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BUSINESSSTUDIESFORM ONENOTES

INTRODUCTIONTOBUSINESSSTUDIES
Objectives:Bytheendofthetopic,thelearnershouldbeableto:

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

organizationconcerningprovisionofgoodsandserviceswitha
viewtomakingprofit.

ii) Businessstudies:Isthestudy/examinationofthebusiness
activitiesinsociety.Theseactivitiesarerelatedtothe
productionofgoodsandprovisionofservices.
-Itcanalsobedefinedasthestudyofactivitiesthatarecarried
outinandaroundproduction,distributionandconsumptionof
goodsandservices.

iii)Goods:Theseareitemsthataretangible.i.e.theycanbe
touchedandfelt.
Activity1:Thestudentstolistitemsintheclassroom thatcanbe
touchedandfelt
-Furniture,buildings,books,vehiclese.t.c

iv)Services:Theseareeffortsoracts/actionsoractivitiesthat
maybesoldandareintangible(cannotbetouchednorfelt).
Activity2:Thestudentstolistitemsthatmoneyispaidtogetbutthey
cannottouch.

v)Production:Referstothecreationofgoodsandservicesor
increasingtheirusefulnessthroughactivitiessuchastransporting
them towheretheyarerequired.Peoplewhoareinvolvedinproduction
ofgoodsandservicesarereferredtoasproducers.
Activity3:Usingthelistsofgoodsandservicesabove,thestudentsto
namethoseinvolvedintheirproduction.
vi)Distribution:Referstothemovementofgoodsandservicesfrom

producerstotheusers.Someactivitiesthattakeplaceasgoodsand
servicesallmovedincludetransportation,storage,insurance,
communication,advertising.e.t.c
vii)Consumption:Referstotheactofusingthegoodsorservices
producedconsumptionistheultimategoalofproduction.Thepersons
whousesagoodoraserviceisreferredtoasaconsumer.
Activity4:Thestudentstolisttheconsumersofthegoodsand
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serviceslistedinactivity(1)and(2)above.
Businessstudiesasasubjectiscomposedoftopicsdrawnfrom
variousdisciplinessuchas:

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

Commerce
Thisisthestudyoftradeandaidstotrade.Tradereferstothe
exchangeofgoodsandservicesforothergoodsandservicesor
money.
Aidstotradearehumanactivities(services)thatassisttradetotake
place.
Economics
Thisisthestudyofhowhumanbeingsstrivetosatisfytheirendless
wantsusingtheavailablescarceresources.
Accounting
Thisreferstoasystematicwayofrecordingbusinessactivitieswhich
allusedfordecisionmaking.
Officepractice
Thisreferstoallactivitiesthatarecarriedoutinanofficee.g.
communication,filling,clericalwork,reproductionofdocumentse.t.c
Entrepreneurship
Thisisthestudyofactivitiesinvolvedintheprocessofidentifyinga
businessopportunityandacquiringthenecessaryresourcestostart
andrunabusiness.Thepersonwhocarriesouttheseactivitiesis
referedtoasanentrepreneur.
ImportanceofBusinessstudiesinsociety
Businessstudiesismeanttopreparelearnerstofunctionasinformed
consumers,producersandworkersinthesociety.
Someofthebenefitsoflearningbusinessstudiesinclude:

i. Assiststhelearners/membersofthesocietytoacquire
knowledgeandawarenessofbusinessterminologieswhichare
necessarywhendiscussingbusinessissuessuchasprofitand
loss.

ii. Assiststheindividualsinappreciatingtheroleofbusinessin
society/inprovisionofgoodsandservices.
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iii. Itenablesthelearnerstoacquirebasicknowledge,skillsand
attitudesnecessaryforthedevelopmentofselfandthenationby
startingandoperatingbusiness.

iv. Equipsthemembersofsocietywithknowledgeandskills
necessarytostartandrunabusinesscomfortably.

v. Makesthemembersofsocietytoappreciatetheneedforgood
businessmanagementpractices

vi. Assistsindividualtoacquireself-disciplineandpositiveattitude
towardswork

vii. Equipsindividualwithabilitiestopromoteco-operationinsociety
throughtrade

viii. Enablestheindividualtounderstandtheroleofgovernmentin
businessactivities

ix. Equipsindividualswithabilitiestounderstandtheroleof
communicationandinformationtechnologyinmodernbusiness
management

x. Helpstheindividualstodeveloppositiveattitudestowardsthe
environment

xi. Equipstheindividualwithknowledgeandskillsrequiredto
evaluatebusinessperformance

xii. Ithelpsindividualtodevelopvariousintellectualabilitiessuchas
inquiry,criticalthinking,analysis,interpretation,rational
judgement,innovationandcreativity.

xiii. Itenableslearnerstoacquireskillsforwisebuyingandselling.
xiv. Itcreatesafirm foundationforfurthereducationandtrainingin

businessandotherrelatedfields.
xv. Itenablesonetounderstandandappreciatethebasiceconomic

issuesthataffectthesocietysuchasincreaseinpricesofgoods
andservices.

BUSINESSANDITSENVIRONMENT
Bytheendofthetopic,thelearnershouldbeableto:

a.Explainthemeaningandpurposeofabusiness
b.Identifyvariousbusinessactivities
c.Identifyvarioustypesofbusinessenvironments
d.Explainhowthevariousbusinessenvironmentsinfluencea

business.
Meaningofabusiness
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Thisreferstoanyactivitycarriedoutbyanindividualorbyan
organizationwiththeaim ofmakingaprofit.
Profitiswhatthebusinessearnsabovewhatitspendsinproviding
goodsandservicestothepeoplewhoneedthem.
Theterm businessalsoreferstofirmsororganizationsthatprovide
goodsandservicestomakeaprofit.
Purposeofbusiness(Reasonsfortheexistenceofbusinesses)
Businessisimportantinanysocietybecauseitisnotpossiblefor
peopletoprovidethemselveswithallwhattheyneedwithoutdirector
indirectaidfrom others.Someofthemainreasonswhybusinesses
existare:

i) Toprovidegoodsandservices-Businessesexisttosatisfythe
needsandwantsofbuyersbyprovidingthem withgoodsand
services.Buyersincludeindividualconsumers,other
businessesandthegovernment.

ii) Tocreateemployment-Businessesprovidejobopportunities
throughwhichmembersofsocietycanearnmoney,whichcan
beusedtobuygoodsandservicesforthesatisfactionoftheir
needs.

iii) Toearnprofit-Profitistheprimarygoalofcarryingout
businessoperations.Itisearnedbythepeoplewhoputtheir
resourcesandeffortinbusiness

iv) Asanoutletofnewinnovation-Somebusinessesprovide
uniquegoodsandserviceswhichmaynotbeexistinginsociety
e.g.plasticfencingpolesthatarenowreplacingwoodenpoles.

v) Tobeasownboss-Somepeoplerunbusinessessoastobein
fullcontroloftheoperationsandmakeallthedecisions
regardingthebusinesswithoutneedofreferencetopeople.

vi) Toutilizeextraresources-Somepeoplegointobusinessto
makeuseofmoneyorpropertywhichisnotbeingputto
profitablyuseatagiventime.

vii) Toofferspecialservices-Somebusinessesprovideservices
thatraisethelivingstandardofpeoplee.g.government
enterprisesthatprovidepublicutilitiessuchashealthcareand
water.

viii)Toutilizesparetime-Somepeoplerunbusinessesinorderto
makeuseofextratimeattheirdisposalandintheprocess
makesomeextramoney.Alargenumberofformallyemployed
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peoplehavesmallbusinesswhichtheyrunduringtheirfree
timeinordertoearnmoremoney.

NB:Whateverpurposeabusinessfulfills,ithastoearnareasonable
returnontheinvestedmoneytosurvive.

TYPESOFBUSINESSACTIVITIES
Peoplecarryoutdifferentbusinessactivitiesinordertoearnincome.
Businessactivitiesareactivitieswhichinvolvetheprovisionof
goodsorserviceswithanaim ofearningaprofit.
Activitiesdonewithouttheintentionofmakingprofitarereferredto
asnon-businessactivities.Businessactivitiesmaybegroupedinto
thefollowingsevencategories:
a)Extraction

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

b)Processing-Thisinvolvestheconversionofrawmaterialsinto
moreusefulproductswithoutcombiningitwithothergoods.
Exampleshereincludemilling/grindingflour,refiningoil,tanning
ofskinsandhides,conversionofironintosteele.t.c

c)Manufacturing-Thisinvolvescombiningdifferentrawmaterialsto
comeupwithonefinalproduct.Suchactivitiesincludebread
baking,makingatablee.t.c

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

e)Distributionofgoods-Thisreferstotheactivitiesinvolvedin
movinggoodsfrom wheretheyareproducedtowheretheyare
needed.Peoplewhocarryoutdistributionarecalleddistributors.
Examplesofdistributorsarewholesalersandretailers.

f)Trade-Activitiesinthiscategoryinvolvethebuyingandsellingof
goodswithaviewofmakingaprofit.Peopleinvolvedintradeare
calledtraders.

g)Provisionsofservices-Activitiesinthiscategoryinvolvehuman
actswhichcouldbementalorphysical.Theseincludeactivities
suchashair-cutting,hairstyling,car-washing,nursing,teaching,
driving,andentertaininge.t.c.

NOTE:Studentstogiveexamplesofactivitiestheypaymoneyfor
whicharenotgoods.
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BUSINESSENVIRONMENTSANDTHEIREFFECTSONTHEBUSINESS
Businessenvironmentreferstoconditionsorfactorswhichsurround
andaffectbusinessoperations.Thesefactorscouldbewithinthe
business(internalenvironment)orfrom outsidethebusiness(external
environment).
Thesefactorsaffectthedecisions,strategies,processesandoverall
performanceofthebusiness.
Activity:Discusssomefactorsthathaveastronginfluenceon
businesseswithintheimmediateenvironment.
InternalBusinessEnvironment
Thiscomprisesfactorsthatarewithinthebusinessunititself.These
factorscanbecontrolledfullybythebusiness.Internalenvironmental
conditionscouldbeeitherstrengthorweaknesses.Thestrengthstend
toimprovetheperformanceofthefirm whileweaknessestendto
affecttheoperationsofthebusinessnegatively.
Internalenvironmentisalsoreferredtoas:micro-environment.Micro
environmentalfactorsinclude:

1)Objectivesofthebusiness
Theseatetargetsorgoalsthataresetbytheownersormanagers
ofabusinesstobeachieved.Theobjectiveswillinfluencethe
following;

a.Thestrategiesofabusiness-Thisisaplanofactionwhicha
businessintendstofollowsoastoachieveitsgoals.

b.Theresourcesrequired-Bystudyingtheobjectivesset;a
businesscandeterminetheresourcesrequiredforitseffective
operation.Theseresourcesmaybephysical,financial,human
e.t.c

2)Managementpoliciesandstyle
Themanagementreferstothepeoplewhoareresponsiblefor
directingtheday-to-dayoperationsofabusiness.Itisthe
managementthatsetstheobjectivesandpoliciesofanorganization.
Apolicyisacourseofactionofactionforachievingsetobjectives,
whichisadoptedbyabusiness.(itistheestablishedwayofdoing
thingsinabusiness.
a)Thepoliciesofabusiness-Thepoliciesadoptedbyabusiness

mayboostorhinderitsgrowthandsurvivale.g.themanagement
maydecidethatworkerswillnotbeallowedtojointradeunions.
Thismaymaketheworkersfeellockedoutofthedecision-
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makingprocess,resultingintension.Thistensionmayinterfere
withtheperformanceoftheemployeesandresultininefficiency.

b)Theactivitiesofabusiness-Managementpolicieswilldetermine
theactivitiesofabusinessi.e.thegoodsandservicesprovided,
locationofbusinesse.t.c.

c)Managementstyle-Thisreferstohowmanagersconductthedaily
operationsofthebusiness.Thiswilldeterminehowworkers
relatewiththeirmanagers.Thestyleadoptedbythemanagement
willinfluencetheworkersperformancepositivelyornegatively
thusaffectingtheoverallperformanceofthebusiness.

