccount.
 Itsbestforbusinessmenwhosefundsflowfrequentlyinandoutofthebank.

Toopentheaccount.
 Tworeferencelettersarerequired.Therefereesmustbeaccountholdersinthesamebank.It

itsanemployedpersonthenoneoftherefereesmustbehisemployer.
 Identificationdocumentsmustbeproduced.
 Ifitisapartnershiporajointstockcompanyaregistrationcertificate,partnershipdeedor

certificateofincorporationwillberequired.Evidenceofappointedsignatoriestotheaccount
willberequired.

 Ifthebankmanagementiscertifieditwillprovidetheapplicationform tobefilledbythe
applicant.Thesignatorycardwillbecompletedbytheapplicant.

 Theapplicantisthenallottedanaccountnumber,whichwillalwaysappearonallchequesigned
byhim.

 Afterdepositingtheinitialamount,theaccountholderthenapplyforachequebook.
 Todepositmoneytheaccountholderhastofillinapay-in-slipordepositslipinduplicate.The

originalisretainedbythebankandthecopyisgiventotheaccountholder.
 Forwithdrawalpurposes,theaccountholderhastodrawachequeforthepartytobepaidor

cashitasapersonalchequeacrossthecounter.

Featuresofacurrentaccount.
 Thereisnominimum balancerequiredtomaintainintheaccount.
 Theaccountholdercandepositorwithdrawallhismoneyatanytime.
 Theaccountearnsnointerest
 Chequesareissuedtoaccountholderisallowedanoverdraftonarrangementwiththebank

management.
 Theyarefreetouseotherbanksfacilitiesegcredittransfer,standingorderetc.
 Theaccountholderisofferedadvisoryservicesrelevanttobusinessmatters.

Advantagesofacurrentaccount.
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 It’safasterconvenientandcheapmeansofsettlingindebtednessbetweendebtorsand
creditorsbyuseofchequesandothermeans.

 Withdrawalisondemandandwithspecialarrangementsatanybankbranchattachedtothe
mainbank.

 Overdraftfacilitiescanbeeasilyarranged
 Theaccountholdercanreceiveregularpaymentsbydirectcreditfrom debtorsandclients.
 Acurrentaccountmakesiteasytoeffectregularpaymentsatstatedinintervals
 Openingacurrentaccountisasafewayofkeepingmoneywhileatthesametimemakingsure

thatitisreadilyavailablewheneverwanted.
 Bankstatementsareissuedregularlytoaccountholdersandthismakesiteasytotheholderto

updatehisbooksofaccount.

Disadvantages.
 Nointerestisearnedonthecreditbalanceintheaccountbutinsteadtheaccountholderpays

ledgerfeestothebank.
 Thecostofsomeservicesprovidedinthecurrentaccountsuchasclearingofcheque

depositedintheaccountandwithdrawalsmadeatotherbranchesisexpensive.
 Paymentbychequeisnotalwayspossibleascreditorsmaynottrustchequeastheymaybe

dishonoredcreatingunnecessaryinconveniences.

Cheques.
Meaninganduses.
 Achequeisanordertoabanktopayastatedamounttoaspecificpersonorbearer.
 Thepersonwhosignsachequeisthedrawerhisbankisdraweeandthepersontoreceive

paymentisthepayee.
 Achequeisnegotiable.Thepayeecantransferhislegalrighttoreceivepaymenttoanother

person.Thepayeesignsatthebackofthechequeandwritethenameoftheendorsee.

Typesofcheques.
 Opencheques: Thesemaybeinform ofcheque,bearerchequeorotherordercheque.They

arecashedacrossthecounter.
- Inanorderchequestopayeeisnamed.Ifthepersonpresentingthechequeisthesame

drawerthenthechequeisacashcheque.
- Theorderchequeissaferthantheothertwosinceitcanonlybecashedonstrict

identificationoftheholder.
 Crossedcheque:Crossingonachequearedrawntransverselyontheupperlefthandcornerofa

cheque.Acrossedchequecannotbecashedacrossthecounter.Itmustbedepositedina
bankaccountgivingtimetothebanktotracethedrawerorthepayee.
- Somecrossingmayhavesomewordsbetweenthelines.Whileothersarejustlineswithout

anywords.Theformerareknownasspecialcrossingswhilethelatteraregeneralcrossings.