3) Businessstructure
Thisistheformalarrangementofactivitiesthatarecarriedoutat
variouslevelsoftheorganizationsothatobjectivesofthebusiness
canbeachieved.
Dutiesandresponsibilitiesofalltheworkersaredefinedinthe
businessstructure.Theirinterrelationshipsarealsodefined.
Awelllaidoutbusinessstructureislikelytoleadtosuccessofthe
businesssince:

i. Eachoftheemployeesknowwhatisexpectedfrom them
ii. Therewillbenoconflictsorconfusionamongtheworkers

iii. Team workisenhanced
iv. Ensurespropercontrolwhichisturnpromotesefficiency.
Apoorbusinessstructureleadstobusinessfailure.

4)BusinessResources
Aresourcereferstoanythingthatcanbeusedtoachieveanobjective.
Theseresourcesinclude;

a.Humanresource-Humanresource(personnel)referstothe
employeesworkinginanorganization.Employeeswillonlybe
usefuliftheyhavethenecessaryknowledgeandskillsto
successfullycarryouttheassignedtasks.Itistherefore
necessaryforthemanagementtomatchthecorrectpeoplewith
thecorrectjobactivities;thiswillensuresuccessforthebusiness.

b.Financialresource-Moneyisrequiredinordertostartandoperate
abusiness.Abusinesswithadequatefinancesthatareproperty
allocatedtovariousactivitiesandalsomonitoredislikelytodo
betterthantheonelackingsuchaspects.

c.Physicalresources-Theseincludetangiblefacilitieswhichbelong
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tothebusinesssuchasbuildings,machinery,furnitureandstock.
Availabilityofsuchfacilitiesenablesthebusinesstooperate.

d.Technology-Thisreferstoskillsandmethodsusedinproduction.
Useofmoderntechnologyenhancesproductionofgoodsand
services.

5.) Researchanddevelopment
Researchanddevelopmentisanimportantfactorforthesuccessof
abusiness.Researchgeneratesnewideas,skillsandbetter
methodsofdoingthings.
Abusinesshastodomarketandconsumerresearchregularlyto
findouthowtheconsumersperceiveitsgoodsandservices,and
howtheycanimproveinordertooutdotheircompetitors.
Researchalsoassistsinthedevelopmentofnewanduniquegoods
andservicesthatmayattractnewconsumersormaintaintheloyalty
oftheexistingones.
6.)Businessculture
Thisisacombinationofemployeesexpectations,beliefsandvalues
withinthebusiness.Itisnormallypassedonfrom onegenerationof
employeestothenext.Employeesacquirenormsandcodeof
conductthatisacceptabletoallfrom thegeneralmanagerdownto
thesweeper.Abusinessthathasacultureofinvolvingemployeesin
decision-makingmayperform betterthanonethatdoesnotinvolve
itsemployees.
7.Owners
Theownersofthebusinessprovidefinances/resourcestostartand
runthebusiness.Theyalsomakedecisionsconcerningoperations
ofthebusiness.
Appropriatedecisionsarelikelytoleadtowellbeingofthebusiness
whilepoordecisionsmayadverselyaffectthebusiness.

ExternalBusinessEnvironment
Thisenvironmentconsistsofallthefactorswhichaffectthe
operationsofthebusinessfrom theoutside.Someofthesefactors
offerbusinessopportunitieswhileothersmaycreateproblems
(threats).
Businesshavelimitedornocontroloverexternalenvironmental
factorsandshouldthereforetrytodoadjustinordertocopewiththem.
Externalenvironmentalfactorsarealsoreferredtoasmacro-
environmenti.e.environmentthatisinlargescale.
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Externalbusinessenvironmentcanfurtherbesub-dividedinto
operatingenvironmentandremoteenvironment,dependingonwhether
thefactorscanbeinfluencedtosomeextentornot.Those
environmentsthatcanbeinfluencedarereferredtoasoperating
environmentwhilethosethatcannotbeinfluencedareknownas
remoteenvironment.

ENTREPRENEURSHIP
Bytheendofthetopic,thelearnershouldbeableto:

i. Explainthemeaningofentrepreneurship
ii. Discusstheimportanceofentrepreneurshiptoaneconomy

iii. Describecharacteristicsofanentrepreneur
iv. Generatebusinessideas
v. Identifyabusinessopportunity

vi. Evaluateabusinessopportunity
vii. Explaintheneedforabusinessplan

viii. Discussfactorsthatinfluenceentrepreneurshippracticesin
Kenya

ix. Discussthecausesofbusinesssuccess
x. Recognizetheneedforethicalpracticesinbusiness

Meaningofentrepreneurship
Thisistheprocessofidentifyingbusinessopportunitiesandgathering
thenecessaryresourcestostartandrunabusiness.
Anentrepreneurwhoidentifiesbusinessopportunitiesandgetsthe
necessaryresourcesinordertostartandrunabusiness.The
entrepreneurthereforecreatesnewbusinessesortransform the
existingonesinthefaceofrisksanduncertaintiesinordertomake
profits.
Anentrepreneuristhereforeabusinessowner;hestartsandorganizes
thebusiness(thefactorsofproductioninappropriatecombination)
Importanceofentrepreneurshiptoaneconomy

i. Creationofemployment-Throughentrepreneurship,jobsare
createdwhichhelpinabsorbingpeoplewhowouldotherwise
havebeenjoblesse.g.peopleemployedinthejuakalisector.

ii. Formationofcapital-Profitearnedbyentrepreneursmaybe
usedtoexpandthebusinessoreventostartother
businesses.Wagesandsalariespaidtotheemployeesisa
sourceofcapitaltothem.
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iii. Raisingstandardsofliving-Entrepreneurspaywagesand
salariestotheiremployeeswhichenablethem toacquire
goodsandservicestheyneedtolivecomfortablelives.
Entrepreneursalsoprovideawidevarietyofgoodsand
servicestoconsumershenceleadingtoimprovedliving
standards.

iv. Encouragestheuseoflocalresources-Entrepreneurship
makesitpossibletouse/exploitlocalresources.Idle
resourcessuchasscrapmetalmaybeusedtomakejikos.

v. Improvinginfrastructure-Theexistenceofbusinessesinthe
economymakesthegovernmentestablishorimprove
infrastructuresuchasroads,communicationfacilitiesand
water.Atothertimes,entrepreneursmaycombineforcesto
improveinfrastructureintheirareaofoperation.

vi. Savingsonimports-Localentrepreneursareabletoproduce
goodsandservicesthatareasubstitutetoimports.This
helpsthecountrytoreducetheamountofmoneyrequiredto
payforsuchimports.

vii. Reducingforeigndominanceoftheeconomy-Participationof
localentrepreneursinvariousbusinessactivitieshelpsin
reducinginvestmentsbyforeignersintheparticulararea.

viii. Promotionoftechnology/promotionofinnovation,research
anddevelopment-Entrepreneursarecreativeandtheycome
upwithnewandbetterwaysofaccomplishingtasks.Most
oftheinventionsandinnovationsinoursocietyhavebeen
developedbyentrepreneurs.

ix. Promotionofentrepreneurialculture/helpsinthecreationof
rolemodels-Successfulentrepreneurs/entrepreneurial
venturesencourageothermembersofsocietytoinitiate
theirownbusinessesandhenceactasrolemodelsinthe
businessworld.

x. Itcontributestogovernmentrevenue-Taxesandfeespaidby
entrepreneurialventuresconstitutepartofgovernment
revenue/incomethathelpsittofacilitateitsoperations.

xi. Itpromoteseconomicgrowth-Entrepreneursproducegoods
andservices.Thisincreasesthevolumeofgoodsand
servicesintheeconomyleadingtoexpansionofthe
economy.



11

xii. Itmaypromoteself-actualizationandesteem-Byinitiating
busine-ssesinwhichtheyaretheirownbosses,
entrepreneursprideisboostedandthismaypromotethe
overallproductivityoftheeconomy.

Characteristicsofanentrepreneur
Agoodentrepreneurshouldhavethefollowingcharacteristics:
a) Desiretoachieve-Anentrepreneurisapersonwhowishesto
excelandhasthedrivetosucceedwhilecompetingwithothers.
He/shealwaystriestoaccomplishsomethingnew.
b) Abilitytosolveproblems-Anentrepreneurisexpectedtostruggle

withdeterminationtogetsolutionsevenunderdifficultsituationso
thatthebusinesscansucceed.

c) Risktaker-Entrepreneurstakeviablebusinessventureseven
whentheyarenotsureofthereturns.Theyassesssituationsand
takecalculatedrisks.

d) Initiative–Anentrepreneurshouldbeaggressiveinimplementing
ideaswellaheadofotherbusinessessothathe/shecanbeahead
ofthem.

e) Timeconsciousness-Anentrepreneurshouldbeabletousetime
wiselyandavoidwastingit.Awiseandquicklyimplemented
decisionmaymeansuccessinbusinesswhereastimelostmay
meanfailure.

f) Creativityandinnovation-Anentrepreneurshouldbeableto
generatenewideasaswellasthinkofthebestwaysofputtingthem
intopractice.

g) Independenceandselfconfidence-Entrepreneursaretheirown
bossesandshouldbelieveintheirabilitytodothingsandsucceed.

h) Persistenceandpatience-Anentrepreneurshouldnotgiveup
whenchallengesarise.Sometimes,he/shetakestimeandmakea
repeatedactionoradoptsadifferentcourseofactioninorderto
overcomesuchchallengessoastoreachthetarget

i)Decisive-Entrepreneurshavestrongproblem,solvinganddecision
makingskills.Thebusinessenvironmentissuchthatdecisionhas
tobemadequicklytorespondtoanysituationthatmayarise.

j)Persuasive-Convincingpeopletobelieveintheirideasandbuytheir
productskeepsentrepreneursinbusiness

k) Goal-oriented-Entrepreneursareachieverswhoworktowardsset
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goals.Theycontinuallymonitorprogresstodeterminewhetherthey
areachievingthegoalstheyhavesetandwhereimprovements
needtobemade.

l)Seekinformation-Entrepreneursusevariousmethodstogetthe
relevantinformationthatisnecessaryforthesuccessofthe
business.

m)Concernforhighqualityproducts-Anentrepreneurshouldstrive
tocopeorbeattheexistingstandardsofquality.Thiswillenable
him/hersucceedinacompetitivemarket.

n)Commitmenttowork-Anentrepreneurplacespriorityongetting
tasksaccomplished.Toachievethishe/shemaymakeextra
ordinarypersonalsacrificee.g.workinguntilverylate.

o)Concernforcustomersatisfaction-Anentrepreneurshouldensure
thatcustomersaresatisfiedsoastocontinuebeing/remainloyal
tothebusiness.

p)Desiretofeedback-Anentrepreneurshouldbeinterestedin
knowinghowthebusinessisperforming.

GeneratingBusinessIdeas
Foranentrepreneur,thefirststepinstartingabusinessbeginswithan
idea(businessidea).
Businessideasareallaboutthoughtsonpossiblebusinessesan
entrepreneurcanstartorimprove.Itindicatesamongotherthings;

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

SourcesofBusinessIdeas
i.Newspapers-LocalnewspapersliketheDailyNation,EastAfrican

e.t.cespeciallyinthebusinessandadvertisingsectionshavealotof
informationaboutcommercialopportunitiesaswellaspersonal
services.

ii. Showsandexhibition-Visitingshowsandexhibitionsorganizedby
manufacturesanddistributorsandaskingquestionsfrom thesales
persons.Entrepreneurscanalsogetbusinessideasfrom products
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displayedinsuchshows.
iii.Magazinesandjournals-Readingmagazinesandjournalswith
businessinformationmayequipanentrepreneurwithnewbusiness
ideas.
iv.Hobbies–Theseareactivitiespursuedforpleasurebuttheycan
alsoserveasasourceofbusinessidease.g.photography.
v.Vocationaltrainingandexperience-Abusinessideamaybe
developedfrom one’sownareaoftrainingorexperiencee.g.ateacher
mayuseideasfrom his/hertrainingtostartaprivateschool.
vi.Surveysandmarketresearch-Thisinvolvesconductingan
investigationtogatherinformationfrom consumersonwhatproducts
theyrequire.
vii.Recycling/usingwasteproducts-Somewasteproductscouldbe
convertedintousefulproductse.g.scrapmetalformakingjikos,old
tyresformakingsandalse.t.c
viii.Listeningtowhatpeoplesay-Bylisteningkeenlytowhatpeoplesay,
onecanidentifyunsatisfiedneedse.g.complaintsaboutgoodsand
servicesinthemarket.Thesecomplaintsmayform abasisofa
businessideaforanentrepreneur.
ix.Identifyingamarketgap(niche)-Anentrepreneurmaytryto
identify/spottheneedsofconsumerswhicharenotbeingmetbythe
existinggoodsandservices.
x.Brainstorming-Anentrepreneurcanengageotherpeopleina
discussiononhowbesttodevelopbusinesses.
xi.Listingattributesofaproduct-Bylistingtheattributesofaproduct
thatisalreadyexistinginthemarket,onecanfindnewuseforthe
product.
xii.Copying/improvinganexistingbusiness-Thisinvolvesidentifying
theweaknessesofabusinessandtryingtocomeupwithsolutions.
BusinessOpportunity
Agoodbusinessplanisnotnecessarilyabusinessopportunity.A
businessideabecomesabusinessopportunityifitisviablei.e.itcan
bedevelopedintoasuccessful/profitablebusinessenterprise
Abusinessopportunityisafavourablechancethatanentrepreneur
acceptsforinvestment.Itexistswherethereisagaptobefilledinthe
needsofthemarket.Examplesofsuchgapsinclude:
a)Inavailabilityofproducts-Thisiswheregoodsandservicesneeded

bytheconsumersarenotavailableatallinthemarket.
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b)Poorqualityproducts-Abusinessopportunityexistsifoneoffers
betterqualitygoodsandservicesthanthoseoftheexisting
businesses.

c)Insufficientquantities-Thisiswherethegoodssuppliedarenot
enoughtomeetthedemand/needoftheconsumers.

d)Unaffordableprices-Abusinessopportunityexistswhereonewould
chargeaffordableprices.

e)Poorservices-Abusinessopportunityexistswherecustomersare
notservedwell.

Evaluatingabusinessopportunity
Thismeansassessingwhethertheidentifiedopportunityisviableor
not.Thishelpsinarrivingatthebestdecisionconcerningthebusiness
ideatoimplement
Evaluationshouldbedonecarefully,systematicallyandwithout
emotions.Evaluationisnecessaryevenwherethereisonlyone
businessidea.Thiswillhelpinavoidingstartingabusinessthatcannot
succeed.
Factorstoconsiderwhenevaluatingabusinessopportunity
Thefollowingarethefactorstoconsiderwhenevaluatingabusiness
opportunity.

a.Personalconsideration-Thesearetheabilitiesandexpectations
ofanentrepreneur.Theyincludethefollowing;
Objectives-Theentrepreneurshouldevaluatethebusinessidea

tofindoutwhetheritisinlinewithhis/herobjectives.
Skills-Whereabusinessrequirescertainspecializedskillsand

thoseskillsarelackingtheideamaybedropped.
Commitments-Wherethebusinessislikelytointerferewiththe

entrepreneursothercommitmentsitmayfail.
Interest-Itisnecessarytocheckwhethertheintendedbusiness

willinteresttheentrepreneurornot.Iftheentrepreneurwillnot
enjoyrunningthebusiness,theideashouldbedropped.

b.Businessconsideration-Theseareexternalfactorsthatarelikely
toaffecttheoperationsofthebusinessandtheyinclude;

i. Availabilityofmarketfortheproduct-Anentrepreneurshould
assesstheavailabilityofcustomersbeforestartingabusiness.
Customersexistwherethereisagap/nichinthemarket.

ii. Technology-Thebusinessshouldbeevaluatedintermsof
whetherthereisanappropriatetechnologythatcanbeusedin
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production.Factorstobelookedintoinclude;
a.-Appropriatenessofthetechnology
b.-Thecostofthetechnology
c.-Thepossibilityofthebusinesssufferingincasethe

technologybecomesoutdated/obsolete.
iii. Availabilityofrawmaterialsandotherresources-Theraw

materialsandresourcesrequiredshouldbewithinthereachand
affordabletotheentrepreneur.

iv. Governmentpolicy-Anentrepreneurshouldconsiderthe
requirementsofthegovernmentbeforestartingabusinesse.g.
thegovernmentmayrequirecertainbusinessestobelocatedin
certainareasonly.

v. Amountofcapitalrequired-Thecapitalrequiredtorunand
maintainthebusinessshouldbeconsideredi.ethesourceof
capital.

vi. Profitabilityofthebusiness-Withinacertaindurationoftime.
vii. Thebreak-evenperiod-Howlongthebusinesscantaketosupport

itself.
viii. Possibilityofexpansioni.e.thepotentialforgrowthofthe

business.
ix. Impactofthebusinessoperationsontheenvironments;some

businessesleadtoenvironmentaldegradationandshouldbe
locatedinappropriateplaces/effectoncommunityand
environmentalhealth.

x. Security-Availabilityofsecurityshouldbeconsidered.
xi. Levelofcompetition-Thiswillhelpdeterminewhetherthe

businesswillsurviveornot.
xii. Therisksthatthebusinesswillface.

BUSINESSPLAN
Thisisawrittendocumentthathighlightstheobjectivesofthe
businessandstepstobefollowedinordertoachievetheseobjectives.
Itindicateswherethebusinessis,whereitwantstomoveto,howand
when.
Contentsofagoodbusinessplan

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

Needforthebusinessplan
i. Abusinessplanisnecessarytoanentrepreneurforthefollowing

reasons:
ii. Avoidingmistakes-intheprocessofdrawingaplan;mistakesthat

wouldtakeplaceinthebusinessareidentifiedandcorrectedin
theplan.Thishelpsinavoidingtheoccurrenceofsuchmistakes
inthebusiness.

iii. Identifyingstrengthandweaknesses-Abusinessplanhelpsin
identifyingstrengthsorweaknessesandwhereweaknessesare
detected,remedialactionsmaybetakenearlyenough.

iv. Requirementbyfinanciers-Financialinstitutionssuchasbanks
mayrequireabusinessplanbeforetheycanaccepttofinancethe
activitiesofthebusiness.

v. Allocationofresources-Ithelpstodeterminetheresources
requiredandplanonhowandwheretousethem.Thisensures
thatresourcesareneitherunderutilizednorusedforthewrong
purpose.

vi. Facilitatesbusinessevaluation-Abusinessplanhelpsan
entrepreneurtoassesstheprogressofthebusinessandany
deviation(difference)from theintendedplancanbecorrectedin
goodtime.

vii. Ithelpsanentrepreneuroutlinecompetition-Ithelpsthe
entrepreneurtobefullyawareofthemarketsheorheplansto
operatein,understandimportanttrendsandknowwhoher/his
competitorsareandtheirstrengthsandweaknesses.This
informationaidstheentrepreneurtodevelopproductsthatare
betterthanthoseofthecompetitors.

viii. Amotivatingfactor-Abusinessplaniscommunicatedtoall
employeesinthebusiness.Thismakesthem awareofthe
directiontobetakenbythebusiness.Thismotivatesthem to
worktowardsthatdirection.

ix. Adaptability-Normally,notalleventsoccuraspredictedinthe
businessplan.However,awelldrawnbusinessplanshouldgive
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room toaccommodateanychangesthatmightoccurinthefuture.
x. Toolforcontrol-Planninginvolvessettingofstandardsagainst

whichperformancescanbeassessed.Incaseofdeviation
correctivemeasurescanbetaken.

Factorsthatinfluenceentrepreneurshippractices
Therearemanyconditionsorfactorswhichmayencourageor
discourageentrepreneurship.Someofthesefactorsare:

i. Governmentpolicy-Somegovernmentpoliciesarefavourableto
theoperationsofthebusinessandthusencouragepeopletogo
intobusinesswhileotherpoliciesmaybeunfavourableandwill
discouragepeoplefrom goingintobusiness.E.g.highertaxesare
unfavourablehencediscouraging.

ii. Infrastructure-infrastructureincludestransportand
communicationnetworks,water,securitye.t.c.Availabilityof
goodinfrastructureinanareatendstoencouragepeopletoset
upbusinesseswhilepoorinfrastructuretendstodiscouragethem

iii. Levelsofeducationandskills-Relevantandappropriate
knowledgeandskillsarenecessaryifthebusinesshasto
succeed.Theseareacquiredthrougheducation,trainingor
experience.

iv. Availabilityofmarkets-Adequatemarketsencouragesexisting
entrepreneurstocontinueproducingandalsoencourage/attract
newonestoventureintobusiness.

v. Availabilityofresources-Appropriateresourcesarenecessaryfor
startingandsmoothrunningofabusiness.Theseresources
includephysical,human,capitalandtechnology.

vi. Culturalandsocialbeliefsandattitudes-Thesearenorms,values
andbeliefsofagivencommunity.Culturehelpsdeterminethe
kindofgoodsandservicesthatpeopleconsume.thisinturn,
dictatesthetypeofbusinessestobeestablishedinsuch
communities.e.gMuslimsdonottakeporkthereforebusinesses
sellingporkwillnotdowellinsuchcommunities.

vii. Competition-Businesseswilldowelliftheyareabletocomplete
favourably.Otherswillavoidcompetitionbyestablishing
businesseswherethereisnocompetition.

viii. Politicalstability-politicalstabilitygivesconduciveatmospherefor
businessestostartandthriveontheotherhands,wherethereis
nopoliticalinstability,businessesmaynotdowelland
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entrepreneursmayclosedownbusinessesornewonesmaynot
comeup.

ix. Naturalfactors-naturalfactorssuchasrainfall,temperatures,
earthquakes,pests,droughte.t.c.mayinfluencethetypeof
businessesthatarecarriedoutinanarea,especiallyagricultural
businesses.

x. Presenceofrolemodelsinthesociety-Thepresenceof
successfulentrepreneursactsasanencouragementtoaspiring
entrepreneurs.

CausesofBusinesssuccess
Abusinessisconsideredasbeingsuccessfulifitmakesconsistent
profitandexperiencesprogressivegrowthinthescaleofitsoperations.
Someofthefactorsthatleadtothesuccessofbusinessmayinclude:
(i) Rightchoiceofbusiness-Agoodbusinessopportunityneedsto

beevaluatedonthebasisofabilitytocapturemanycustomers,
makereasonableprofitfortheowner(s)andprovidean
opportunityforgrowth.Makingtherightchoiceofabusinessor
productultimatelycontributestothesuccessofabusiness.