- AandBareexamplesofgeneralcrossing.WhileCtoEarespecialcrossings.
- Wordsbetweenthecrossingsareconditionsattachedtocashingofthecheque.
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Advantagesofpayingbycheque.
 Itsconvenientandtimesaving.
 Itssafeifcrossedasitrenderedworthlesstoanybodyotherthantherightfulowner(payee)
 Itsanevidenceortransaction.

Dishonoringacheque.
Achequemaybedishonoredduetofollowingreasons.
 Ifthedrawerdonothavesufficientfundsintheaccount.
 Ifthedrawerisbankrupt.
 Ifthedrawerisdeadorinsane.
 Ifthechequehasfollowingerrors.

a)Amountinwordsdifferentforthatinfigures.
b)Ifthesignatureonthechequeisdifferentfrom thatonthespecimencardatthebank,orif

thereisnosignatureatall.
 Ifthechequeisstaleorpostdated.
 Ifthedrawerhasclosedhisaccount
 Ifthechequeisdefacesormutilated.

Savingsaccount.
 It’safacilityofferedbycommercialbanksandpostbankforsafekeepingofmoneymainlyby

smallsavers.Itencouragesdepositstobemadebutrestrictsthefrequencyofwithdrawal.
 Banksofferingtheseserviceshaveabetterchanceofinvestingfundsthatareintheir

customerssavingsaccountsandthereforeitpaysattractiveinterestonsuchsavings.

Toopensthesavingsaccount.
 Onehastocompletetheapplicationformsandpaytheinitialdepositwhichvariesfrom one

banktotheother.
 Hethenprovidesaspecimenofhissignaturetothebankandthenheisissuedwithapass

book.
 Thebookhastobepresentedtothebankwheneverhedepositsorwithdraws.
 Hisaccountbalanceisshowninthepassbookaftereachtransaction.
 Depositismadewithadepositslipandwithdrawalwithawithdrawalslip.
 Depositcanbemadeatanyofficialworkinghourswhilewithdrawalisrestrictedtoseven

workingdays.
 Alargesum ofmoneycanbewithdrawnonlyonnotice.Otherwisethedrawerischargedfor

anyshortnoticewithdrawalexceedingacertainamount.
 Theaccountholdermustalwayspresenthimselfatthebankwheneverawithdrawalistobe

made.
 Aminimum bookbalanceisrequiredtobemaintained.

Advantagesofsavingaccount.
 Interestsispaidonthedeposits.
 Nobookchargesareleviedontheaccount.
 It’saconvenientmethodofaccumulatingsmallsavings.
 Thebookbalancemaybeusedasasecuritytoacquirealoan.

Disadvantages.
 Thefrequencyofwithdrawalisrestricted,limitingtheaccountholdersontheuseoftheirmoney.
 Ifalargesum ofmoneyistobewithdrawn,thenoticehastobegiventhisdeniesthecustomer

immediateuseofhismoney.
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 Withdrawalisnotpermittedbellowacertainminimum balanceirrespectiveofthecustomers
pressingneeds.

 Theaccountholdermustpresenthimselfinpersonwheneverawithdrawalistobemade.
 Thereisnoprovisionforoverdraftfacilitiesinasavingsaccount.

Fixeddepositaccount.
 Infixeddepositaccountasum ofmoneyiskeptforaspecifiedperiod.
 Ahighinterestrateispaidontheaccount.Theinterestpaidvariestheamountandthecontract

period.
 Theaccountissuitableforpeoplewithmoneywithoutimmediateuse.
 Thesefacilitiesareofferedbybothcommercialbanksandotherfinancialinstitutions.
 Apersonintendingtorunafixeddepositaccountistoapproachabank.Completeandsign

form whichrequireddetailsandconditionsforkeepingthemoney.
 Theamounttobekeptispaidtothebankandareceiptisgiven.
 Thereceipthastobepresentedonwithdrawalofthefund.
 Withdrawalisnotalloweduntiltheaccountmatures.
 Iftheholderdemandshisfundsbeforetheendofthecontractperiodthenhehastonotifythe

bankissevendaysbeforewithdrawal.Hethereforeloosesthewouldbeinterestasafinefor
breachingthecontract.