(ii)Propermanagerialskills-Anentrepreneurshouldbeabletocarry
outmanagementroleseffectively.Agoodmanagerwillcarryout
rolessuchas;

a)Hiringstaff-Theprocessofacquiringnewemployeestotakeup
newpositionsortoreplaceemployeeswhohaveleftthe
business.

b) Assigningduties-Allocatingemployeesdutiesaccordingto
theirqualifications.

c) Supervising-Ensuringthatemployeescarryouttasksthatare
assignedtothem

d) Training-Enablingemployeestoacquireknowledgeandskills
necessarytoperform dutiesassignedtothem.

e) Motivating-givingemployeesinducementtoperform their
duties.

(iii)Properlocation/availabilityofcustomers-Thebusinessshouldbe
situatedinaplaceconvenientforitsoperationse.g.where
customersareeasilyavailable.

(iv)Adequatefinance/capital-Moneyisneededtoacquireother
resourcesthatarerequiredbythebusiness.Abusinessthathas
adequatecapitalislikelytodowellasitisabletofinanceallits
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operations.
(v) Lackofcompetition-Mostbusinessesareputoutofoperationby

stiffcompetition.Therefore,abusinessoperatinginanarea
wherethereislittleornocompetitionislikelytosucceed.

(vi)Commitmenttobusiness
(vii)Properfinancialmanagement-Propermanagementoffinancesis

necessaryforthesuccessofthebusiness.Itensuresthatmoney
isavailableandisusedfortheintendedpurpose.

Managementoffinancesincludes:
a) Acquisitionoffinances-Thisinvolvesraisingoftherequired

amountsofmoney.Thiscanbedonethroughavarietyofways
suchasloansfrom financialinstitutionsandowner’s
contributions.

b) Managingcash-Thisensuresthattheavailablemoneyisonly
usedfortheactivitiesthatarebeneficialtothewellbeingofthe
business.

c) Properrecordkeeping-Thisinvolveshavingarecordoffinances
raisedandhowtheyareused.

(viii)Properdebtmanagement-Careshouldbetakentoensurethat
creditisonlyextendedtocreditworthycustomers(creditworthy
customersarethosewhosechancesofpayingarehigh).Debt
collectionshouldalsobecarefullyplannedtoensurethatthey
arecollectedwhendue.

(ix)Goodpublicrelations-Thisinvolvescreatingandimprovingagood
relationshipbetweenthebusinessandotherpeople.Good
relationsarenecessaryforattractingandretentionofcustomers.

(x)Beingcreativeandinnovative-Thisinvolvesfindingnewusesofa
product,newchannelsofcommunicationandnewwaysofdoing
things.Thisenablestheentrepreneurtobeaheadofothers.

(xi)Propermarketresearch-Thebusinessenvironmentusually
changesatahighrate.Thismakesitnecessaryforan
entrepreneurtostudyhis/hercustomer’spreferences,tastes,
spendingpatterns,incomelevels,competitions,andbehaviorand
substituteproducts.

(xii)Good/propertimemanagement-Timemanagementistheabilityto
carryoutplannedactivitieswithintheallocatedperiod.

(xiii)Properskillsandattitudesofemployees-Employingqualifiedstaff
resultsinworkbeingdoneinaprofessionalmanner.This
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enhancestheperformanceofthebusiness.
(xiv)Properpricingofgoodsandservices-Pricingshouldbedone

appropriately.Ifthepricesfortheproductsaretoohigh,the
businesswilllosecustomers.Verylowpricesmayattract
customersbutkillthebusiness.Itisthereforeimportanttocreate
abalancebetweenpricetochargeandtheprofitmargintorealize.

ETHICALISSUESINBUSINESS
Ethics-referstoasetofvalues,principlesandrulesofacceptable
behaviorwhichinfluencehowindividuals,groupsofpeopleandthe
societyingeneralbehave.
Businessethics-referstoacceptablebehaviorthatshouldbedisplayed
bybusinesspeople.Businessethicshelpsbusinessesindecidingwhat
actionsarerightorwrongdependingoncircumstances.
Ethicalissues-arethemoralconcernsthatariseinthecourseof
carryingoutbusiness.
NeedforEthicalissuesinBusiness
Theneedforethicalissuesinbusinessincludesthefollowing;
i.Ensuresnodiscriminationinbusiness-Businessethicsensures

thereisnodiscriminationinareassuchasrecruitment(hiring),
promotion,training,remunerationandassignmentofduties.These
processesshouldbeobjectiveandbasedonmerit,qualification,
experienceandability.

-Itensuresthateverybodyisgivenanequalopportunity(hasequal
chance)andisnotdiscriminatedagainstbecauseoftheirsex,religion,
ethnicity,socialbackgrounde.t.c.
ii.Ensuresprotectionoftheenvironment/Helpsinavoiding

environmentalpollution-Businessethicsprohibitsbusinessunits
from carryingoutactivitiesthatmaycausepollutionand
degradationoftheenvironment.Environmentaldegradationmaybe
causedbyhumanactivitiessuchasloggingandunplanned
cultivation.Pollutionmaybecausedbyactivitiessuchas:

a)Dampingeffluentsfrom productionunitsintowatermassesthereby
causingwaterpollution.Waterpollutionisdisastroustohuman
healthandalsotoaquaticanimals.

b)Emittingcarbondioxideandothergasesintotheatmosphere
causingairpollution

c)Dampingofwastematerialonthelandsurfacecausingsolidwaste
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pollutionThiscreatesterriblesitestowatchandalsobreeding
placesfordangerousinsectssuchasflies.

iii.Ensuresfairplayincompetition-Ethicsensuresthatbusinessesdo
notengageinunfairpracticeswhilecompetingwithothers.These
practicesmayinclude:
Destroyingacompetitor’sproductorpromotionaltoolssuchas

billboards
Buyinganddestroyingcompetitor’sproductsbeforetheyreach

themarket
Givingfalseinformationaboutacompetitor’sproduct
Helpsinavoidingenvironmentaldegradation-Ethicsensuresthat

thephysicalenvironmentisnotdegradedthroughbusiness
activities.Suchactivitiesmayinclude:
Deforestationthroughlogging
Unplannedcultivation
Helpsinavoidingenvironmentalpollution-Environmental

pollutionmaybecausedbyactivitiessuchas:
Releasingcarbondioxideandothergasesintotheatmosphere

therebycausingairpollution
Channelingeffluentsfrom factoriestowatermassesthereby

causingwaterpollution.Suchpollutioncanbeharmfultohuman
healthandaquaticanimals.
Disposingofwastematerialsuchaspaperandscrapmetalonthe

landsurfacetherebycausingsolidwastepollution.
Producingtooloudnoisewhichmightbeharmfultohumanbeings

hearings
Emittingtoostronglightthatmaybeharmfultooureyesight
iv. Ensuresrightsofemployeesareupheld-Ethicsensuresthatthe

employerdoesnotviolatetherightsofemployeesespeciallyaslaid
outintheirtermsandconditionsofemployment.Suchrightsinclude
paymentofduesintime.

v.Eliminatesuseofunfairmeansofachievingbusinessobjectives-
Ethicsensuresthatthebusinessoperationsarecarriedoutina
professionalwaye.g.itisunethicaltogiveorreceiveabribeinorder
towinabusinesscontract.Similarly,itisnotethicaltohoardgoods
awaitingtheirpricestogoup.

vi.Avoidsconsumerexploitation-Ethicsensuresthatconsumersare
notexploitedbythebusiness.Consumersmaybeexploitedthrough
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practicessuchas:
a)Overchargingthem
b)Falseadvertisement
c)Sellingpoorqualitygoodsandservices
d)Sellingwrongquantities
e)Sellingharmfulcommodities

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

visitsordocumentssuchasletters
Recordingandsortingofinformationreceived.
Storingofinformationforfuturereference
Distributionofinformationwithinandoutsidetheorganizationtothe

varioussections,departmentsorpersonnelfornecessaryaction
Reproductionormakingofcopiesofdocumentbyuseofvarious

methods,suchasphotocopying,duplicatingandcarboncopying
Protectingorsafeguardingtheorganization’sproperty
3.Statethevariousreprographictechniquesthatcanbecarriedoutin

anoffice
Carboncopying
Stencilduplication
Photocopying
Spiritduplicating
Inkduplicating
4.Yourschoolwouldwishtousephotocopyingasamethodofmaking

copiesofexams.Statetheadvantagesanddisadvantagesofusing
thismethod

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

layout
Itcreatesarelaxedatmospherefortheworkers
Itismoreattractiveandbeautiful
Theimageoftheorganization/firm isenhanced
Itpromotesgoodworkingrelationsandco-operationamong

theworkers
Equipmentandofficefacilitiesmaybesharedamongthe

employees
Theflowersorplantsusedbreakthemonotonyofopen

spaces
7.Statewaysinwhichlandscapeofficelayoutcanbecreated

Byplacingplants/flowersinanoffice
Byhavingpaintingsofanimalsorplantsonthewall
Byplacingfishaquariumsinanoffice
Throughshapingofofficefurnitureinform ofanimals,birds

andconcreteshapes
Creatingminiaturephysicalfeaturessuchaswaterfallsand

mountainsintheoffice
8.Statewhyyouwilladviceanofficemanagertouseanopenoffice

layoutinsteadofanenclosedofficelayout
Inanopenofficelayoutitiseasiertosuperviseworkersthan

inanenclosedoffice
Anopenofficediscouragesabsenteeism whichmaybe

commoninanenclosedoffice
Itischeapertomaintainanopenofficethananenclosed
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office
Equipment,facilitiesandmachinescanbesharedinanopen

officewhichmaynotbepossibleinanenclosedoffice
Floorspaceissavedinanopenofficethaninanenclosed

office
Thereisenhancedattractionandframeworkinopenoffice
Itischeapertolightanopenofficethananenclosedoffice
Itiseasytolocateemployeesinanopenoffice

9.Statetheadvantagesofenclosedofficelayout
Itisidealforworkthatisconfidentialinnature
Itismoresecurethananopenofficelayout
Theofficeisidealwherehighlevelofconcentrationis

required
Itisprestigiousfortheoccupantofsuchanofficeasthey

arerecognized
Theworkerisnotdisruptedbynoiseormovementofother

employees
10.Highlightthedisadvantagesofanopenofficelayout

Thereisalotofnoiseanddisruptionfrom otheremployees
Contagiousdiseasesmayspreadeasilyamongthe

employees
Thetoprankedworkersmayfeelbelittledbeingplaced

amongotherworkers
Itisnotveryconduciveforworkthatisconfidentialor

secretiveinnature
Propertywithintheofficeisnotverysafe
Duetousebymanypeopletheofficemaynotbeverytidy

11.Outlinethefactorsthathavetobetakenintoconsiderationwhen
decidingonatypeofofficelayouttouse

Thecostofconstructionandmaintenance
Thenumberofstafftobeaccommodatedintheoffice
Theclimaticconditionofthearea
Governmentdirectiveifany
Thenatureofworktobecarriedoutinthatparticularoffice
Thenatureandrankofstafftobeaccommodatedinthat

particularoffice
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Thefloorspaceavailablefortheoffice
Theneedtomaintainagoodworkflowamongtheworkers

12.Statethedisadvantagesofanenclosedofficelayout
Itcanencourageabsenteeism
Itisnoteasytosupervisetheemployees
Itisexpensivetoconstructandmaintain
Facilitiesandofficeequipmentcannotbesharedamongthe

workers
Workerscanmisuseofficeequipmentsuchasthetelephone
Theofficelayouttakesupmorespace
Alotoftimeiswastedwhenmovingfrom oneofficeto

another
Itmaypromoteindividualism assomeemployeesare

isolatedfrom others
13.EnumeratethefactorsyouwilladviceMr.Mwajumatoconsider

whenbuyingofficemachinesforhiscompany
Theeffectofthemachineontheworkers
Thecostofthemachineorequipment
Thesuitabilityofthemachineforthetaskthatisintended

for
Theavailabilityofaftersalesservicesprovidebytheseller
Presenceofofficestaffwiththeskillsrequiredtooperate

themachine
Onehastoconsiderspaceorroom tokeepthemachineor

equipment
Thelikelihoodofthemachinebeingoutdatedabsoluteorout

ofdate
Onehastoconsiderwhetherthatmachinecanadoptto

futurechanges
14.Statethebesttypeofmachineonewouldusetoperform the

followingtasks:
Functions Typeofmachine

(a) Tocreatepostage

impressionson

envelopes

Frankingmachine
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(b) Tofolddocuments

putthem inenvelope

andsealthem

Compositemachine

(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)
Somemayrequirespecializedortrainedpersonnelto

operate
16.Statethethreecategoriesofofficestaff

Managerialstaff
Juniorstaff
Subordinatestaff
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17.Outlinetheadvantagesofusingofficemachines
Machinesarelaboursavingandcanbecosteffectiveinthe

longrun
Theoutputofmachinesisofgoodquality
Theycanbeusedtominimizefraudortheft
Machinescanbeveryfastsavingontime
Theycanproduceuniform work
Machinescanbeveryaccurateascomparedtohuman

labour
Somemachinescanbeadaptedtomultipletasksuchasa

computer
18.Highlighttheroleplayedbyagoodfilingsystem inanorganization

Filingprovidessecurity/safetyofdocuments
Itfacilitateseasyretrievaloraccessofdocuments
Goodfilingenhancesorderlinessandtidinessofanoffice
Itguaranteesconfidentialityofinformationsinceitcannot

gettothewronghands
Goodfilingpromotesgoodcommunication
Filingguaranteesthatdocumentsareprotectedfrom

damage
Goodfilingguaranteesgoodfuturereferenceincasethe

informationisrequired
19. Outlinethevariouscategoriesofofficeequipmentgiving

examplesineachcase
Category Example

(a) Typingofficemachine (i)Typewriter

(ii)Dictating

machine

(b) Mailingofficemachine (i)Frankingmachine

(ii)Composite

machine

(iii)Foldingmachine
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(c) Communicationoffice

machine

(i)Telephone

(ii)Telex

(iii)Cellphone

(d) Duplicating/reprographic

machine

(i)Photocopier

(ii)Duplicator

(iii)Printing

machine

20. Distinguishbetweencentralizedanddecentralizedfiling
system
Incentralizedsystem onedepartmentisgiventheresponsibility
ofkeepingandmanagingallthefilesinthewholeorganization.
Thisdepartmentisreferredtoasaregistry.Decentralisedfiling

21. Statethecharacteristicsofagoodofficeworkerwithoffice
etiquette

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

22. HighlightpersonalattributesthatBakarishouldhaveasan
officeworker

Heshouldbepresentable
Heshouldmaintainhighstandardofmorality
Heshouldhaveagoodsittingposture
Heshouldmaintainhighstandardsofhygiene
Heshouldbeneatandaccurateintheorganizationofhis

work
Heshouldmaintaingoodhealthandphysicalfitnessthrough
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havingproperdietandexercising
23. Definetherolesplayedbythefollowingofficeworkers

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

performanceofthedepartment
Monitoringandsupervisingworkersinthedepartment
Assigningrolesanddutiestoemployeesinthedepartment
(b)Personalsecretary

Receivingandfilinginformation
Bookingappointmentsfortheboss
Takingandwritingminutesduringmeetings
He/shecanmaintainsmallamountofmoneyformaking

smallorpettypurchasesintheoffice
He/shereceivesandmakescallsforhisseniors

24. Highlighttrendsinofficemanagement
Useofmoderncomputersenhancesefficiency
Introductionofcustomercaredesksorofficestoaddress

customersconcerns
Movementtowardopenandlandscapeofficeplanto

enhancemoreinteractionamongtheworkers
Outsourcingforsometaskthatcanbedonebyotherfirms

insteadofemployingworkerstodothesamee.g.having
externalcleanersorsecurity

Useofthecellphoneforcommunication
25. E-Commerceisarecenttrendinbusiness.Outlinethe

advantagesofusingthismethodincarryingoutbusiness
activities.
Advantages

Onecanhaveawidevarietyofgoodsandservicesfrom all
overtheworld

Itreducesthecostoftravellingtothemarketorinsearchof
product

Itisfastasdealscanbemadewithinashortperiodoftime
Asellercanadvertisegoodstomanyconsumersovera

widearea
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Paperworkandthemanydocumentusedonothertradeare
removedorreducedassellingandbuyingison-line

Alotofinformationaboutthemarketcanbeaccessedon
theinternet

HOMETRADE
TOPICOBJECTIVES:Bytheendofthetopic,thelearnersshouldbe
ableto:

i. Explainthemeaningandimportanceoftrade.
ii. Classifytrade

iii. Explaintheformsofhometrade
iv. Discussthetypesandfunctionsofretailers
v. Discussthetypesandfunctionsofwholesalers

vi. Describethedocumentsusedinhometradeandthecircumstances
underwhichtheyallused

vii. Explainthemeansofpaymentusedinhometradeandthe
circumstancesunderwhichtheyareused

viii. Explainthetermsofpaymentusedinhometradeand
circumstancesinwhichtheyareused.

MEANINGOFTRADE
Thisisthebuyingandsellingofgoodsandserviceswiththeaim of
makingaprofit.
Importanceoftrade:
Tradeplaysavitalroleinanyeconomy.Thevariousrolesplayedby
tradeintheeconomyinclude:

i. Helpspeopletoacquirewhattheycannotproduce
ii. Availsavarietyofgoodsandservicestherebyimprovingthepeoples

livingstandards
iii. Createsanoutletforgoodstherebyenablingtheproducersto

disposeoftheirsurplusproduce
iv. Createsemploymentopportunities
v. Encouragesspecializationanddivisionoflabour

vi. Promotespeace,socialrelationsandunderstandingtheparties
involvedsincetheydependononeanother

vii. Providesrevenuetothebusinessandthegovernmentinform of
taxesandfeeschargedonthevarioustradingactivities

viii. Ensuressteadysupplyofgoodsandservices
ix. Exploitationoflocalresourcesastraderscreategoodsandservices
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usinglocallyavailableresources
x. Encourageseconomicgrowthanddevelopment

ClassificationofTrade
a)Onthebasisofgeographicallocationoftheportioninvolved,These

are:
i. Hometrade-Alsocalledinternal,localordomestictrade.

-Itreferstothebuyingandsellingofgoodsandserviceswithinthe
boundariesofagivencountry.
-Itisfurtherdividedintoretailtradeandwholesaletrade.

ii. Internationaltrade(foreigntrade)
-Thisistradethatiscarriedoutbeyondtheboundariesofacountry
-Thisistradecarriedoutbetweenindividualsorgovernmentof
differentcountriese.g.tradebetweenacitizenofKenyaandacitizen
ofTanzania,ortradebetweenthegovernmentofKenyaandthe
governmentofSouthernSudan
-Internationaltradecarriedoutbetweentwocountriesisreferredtoas
bilateraltradeandinternationaltradecarriedoutamongmany
countries(morethantwocountries)isreferredtoasmultilateraltrade.
Internationaltradeisclassifiedintothefollowing;
i) ExportTrade-Whichisthesaleofgoodsandservicesbyacountry

toanothercountryorindividualsinonecountrytoanothercountry
orindividualsinonecountrytoindividualsinanothercountry.

ii) ImportTrade-Whichisthebuyingofgoodsandservicesbyone
countryfrom anothercountryorbyindividualsinonecountry
from individualsinanothercountry.

FormsofHomeTrade
i) RetailTrade
-Retailtradeinvolvesthebuyingofgoodsandsellingthem tothefinal
consumer.Aretaileristhetraderwhobuysgoodswithaviewofselling
them tothefinalconsumer.
ClassificationofRetailTraders
Retailersareclassified/categorizedaccordingtotheamountofcapital
theyneedtostartandoperatetheirbusinessesandtheirsalesvolume.
Thusretailerscanbeclassifiedas;
i) Smallscaleretailers
ii) Largescaleretailers
i) Small-scaleRetailbusinesses/smallscaleRetailers

Theseareretailerswhosecapitalrequirementislowandtheirsales
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volumealsolow.Theyform themajorityofretailtradersandallfound
inallpartsofthecountry.
Smallscalebusinessesareeasytostartandinmostcasestheyare
operatedasone-man’sbusiness.
Asmallscaletraderservestheneedsofpeopleintheimmediate
neighbourhoodanddealmainlyinfastmovinggoodssuchas
foodstuffs,detergents,kerosenee.t.c
CategoriesandTypesofsmallscale
Thesearetwomaincategoriesofsmall-scaletradersasshownbelow;
a)SmallscaleTraderswithoutshops
-ItinerantTraders(Hawkersandpeddlers)
-Roadsidesellers
-OpenairmarketTraders

b)Smallscaleretailerswithshops
-Singleshops -Tiedshops -Kiosks -Mobileshops
-Marketstalls -Canteens -Mailorderstores
a)SmallscaleRetailerswithoutshops
i) ItinerantTraders
Theseareretailerswhomovefrom placetoplacesellingtheirgoods
eitheronfoot,bybicyclesormotorcycles
-Theymovefrom towntotown,doortodoorandfrom villagetovillage
sellingtheirgoods.Theirgoodsmayincludeclothes,utensilsand
foodstuffs.Customerscanbuygoodswithouthavingtotraveltolook
forthem
-Examplesofitineranttradersarehawkersandpeddlers(Hawkers
movearoundonbicycles,handcartsormotorcycleswhilepeddlers
walkaround)
-Theitineranttradersrequirealicencefrom thelocalauthoritiesin
ordertoselltheirgoods.
CharacteristicsofitinerantTraders
i) Arefoundmainlyindenselypopulatedareas
ii) Movefrom placetoplaceinsearchofcustomers
iii) Theyareverypersuasive
iv) Theirpricesarenotcontrolled.
AdvantagesofitinerantTraders
1.Theyrequirelittlecapitaltostart
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2.Theyareconvenientbecausetheybringgoodsclosertothepeople
3.Thebusinessisflexibleinthattheycanmovefrom placetoplace.

Theycanalsochangefrom lineofbusinesstoanother
4.Fewlegalformalitiesarerequired
5.Theyusuallydonotsufferbaddebtsbecausetheysellincash.