 Fixeddepositaccountmaybeusedasasecuritytoobtainaloanandoverdraftfrom banksor
financialinstitutions.

Advantages.
 Itearnshighinterestratescomparedtoasavingsaccount.
 Nochargesforhandlingthedeposits
 Theaccountcanbemortgagedagainstcreditfacilitiesofferedbybanksandfinancial

institutions.

Disadvantages.
 Withdrawalonlyallowedonmaturity.
 Interestisforfeitedincaseawithdrawaliseffectedbeforetheendofthecontractperiod.
 Anoticehastobegiventothebankforearlywithdrawal
 Advantagesofpayingthroughbanks
 Mostmeansofpaymentprovidedbythebanksaresafe.
 Bankremittanceprovidesacheapandconveniencemethodofmakingpayments.Atransaction

involvingalargesum ofmoneyandagreatdistancecanbepassedeasily.Theuseofcredit
transferinpayinganumberofcreditorsisanexampleofanefficientandcheapservice.

 Variousdocumentsusedinmakingbankremittanceactasevidenceofpayment.
 Bankpaymentareeasytotracetheiroriginandthepayee.
 Urgenttransactionscanbefacilitatedbyabankinnomatterhowgreatthedistancemightbe

betweenthepartiesinvolved.

Disadvantages;
 Someofthemethodsofmakingpaymentstoorthroughbanksuchasspecialclearanceof

cheques,andspecialarrangementtowithdrawmoneyfrom branchesofthesamebankother
thanthecustomerbrancharecostly.

 Banksarenotwidelyspreadintheruralareasandthereforethenumberofpeopleservedis
limited.

Someimportanttermsinbanking.



isabokemicah@gmail.com

Novels,UpdatedKASNEB,ICT,College,HighSchoolNotes&RevisionKits. 0714497530. 28

 Bankstatements:Thisisalistofalltransactionsmadebythebankwithoronbehalfofthe
customersoftheaccountholder.Itisissuedattheendofeachmonthtocurrentaccount
holders.Itenlistsalldepositsmadebytheaccountholder,allchequespaidbythebankoutof
hisaccountholder,allchequespaidbythebankoutofhisaccountandanychargesmadeby
thebank.

 Credittransfers:Thisistheprocesswhereanaccountholderdrawsachequecarryinga
wholesomeamounttobepaidtovariouspeopleandattachesittoalistofnamesofthepeople
tobepaid.Thechequesandthelistarepresentedtothebankandthebanktakesupthe
responsibilityoftransferringpaymentstopayeeswhomustbeaccountholders.

 Standingorders:itsanarrangementbetweentheaccountholderandhisbanktopayaspecific
amounttoanamedpartyataregularorspecificintervalsforagivenperiodoftimeuntilthe
agreementiscancelledbythedrawer.Thesystem servesbestinpaymentofsalaries,rentand
ratesinsurances.Afeeischargedbythebankfortheseservices.

 Travelerscheque:Issuedtoapersonafterpayingforthem inadvancetheyareinfixed
denominations.Itisimportanttobusinessmenalwaysontransit.

 Creditcards:mainlyissuedbybanks.Itgivesauthoritytotheholdertobuygoodsandservices
uptoanagreedamount.Thesellingpartythenpresentsthecardtotheissuingorganizationfor
payment.

 Chequeguaranteedcard:itsissuedbybankstoreliablecurrentaccounts.Theguaranteecard
ifattachedtoapersonalchequeitguaranteespaymentagainstthepersonalcheque.Inother
wardsitcannotbedishonored.

 Clearinghouse:it’sacentralplacewheredifferentbanksmeetstosettleamountsthatbecome
payabletoeachotherasaresultoftheirclientstransactions.Thetransferofpaymentsisdone
bythecentralbanksinceitholdsallcommercialbanksaccounts.