DisadvantagesofitinerantTraders
1.Thetradersgettiredbecauseofmovingfrom oneplacetoanother

whilecarryinggoods.
2.Thebusinessisaffectedbybadweatherconditions
3.Thetraderssalealimitedrangeofgoods
4.Itisdifficulttotransportgoodsfrom oneplacetoanother.
5.Donotofferguarantee,incaseitemsaretobefounddefective
6.Theyareconstantlyinconflictwiththelocalgovernment.
ii) Roadsidesellers
Thesearetraderswhoselltheirgoodsatplaceswhereotherpeople
passbyandatbusyplacessuchasalongbusyroads,busstages,road
junctionsandentrancestopublicbuildings.
Theyplacetheirgoodsontrays,cardboards,emptysacksandmails
Theysellitemssuchasfruits,utensils,sweets,clothingandsome
hardware.
iii) Open-airmarketTraders
Openairmarketsareplacessetasidebythegovernmentthroughthe
localauthoritieswherepeoplemeettobuyandsellgoods.Traders
sellingsimilarcommoditiesareallocatedaspecialarea.Suchmarkets
areopenonparticulardaysoftheweek.
Thevarietyofgoodssoldhereiswideandincludeagriculturalproduce,
clothing,householditems,animals,foodstuffsandevenfurniture.
Thetradersmovefrom onemarkettoanotherdependingonthe
variousmarketdays.
Advantagesofsmall-scaleretailerswithoutshops
i) Theyrequireasmallamountofcapitaltostartandoperatetheir

businesses.
ii) Theyareconvenientsincetheytakegoodstothecustomers

withintheirreach.
iii) Theyincurlowcostsofdoingbusiness
iv) Mostoftheirgoodsarelow-pricedandhencemoreaffordableto

customers.
v) Thebusinessisflexible.Itiseasytochangefrom onebusinessto
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another
vi) Theyrequirefewlegalrequirements
vii) Thefinancialrisksinvolvedinthesebusinessesareminimal
viii)Theydonotsufferbaddebtssincetheyselloncashbases
ix) Theyinteractatpersonallevelwiththecustomersandcan

convincethem tobuytheirgoods.
Disadvantagesofsmall-scaleretailerswithoutshops
i) Itistiringfortraderstomovefrom placetoplaceespeciallyifthe

goodsareheavyandthedistancecoveredarelong
ii) Thetradersfacestiffcompetitionfrom othertraderswithmore

resources
iii) Theyofferalimitedvarietyofgoods
iv) Theyareaffectedbyunfavorableweathercondition
v) Lackofpermanentoperatingpremisesdeniesthem achanceto

developpermanentcustomers
vi) Theyfacealotofcertainty,especiallyintermsofasteadyflowof

income
vii) Theysometimesselldefectiveorlowqualitygoodsbecause

customersexpecttopaylittlemoneyforthem.

b)SmallscaleRetailerswithshops
Thesearesmallscaleretailerswithpermanentlocationstooperate
from.Theyinclude;
i) Kiosks
Thesearesmallshopsorstructuresfoundmostlyinresidentialareas,
busystreets,highlypopulatedareasorinsidebuildingwherepeople
passbyorwork
Theydealinfast-movingitemsandgroceriessuchas;sodas,cakes,
sweets,cigarettes,andnewspaperse.t.c.somekiosksalsosellfood
ii) Marketstalls
Thesearepermanentstandsfoundinmarketplaces,especiallythose
operatedbythevariouslocalauthorities
Theyareofdifferentdesignsdependingonthegoodstheysellor
servicestheyoffer.
Theyarerentedorleasedbyindividualsfrom localauthorities
Theydealinfastmovinghouseholdgoodsthoughsomemay
specializeinotherproductssuchasclothingandshoes.
ExamplesarestallsatMuthurwamarkets,Kariokor,andmost
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municipalmarkets.
Advantagesofkiosksandmarketstalls
Theyaresmall,henceeasytostartandoperate
Theyareconvenientlylocatedclosetotheircustomers
Theyrequirelittlecapitaltostart
Theytendtohavealoyalgroupofcustomerssincetheyhave

permanentpremises
Theyincurrelativelylowrunningcosts
Theygivepersonalattentiontotheircustomers
Theyareflexiblesincetheownercanchangefrom onebusinessto

anothereasily.
Disadvantagesofkiosksandmarketstalls
Theyprovidealimitedrangeofproducts
Theyusuallydonothaveadequatehighercapitalforexpansion
Theychargerelativelyhigherpricesthantheretailerswithoutshops
Theyfacestiffcompetitionfrom moreestablishedretailbusinesses
Theysometimessufferfrom baddebts
Duetotheirsize,theydonotenjoyeconomiesofscale
Formarketstallsthehoursforoperationarecontrolledbythelocal

authorityconcerned
iii) Singleshops(unitshops)
-Singleshopsaremostlylocatedinthetradingormarketcentresin
ruralareasorintheresidentialareasofhightowns
-Theyareoperatedfrom fixedpremises
-Theyareusuallyrunbyonepersonwhomaygetassistancefrom
him/herfamilyoremployattendance
-Somedealinonelineofcommoditysuchashouses,clothing,
groceriesorelectronics
Advantagesofsingleshops
Minimalcapitalisrequired
Runningcostsareusuallylowastheownermayusetheservicesof

familymembers
Theymayoffercreditfacilitiestosomecustomers
Theyareeasytostartbecauseonlyalicenceisrequired
Theyusuallyhavealoyalgroupofcustomers
Flexibility.Theownercanchangehisorherlineofbusinessatwill
Theyareeasytostartsincetheownerdoesnothavetomeetany
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manufacturesrequirements
Productspricesarefixedbytheshopowners
Theownerhasthefreedom ofcreativityandindependence
Theyareconvenientsincetheyensuregoodsarewithineasyreach

oftheircustomers.
Disadvantagesofsingleshops
Expansionisdifficultduetolimitedfunds
Theyfacestiffcompetitionfrom largebusinesses
Theabsenceoftheownermayresultinclosureandlossofbusiness
Maysufferbaddebts
Providelimitedvarietyofgoods
Theoperationsofthebusinessareaffectedbytheowner’s

commitment.
iv) Tiedshops
Theseareshopsthatmainlyselltheproductsofoneparticular
manufactureorareownedbyaspecificsupplierofcertaingoods.The
shopsareownedorcontrolledbythemanufacturer,andarethustied
tothemanufacture.
Themanufacture/supplierdesignstheorganizationoftheshopandits
appearancee.g.paintinghencetheylookalike.Thesupplyclosely
supervisestheshops.
Examplesoftideshopsinclude;Batashopswhichsellshoesmadeby
BataCompany,petrolstationlikeNational,Kobil,andtotale.t.c
AdvantagesofTiedshops
Availabilityofgoodsisassuredatalltimes
Thesuppliercarriesoutpromotionforthegoods
Themanufacturer/suppliercaneasilygivecredittotheshops
Customerscanreturnorchangefaultygoodsatanyoftheshops
Theshopsareeasilyidentifiableduetotheirsimilarity
Tradersarefinancedbythemanufacture
Theygetloyalcustomerswhokeepbuyingtheirbrandedproducts
Advertisementexpensesaremetbythemanufacture
Theygettechnicaladvicefrom themanufacture
Someoperatefrom permanentpremisesownedbythemanufacture.
DisadvantagesofTiedshops
Decisionmakingisslowbecausethemanufacturermustbe

consulted
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Thevarietyofgoodsislimited
Theshopscannotsellgoodsfrom anyothermanufacturesevenif

customersrequirethem
Pricesarefixedbythemanufactureandsometimesprofitmargins

maybelow
Theyinhibittheretailerscreativityandinnovations
Thereisalikelihoodofdisagreementsbetweenthemanufacture

andthetiedshopowners.
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:Theseareretailshopsfoundininstitutionssuchas
schools,colleges,hospitalsandarmybarracks.

-Theystockavarietyofconsumablegoodssuchassodas,bread,tea,
groceriesandotherthingsusedbythepeopleinthatinstitution.
-Theyarerunbytheinstitutionsmanagementorbyindividualsonretail
business
-Mostofthem operatewithoutalicenseastheyareconsideredtobe
partoftheinstitution.Theirhoursofoperationaresometimes
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regulatedbytheinstitution
Advantagesofcanteens
-Somedonotpayanyrent,thustheyincurlowoverheadcosts
-Theyoftenrequirelowcapitaltostart
-Someoffercreditfacilitiestotheircustomers
-Theyaresituatedatideallocationwhichisconvenientfortheir
customers
-Theyareassuredofamarketastheycaterforpeopleinparticular
institution.
Disadvantagesofcanteens
-Themarketislimitedtopeopleinaparticularinstitution
-Theydonotopenthroughout/theyopenforlimitedhourse.g.after
classesinschools
-Theyclosedownwhenthetargetedcustomersarenotavailablee.g.
duringschoolholidays.
-Theymaysufferfrom baddebts
-Theyaredifficulttoexpandduetoinsufficientfunds
vi) Automaticvendingmachines;Thesearecoinorcardoperated

machinesusedtosellcommoditieslikedrinks,stamps,and
snackse.t.c.Examplesarecoffeeshops,ATM’se.t.c

Features
-Theydispensegoodsorservicesonceacoinoracardisinsertedand
instructionskeyedin.
-Theyoperatewithoutanattendant
-Theyareusuallyplacedatstrategicplacessuchasbusystreets,office
buildings,shoppingcentresandhospitals.
Advantagesofvendingmachines
Commoditiescanbeboughtanytimebecausenoattendantis

required
Theysavetheownerthecostofemployingashopattendant
Theycanbeputstrategicallytoboostsalese.gatinstitutions
Theyarefastandaccurate
Theyarenotaffectedbyweatherchanges
Theyprovidegoodsandservicesoncashbasisprotectingtheowner

from theburdenofbaddebts.
Disadvantagesofvendingmachines
Theyprovidealimitedrangeofproducts
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Break-downsorstock-outsmaydiscouragecustomers
Maintenancecostsarehighduetoregularservicing,repairsand

sometimesvandalism
Theownermayincurlossesthroughfraudanduseofinappropriate

coinsandcardsbyconsumers.
Customersareforcedtocarrycoinsandcardsinordertoobtain

goodsorservices
Theiruseislimitedtocustomerswhoarefamiliarwithhowthe

machineworks
Theyaremainlyfoundinurbanareas,therebylockingoutthepeople

inruralareas.
vii) Mobileshops
Mobileshops,likeitineranttradersmovefrom towntotownorvillage
tovillagesellingtheirgoods.
-Theyhavevehiclesthattheyhaveconvertedintoashopfrom which
customerscanbuytheirgoods
-Theyvisitdifferenttownsatregularintervals.
AdvantagesofsmallscaleRetailers
1.Easytoraisecapitaltostart
2.Retailersareinclosecontactwiththeconsumersandmaygive

credittocreditworthycustomers.
3.Areabletousefreeorcheaplabourfrom familymembers
4.Therisksinvolvedintheirbusinessesaresmall
5.Thebusinessissimpletostartandmanage
6.Fewlegalformalitiesrequiredtostartandrunthebusiness
7.Thetradercaneasilychangefrom oneform ofbusinesstoanother

i.e.thebusinessisflexible
Disadvantagesofsmall-scaleretailers
1.Tradershavelimitedaccesstoloanfacilities
2.Theymaynotaffordtohirespecialistsortechnicalstaff
3.Maysufferbaddebtsiftheygivecredittocustomerswithoutproper

assessment
4.Donotenjoyeconomiesofscale
5.Havealowturnoverbecauseofthelittlecapitalinvested

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

producersandarethereforeallowedlargetradeandquantity
discountsandotherfavourablecreditfacilities

vi)Requiretheservicesofspecialistssuchassalespersonsand
accountants

vii) Mayoccupyonelargepremiseorseveralpremisesinthesame
townorindifferenttowns

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

servicestorethatdealsmainlywithhouseholdgoodssuchas
utensils,foodstuffsandclothes.Ithasthefollowingfeatures;

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

points.
Advantagesofsupermarkets
i) Pricesmayberelativelylowbecausetheybuytheirgoodsinbulk

andaregivendiscounts
ii) Savestimeascustomersareabletogetmostgoodstheyrequire

underoneroof
iii) Self-servicesavesthecustomerstime
iv) Fewattendantsareemployedtherebyreducingthemonthlywage

bill
v) Impulsebuyingleadstomoresales,hencehighprofits
vi) Baddebtsareavoidedbecausetherearenocreditsales.
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vii) Thepricetagsongoodshelpcustomerstomonitortheir
spending.

Disadvantagesofsupermarkets
i) Donotoffercreditfacilitiestocustomers
ii) Donotdelivergoodstothecustomer’spremises
iii) Arefoundmainlyinurbanareas
iv) Mayincurlossesduetopilferageofgoods
v) Impulsebuyingmayleadthecustomerstobuyinggoodsthey

maynotneed.
vi) Theyareexpensivetostartandoperateduetothelargeamount

ofcapitalrequired
vii) Pricesarefixedandbargainingisnotaccepted,which

discouragessomecustomers
viii)Minimalpersonalinteractionlimitschancesformakingmore

sales
b)Hypermarkets
Ahypermarketisalargeshoppingcomplex/centrecomprisinga
varietyofbusinessesmanagedbydifferentpeopleallhousedinone
building
Examples;villagemarket,saritcentre,Tuskeys-Kisumu,Nakumatt
megacity-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) Thereislesstrafficcongestionashypermarketsarelocatedaway

from urbancentres
vi) Provideawidevarietyofgoodsandservicestocustomersunder

oneroof.
vii) Theyhavefairpricesthatarecustomerfriendly.
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DisadvantagesofHypermarkets
i) Areonlyconvenienttocustomerswhohavecarsbecausethey

aresituatedawayfrom citycentres
ii) Theyservelimitednumberofpeopleduetotheirlocation
iii) Theyrequirelargeamountofcapitaltoestablish
iv) Theycaneasilyexploittheircustomerssincetheirpricesarenot

controlled
v) Requirelargeamountofspacewhicharenotavailableincentral

businessdistrict(CBD)
vi) Theyspendalotofsecuritytosafeguardproperties
c)Chainstores(Multipleshops);Arelargescalebusinesseswith

separatebrancheswhicharemanagedandorganizedcentrally.The
branchmanagersareaccountabletotheheadoffice.Examples;
AfricanRetailTraders(ART),WhiteRosedrycleaners,Nakumatt,
Tuskys,Uchumie.t.c

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

placesactassellingpointsorbranches
v) Purchasesofstockarecentralizedi.e.buystockbuystockinbulk

centrallyanddistributedtothedifferentbranches
vi) Goodscanbetransferredfrom oneshoptoanotherwherethe

needforthem ishigher
vii) Theshopsoperateunderonenameandaresimilarinappearance

andinteriorlayout
Advantagesofchainstores/multipleshops
i) Theyenjoylargetradediscountssincetheybuytheirgoodsin

bulkcentrallyandispassedtoconsumersinform oflowprices
ii) Commoncostssuchasthoseofadvertisingareshared
iii) Goodsthatdonothaveahighdemandinonebranchcanbe

transferredtoanotherwheretheirdemandishigh
iv) Theyareeasilyidentifiedbytheircolouranddesign
v) Theyhavelowoperationalcostsbecauseofthecentralized

buying,storage,advertisingandaccounting
vi) Theyservealargenumberofcustomersbecausetheyarespread
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inmanytownsandcities
vii) Thesimilarityoftheshopsinappearanceandservicesservesas

anadvertisingtool
viii)Riskssuchaslossesarespreadamongmanyshops
ix) Itispossibletopayforgoodsinonebranchandpickthem upin

another.
Disadvantagesofchainstores/multipleshops
i) Largeamountofcapitalisrequiredtostartandmaintainthe

business
ii) Theycatermainlyfortheurbanareasastheyaresituatedinthose

places
iii) Organizationalproblemsmayoccurduetotheirlargesize
iv) Nocreditfacilitiesareofferedexceptthoseoperatingexclusively

onhirepurchaseschemes
v) Responsetomarketchangesisslowduetotheslowdecision

making
vi) Decisionmakingisslowastheheadofficemustbeconsulted
vii) Lackofpersonaltouchwithcustomers
viii)Absenceofpersonaltouchbetweenemployerandemployeemay

reduceincentivesforhardworkamongstaff
ix) Peopletendtoshyawayfrom buyingsimilarproductssuchas

clothesandthismayreducesales.
d)Departmentalstores
Thisisagroupofsingleshopsoperatingunderoneroofwitha
centralizedmanagement
Eachshop/departmentspecializesinaparticularlineofproductsand
isheadedbyitsowndepartmentmanager.
Characteristicsofdepartmentalstores
i) Eachdepartmenthasitsownmanager
ii) Eachdepartmentsellsonlyonelineofproducts
iii) Alldepartmentalmanagersareanswerabletoageneralmanger
iv) Theyofferawidevarietyofgoodsatrelativelylowprices
v) Theysellgoodsstrictlyoncashbasis
vi) Theyareusuallyintowncentres
vii) Goodsarenottransferablefrom onedepartmenttoanotheras

eachhasitsownvarietyofgoods.
Advantagesofdepartmentalstores
i) Customerscanbuy/accessawidevarietyofgoodsatfairprices
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underoneroof.
ii) Theycanaffordtohiretrainedqualifiedexperiencedstaffwho

providequalityservices
iii) Theybuygoodsinlargetradediscounts.Thisenablesthem to

sellatlowprices.
iv) Eachdepartmentisabletomakeindependentandquick

decisionsthataffectitsoperations.
v) Theindependenceofdepartmentsensuresthattheweaknessof

onedepartmentdoesnotaffecteachother.
vi) Savingscanbemadeonsomeactivitiessuchasproduct

promotionbycentralizingthem.
DisadvantagesofDepartmentalstores
i) Alargeamountofcapitalisrequiredtostartandmaintainthe

stores
ii) Theyrequirealargenumberofcustomerstooperateprofitably
iii) Itisdifficulttogivepersonalattentiontocustomers
iv) Theycatermainlyfortheurbancommunitiesinwhichtheyare

located
v) Theystrictlyselltheirgoodsoncashbasis
vi) Operationalcostsarehighduetothewidevarietyofservices

offered
vii) Theirlargesizecouldencouragetheftandpilferageofgoods
viii)Theindependenceofdepartmentscanmakecentralcontrol

difficult.
e)Mailorderstores
Thisisatypeofretailbusinesswherebusinessiscarriedoutthrough
thepostoffice,telephoneoremail
-Orderingofthegoodsisdonethroughthepostofficetelephoneor
emailanddeliveringofgoodsisdonebypostorcourier
-Thereisnopersonalcontactbetweenthesellerandthebuyerand
buyersgetinformationfrom advertisements.
-Goodsaredispatchedonthebasisofcashwithorder(CWD)orcash
ondelivery(COD).
Characteristics/featuresofMailorderstores
-Theysellthegoodsthroughthepostoffice
-Theyoperateoncashwithorder(CWO)orcashondelivery(COD)
terms
-Heavyadvertisementareinvolved
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-Customersdonotvisitthesellingpremises.
-Thereisnopersonalcontactbetweenthebuyerortheseller
-Alltransactionsaredonethroughthepostoffice
-Theydealwithgoodsthatarelessbulky,havehighvalue,andare
durableandnottoofragile
-Mayhavelargewarehouses
AdvantagesofMailorderstores
Theyreachcustomerswhoarefarforawayfrom theshopping

centres
Donotrequiretheservicesofsalespersonnelorshopattendants

forskilledlaboursincesellingisroutine
Totalcontrolofdistributionispossible
Paymentsismadewithorderordeliverysothereislittlechanceof

baddebts
Eliminatesthelossassociatedwithshopspace,thussavingonrent
Supplyofgoodsisbasedonorderthusatraderrequireslittle

workingcapital
Themethodeliminatestripstocongestedstoresandlengthywaits

queues
Donotrequirelargestoragespaceforgoods.
DisadvantagesofMailorderstores
Advertisingandpostagecostsmayincreasesthepriceofgoods
Thereislackofpersonalcontactbetweenthesellerandthebuyer
Thereislimitedvarietyofgoodsonoffer
Customersdonothavetheopportunityofinspectinggoodsbefore

buying
Therearenocreditfacilities
Themethodisonlysuitableforthosewhocanreadandwrite
Shouldtherebeaproblem withthepostoffice.e.gindustrialaction

likestrikes,thebusinessmaybeaffected
Difficulttooperateinplaceswherepostofficeservicesarepooror

unavailable
Chancesofbeingdefraudedarehigh.
FUNCTIONSOFRETAILERS
Thesecanbediscussedasservicesrenderedtoconsumers,
wholesalersandproducers
ServicesRenderedtoconsumers
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i) Offerscreditfacilities:Retailersareinclosecontactwiththe
consumersandsomemaygivethem creditfacilities

ii) After-salesservices:Retailerswhoselltechnicalgoodse.g.cars,
electronicse.t.cmayofferaftersaleservicestoconsumerse.g.
transport,installationrepaire.t.c

iii) Provisionofvarietyofgoods:Retailersstockawidevarietyof
goodsfrom differentwholesalersandmanufacturesenablingthe
consumerstohaveawidechoice.

iv) Advisingconsumers:Retailersmayofferadvicetoconsumerson
choiceanduseofproducts

v) Availingneededgoods:Retailersmakegoodsavailableto
consumersattherighttimeandplace

vi) Breakingbulk:Retailerssellgoodstoconsumersinconvenient
quantities

vii) Accumulatingbulk
viii)Stabilizingprices:Byensuringthatgoodsarecontinuously

availabletoconsumers
ServicesRenderedtowholesalers
i) Retailersstoregoodsandrelievethewholesalerstheburdenof

storinggoodsandthestoragecosts
ii) Theyrelievethewholesalerstheburdenoftransportation
iii) Retailersadvicewholesalersonmarkettrends(onconsumers

demand)andgivevaluableinformation
iv) Theyhelpindistributionofgoodstotheconsumers
v) Theyhelpinbreakingbulkonbehalfofthewholesaler
vi) Theyfinancewholesalerstocontinuewiththeiroperations

throughpayingforthegoods
vii) Theyrelievethewholesalerofsomerisksthatarisefrom the

storageofgoodssuchastheft,fireandaccidents.
ServicesRenderedtoproducers
i) Throughwholesalersretailersprovideveryvitalinformationto

manufacturesaboutmarketdemand
ii) Theyadvertisegoodsonbehalfofproducers
iii) Theysellandmarketgoodstoconsumers.Thisrelievesthe

manufacturesthetaskandriskofretailing
iv) Theystoregoodsonbehalfoftheproducers
v) Theybreakbulkonbehalfofproducerstoconsumers
vi) Theyfinanceproducersbybuyingandpayingcash



47

WHOLESALETRADE
Wholesalinginvolvessellinggoodsinlargequantitiestotradersfor
resale.Awholesalerisatraderwhobuysgoodsinbulkfrom
producers/manufacturesforresaletoretailersataprofit.
-Therearewholesalerswhocarryoutretailingbutthatdonotmake
them retailers.
Classificationofwholesalers/Typesofwholesalers
Wholesalersmaybeclassifieddependingonanumberoffactors.
Thesefactorsinclude;
a)Accordingtotherangeofgoodstheyhandle
b)Accordingtothegeographicalareainwhichtheyoperate
c)Accordingtotheirmethodofoperation.

i)Accordingtotherangeofgoodstheyhandle
Underthisclassification,wholesalersmaybeanyofthefollowing;

a)Generalmerchandisewholesalers
b)Generallinewholesalers
c)Specializedwholesalers

a)Generalmerchandisewholesalers
Thewordmerchandisemeansgoods.
-Thegeneralmerchandisewholesalersstockandsellawidevarietyof
goodse.g.hardware,clothes,cosmeticsandfoodstuffs.Theretailers
whobuyfrom thesewholesalersarethusabletogetawidevarietyof
goodsforresale.
-Theyarealsocalledgeneralwholesalersorfull-linewholesalers
b)Generallinewholesalers
-Thesearewholesalerswhodealinawidevarietyofgoodswithinthe
samelinee.g.textbooks,duplicatingpapersandothertypesof
stationary.
c)Specializedwholesalers
-Thesearewholesalerswhodealinaparticulargoodfrom agivenline
e.g.inthelineofgrains,theymayspecializeinmaizeonly.
ii)Accordingtothegeographicalareainwhichtheyoperate.
Underthiscategorywholesalersmaybe;

a)Nationwidewholesalers
b)Regionalwholesalers.

a)Nationwidewholesalers:
Thesearewholesalerswhosupplygoodstotradersinallpartsofthe
country.