Thecentralbank.
Acentralbankisthegovernmentbankswhichcontrolsallmonetaryactivitiesinthecountry.
Functionsofthecentralbank.
 It’sanotesandcoinsissuingagency.
 Itcontrolstheamountstobeprintedandreleased.
 Itcontrolstheproportionalreservesystem.
 It’sthegovernmentbank
 It’sthecustodianoftheforeignexchange
 Itmanagesthepublicdebts.
 It’sthecreditcontrollerieitregulatestheflowofmoneyintothelocalandforeignmarket.

Methodsofcreditcontrol.
Thebankratepolicy:
 DuringinflationtheCentralBankincreasesthebankratesonloansmakingborrowingexpensive

andduringdeflationtheratesareloweredthuspromotingborrowing.
 Increasedratesdecreasetheamountofcurrencyincirculationwhileadecreaseinrates

increasetheamountofmoneyincirculation.

Openmarketoperation:
 Thisreferstosaleandpurchaseofsecuritiesinthestockmarket.Duringinflationthecentral

banksellsgovernmentsecuritiestowithdrawanamountofmoneyfrom thegeneralpublicand
duringdeflationitbuysbackthesecuritiestoincreasecurrencyincirculation.

Reserverequirements:
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 Thisismeanttodecreaseorincreasemoneyinthecommercialbankreserves.

Rationingofcredit:
 Thisisbasedonthesizeofloansacommercialbankisallowedbythecentralbank.

Marginrequirements:
 Themarginreferstothedifferencebetweenaloanandacollateralsecurity.
 Ifthemarginisbigloanswillbeexpensiveandifthemarginissmalltheloanswillbecheap.

Consumersselectivecontrol:
 TheCentralbankmayencourageordiscouragethepurchaseofcommoditiesoninstalment.To

discourageit,thepaymentperiodisdecreasedanddepositfractionraisedtodiscouragebuyers.

Directaction,Moralpersuasionandpublicity:
 Directsthecommercialbankstoadvanceloanstoagivenamount.Directsthecommercial

bankstobehaveinadefinedway.Reportsonfinancialmattersrelatedtocommercialbanks
encouragebankstochangetheirpolicies.

NonBankingfinancialinstitutions:
 Thesearefinancialinstitutionformedtoserveagivenpurpose.
 Theyservelongterm investors.
 Theyreceivedepositsandchannelitintoproductiveaspectsthroughloanstoindividualsand

businessmenforcapitalexpenditure

Classificationofnon-bankinginstitutions.
 Savingsbanksandsavingssocietieseg.Postbank.
 FinancehouseandhirepurchasefirmsegD.F.C.
 Housingfinancecompaniesandbuildingsocieties.
 Longterm financecompaniesegI.C.D.C.I.D.G.,A.F.C.
 Insurancecompaniesandpensionfundse.gKenyaNationalAssurance,N.S.S.F.

BUSINESSFINANCE.
Businessfinanceisthestudyoftheproblemsencounteredbytheprivatesectorinacquiringfunds
forthebusinesspurpose.Itincludesinitialandoperatingcapital.

Sourceoffinance:
 Equityfinance:It’sapermanentsource.Itscontributedbytherealownersofthefirm –owners

input.

Featuresofequity:
 It’sasourceofpermanentfundwhichcanonlybepaidbackonliquidationofthefirm.
 Ithasnonormalcosts.Dividendspaymentdependonthefirmsperformance.
 Theholdersareonlyentitledtoresidualprofits
 Theholdersareentitledtoallcompanypropertiesafterallotherclassesofcapitalhavebeen

paidoff.
 Theequityholdershaveavotingright.

Advantagesofequitycapital:
 Nointerestischargedonequitycapital
 Thestrengthofthefirm dependsontheamountofequitycapital
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 Distributionofdividendsdependsonthedirectorsdeclaration.
 Theshareshavenofixedmaturitydate.
 Theydonotrequireanyform ofsecuritytobeprovidedbythefirm receiving.
 Canbesoldmoreeasilythandebentures.

Disadvantages.
 Itsnotdependableasanavailablesourceoffinance,sincetheamountraisedaresubjectto

marketvalueofshares,prosperityofthecompanyandeconomicclimate.
 Theshareholdersmaynotbandividendsinacasealeanseason.
 Itscostsofunderwritingishigh
 Ordinarysharesextendpowersandcontroltoadditionalshareholders.
 Dividendspaidarenotallowanceexpensefortaxpurpose:

Quasyequity:
 Quasiequityreferestopreferenceshares.
 Theycombinebothfeaturesofequityanddebt.
 Itslongterm sourceoffinancetoafirm
 Itformspartofcompanysharecapital.
 Theyarepaiddividendsoutofprofitsanddonothaveanominalcost.
 Theirclaimsonacompanypropertycomesafterthecreditorsbutbeforeequityholders.
 Theirclaimsarerestrictedtonominalvaluesoftheirholding.

Quasyequityresemblesdebtinthefollowingways.
 Dividendsarefixedandaccumulative.
 Certainpreferencesharesareredeemable.
 Theirclaimscomebeforeequityholders
 Theyhavenovotingrights
 Indecisionmakingpurposequasyequitycanbetreatedasdebt.

Typesofpreferanceshares.
 Cumulative:receivesfullpaymentofdividendsinarrearsbeforeanyothershareholdersare

paid.
 Non-Cumulative:Theholdersreceiveafixeddividendwhensufficientfundsareavailable
 Participatingpreferenceshares:Apartfrom thedividendpaidtheyalsoearnanadditional

fractionoutofthesurplusprofitsmeantforordinaryshareholder.

Redeemablepreferenceshares:
 Totheinsurer:Obligationtopayafixedrateofdividendsisnotbonding.Votingandcontrolof

thefirm isnotaffected.Itsmoreflexiblethandebenturesifredeemable.
 Toinvestor:Providereasonablesteadyincome.Havepreferenceoverordinaryshareson

liquidation.

Disadvantages.
 Totheinsurer:Notallowableexpensefortaxpurpose.Thecostofissueishigherthanthatof

debentures.
 Totheinvestor:returnsarelimited.
 Luckunforeseeablerightsondividends.
 Yieldsattimesarelowerthanondebentures
 Dividendarrearsmaynotbepaidinfull
 Dividendscannotbesecuredagainstthefirmsassets.
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DebtCapital.
Debtcapitalisprovidedbythecreditorsofafirm.
Theycomprisefundsborrowedfrom personsotherthanitsowner.Debtcapitalmayconsistof:
 Debentures(longterm loans)
 Longterm loansfrom financialinstitutions.
 Borrowingagainstbillsofexchange.
 Bankoverdraftandtradecredits.

Characteristicsofdebt(Loancapital)
 Fixedrateofinterest,whichmustbepaid.
 Interestandprinciplearerefundable
 Interestisconsideredasallowableexpensesforfaxpurpose.
 Incertaincases,wheresecurityisprovidedfordebtrequiresaninsurancecover,additional

costsareincurred.

Advantages:
 Lendershavenosayincompanymanagement.
 Lendershaveafirstrightonthecompanysproperty.
 Thecostofadebtislimited
 Saleofdebenturedoesnotaffecttheshareholdersequity.
 Itisanallowableexpensesfortaxpurposeiethedebttobepaidincludinginteresthastobe

paidoffbeforetherelevanttaxamountisworkedout.

Disadvantages:
 Debtdateofmaturityisfixed.
 Debentureholdersmaycallforafirmsbankruptcyifthereisafaultininterestpayment.
 Fundscanberaisedwithincertainlimitsonly.
 Thefixedinterestchargescanbeaburdenduringaleanseason
 Incaseofmortgagedebentures,theborrowermaylosethepropertysecuredagainstit,on

defaulttopayowingamounts.

Sourcesofpermanentfinance.
 Ordinarysharecapital
 Irredeemablepreferencesharecapital
 Retainedprofits:onestheyarecapitalizedbyissueofbonussharesorscriptshares.
 Sourcesoflongterm financearefinancialinstitutions.

Sourcesofmedium term finance:
 Bankloans
 Overdrafts
 Invoicediscounting
 Billsofexchange
 Tradecredits
 Factoring
 Funding.

Internalsourcesoffinance.
 Retainedearnings
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 Provisionfordepreciationiefundssetasidefordepreciation.
 Provisionforcorporatetax.Usually45%ofprofits.Ifthisfundisnotpaidforsomegiven

perioditcanbeincorporatedintothebusiness.