48

-Theyestablishwarehousesordepotsindifferentareasfrom Kenya
NationalTradingCorporation(KNTC)
b) RegionalWholesalers
Thesearewholesalerswhosupplygoodstocertainpartsofthe
countryonly.Theymaycoveracounty,District,divisione.t.c
iii)Accordingtotheirmethodofoperation
Underthisclassification,wholesalerscanbe:

a)Cashandcarrywholesalers
b)Mobilewholesalers
c)Rackjobbers

a)Cashandcarrywholesalers:Thesewholesalerssellgoodsoncash
andself-servicebasislikesupermarkets

-Theyneitheroffertransportnorcreditfacilitiestotheircustomers.
b)Mobilewholesalers/Trackdistributors:Thesearewholesalerswho

usevehiclestomovefrom placetoplacesupplyinggoodsto
retailerse.g.sodadistributors,breaddistributors,beerdistributors
e.t.c.

c)Rackjobbers
Thesewholesalersspecializeinsellingcertain/particularproductsto
otherspecializedwholesalers.Theybuygoodsfrom producersorfrom
othercountriesforreselling.
E.g.somewholesalersbuyhorticulturalproductsfrom producersand
selltootherwholesalersinurbanareas
-Rackjobbersusuallystocktheirgoodsinshelvesorracksfrom which
customersselectthegoodstobuy.Customersmaybeallowedtopay
forthegoodsaftertheyhavesoldthem.
d)Dropshippers
Thesearewholesalerswhomakeordersforgoodsfrom
manufactures/producersbutdonottakethem from theproducers
premises.Theythenlookforthebuyersforthegoodsandsupplythe
goodsdirectlyfrom theproducers
Alternateclassificationofwholesalers
Analternativeclassificationofwholesalersisgivenbelow:
i) Thosewhobuygoodsstorethem inwarehousesandsellthem to

traderswithouthavingaddedanythingtothem.
ii) Wholesalerswhoactaswholesaler’sagentsorbrokers.These

aremiddlemenwhoarepaidacommissionfortheirworke.g.
commissionagents
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iii) Thosewhoafterbuyingthegoodsandstoringthem preparethem
forsale.Theybreakbulk,pack,brand,sort,gradeandblendthe
goods

Thesetermsareexplainedasbelow:
a)Breakingbulk-Reducingacommodityintosmallerquantitiesforthe

convenienceofthebuyere.g.buyingsugarfrom theproducerin
sacksandsellingitinpackets.

b)Packing-Puttinggoodsinpacketsandboxesreadyforsale.
c)Branding-Givingaproductanamebywhichitwillbesold
d)Sorting-Selectinggoodstodesiredsizes,weight,colourand

qualities
e)Grading-Puttinggoodsingroupsofsimilarqualitiestomakeit

easiertopricethem
f)Blending-Itinvolvesmixingdifferentgradesofaproducttoachieve

qualitiesliketasteandcolour.

Functionsofawholesaler
Thesecanbediscussedasservicesrenderedtoproducers,retailers
andtoconsumers.
Servicesofwholesalerstotheproducers
i) Theyrelievetheproducerstheproblem ofdistributionbybuying

goodsfrom them andsellingtoretailers
ii) Theyrelievetheproducersofsomeriskstheywouldexperience

e.g.damage,theft,fallindemande.t.c
iii) Savetheproducersfrom theproblem ofstoragebybuyinggoods

andkeepingintheirwarehouses
iv) Theypreparegoodsforsaleonbehalfoftheproducers
v) Theygetfeedbackfrom consumersonbehalfofproducers
vi) Theypromoteproductsthroughadvertising,displays,tradefairs

andexhibitions
vii) Theyfinanceproducersbybuyinggoodsfrom them andpayingin

cash.
ServicesofwholesalerstotheRetailers
i) Theystockawidevarietyofgoodsinlargequantitiesrelievingthe

retailerfrom buyingfrom differentproducers
ii) Theyavailgoodsatplacesconvenienttoretailers
iii) Theybreakbulkforthebenefitofretailers
iv) Theyoffertransportfacilitiestoretailers
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v) Theyofferadvisoryservicestoretailersregardingmarkettrends
vi) Theyoffercreditfacilitiestoretailers
vii) Theyengageinproductpromotiononbehalfofretailers
viii)Theysort,blend,packandbrandgoodssavingretailersfrom

havingtodoit.
Servicesofwholesalerstoconsumers
i) Theyensureasteadysupplyofgoodstoretailershence

consumersarenotfacedwithshortages
ii) Theyensureastablesupplyofgoodshencetherewillbestability

inmarketprices
iii) Theyenableconsumerstoenjoyawidevarietyofgoods
iv) Theybreakthebulkofgoodsthusenablingtheconsumerthrough

theretailertogetthegoodsinconvenientquantities
v) Theypreparegoodsforsalee.g.branding,blendingand

packaging
vi) Passinformationtoconsumersthroughretailersaboutthegoods

e.g.newproducts,newpricesandtheiruse.

DOCUMENTSUSEDINHOMETRADE
Abusinessdocumentisawrittenrecordwhichgivesevidencetoa
stageinthetransferofgoodsorprovisionofservicesfrom oneparty
oritiswrittenrecordwhichgivesevidencethattraderorabusiness
transactionhastakenplace.
Abusinesstransactionisadealbetweentwoormorepeopleinvolving
exchangeofgoodsandservicesintermsofmoney.
Businesstransactionmaytakeplaceoncashbasis;inwhichcase
goodsarepaidforbeforeorondeliveryorashortwhileafterdelivery
Businesstransactionmayalsotakeplaceoncreditbasis;which
meanspaymentismadeafteraspecifiedperiodfrom thedateof
deliveryofthegoodsortheprovisionoftheservices
Therearevariousbusinessdocumentsthatareusedinvariousstages
ofbusinesstransactionsasdiscussedbelow;
a)Documentsusedattheinquirystage
Thisisthefirststageintransaction.Aninquiryisarequestbya
prospectivebuyerforinformationonavailablegoodsandservices.Itis
aimedatestablishingthefollowing;
Whetherthegoodsorservicesrequiredareavailableforsale
Thequalityornatureoftheproductsavailable
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Thepricesatwhichthegoodsorservicesarebeingsold
Thetermsofsaleinrespecttopaymentanddeliveryofgoodsor

services
Someofthedocumentsusedatthisstageinclude;
i) Letterofinquiry;
Thisisaletterwrittenbyapotentialbuyertothesellertofindoutthe
goodsandservicesofferedbytheseller.
Aletterofinquirycanbegeneralorspecific.Aspecificletterofinquiry
seeksforinformationaboutaparticularproduct.
Replytoaninquiry
Thesellermayreplytotheletterofinquirybysendinganyofthe
followingdocuments;
-Pricelist-Acatalogue -Quotation -Atender
i)Apricelist
Thisisalistofitemssoldbythetradertogetherwiththeirprices.The
informationcontainedinapricelistisusuallybriefandnotillustrated
andmayinclude;
-Nameandaddressoftheseller -Listofthegoodsandservices
-Therecommendedunitpricesoftheproducts -Anydiscounts
offered
Pricelistshowthepricesofthecommoditiesatthattime.
ii) Acatalogue;Acatalogueisabasketwhichbrieflydescribesthe

goodsasellerstocks.
Itisnormallysentbythesellertothebuyerwhenthebuyersendsa
generalletterofinquiry.Itusuallycarriesillustrationsonthegoods
stocked,andcouldbeintheform ofattractiveandcolorfulpictures
Thecontentofacatalogueincludesthefollowing;
Nameandaddressoftheseller
Detailsoftheproductstobesold;inform ofpicturesand

illustrations
Thepricesoftheproducts
After-salesservicesofferedbytheseller
Packagingandpostingexpensestobeincurred
Deliveryservicestobeused
Termsofsale
-Cataloguescarrymoreinformationthanthepricelistandtheyare
moreexpensivetoprint.
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iii) Quotation;Thisisadocumentsentbyasellertoabuyerin
responsetoaspecificletterofinquiry.Itspecifiestheconditions
andtermsunderwhichtheselleriswillingtosupplythespecified
goodsandservicestothebuyer.

Thecontentofaquotationincludesthefollowing;
-Nameandaddressofseller -Nameandaddressofthebuyer
-Descriptionofgoodstobesupplied -Pricesofthe
commodities
-Termsofsalei.e.discounts,timeofsupply,delivery
-Totalofthegoodstobesupplied
Quotationsarenormallyinform ofletters,butmanylarge-scale
businesseshavepre-printedquotationsformswhichtheyreadilysend
tothepotentialcustomers.
iv) A Tender
Thisisadocumentofoffertosellsentbyasellertoabuyerin
responsetoanadvertisedrequest
Tenderscontainthefollowing;
-Datewhenthetenderadvertisementwasmade -Modeofpayment
-Dateofmakingdocument -Discountsgiven
-Nameandaddressofprospectivesellercalledthetenderer
-Thepricesatwhichthegoodscanbeprovided
-Periodofdelivery -Modeofdelivery
-Tendersaredeliveredinsealedenvelopeswhichareopenedbythe
buyeronaspecifieddate
Thewinningtenderisusuallyawardedontheofthelowestquoted
pricealthoughthebuyerisnotobligedtoacceptthisespeciallyif
qualityislikelytobelow
Tendersarenotbindingunlessacceptedbythebuyer.
b)Documentsusedattheorderstage
Afterreceivingrepliestoinquiryinform ofpricelist,catalogueor
Quotation,aprospectivebuyerwillstudythetermsandconditions
statedinthem,andthenmaydecidetobuyproductsornot.
i) AnOrder
Ifaprospectivebuyerdecidestopurchaseanitem(s),heorshethen
placesanorder
Anorderisadocumentsentbyapotentialbuyertoasellerrequesting
tobeprovidedwithspecifiedproductsunderspecifiedtermsand
conditions
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-Anorderissuedforgoodsiscalledalocalpurchaseorder(LPO)
Anorderissuedforservicesiscalledalocalserviceorder(LSO)
Waysofmakinganorder
i) Fillinganorderform.Thisisapre-printeddocumentthatisused

formakingorders
ii) Writinganorderletter
iii) Sendingane-mail,faxingorsendingashorttextmessage
iv) Givingaverbalorder.Verbalordershavethedisadvantageinthat

theycanbemisunderstoodandtherewouldbenorecordofitems
ordered

-Wherewrittenordersaremade,thepotentialbuyerkeepsacopyof
theorderforuseinverifyingthegoodsorderedwhentheyaredelivered.
-Awrittenordermaycontainthefollowing;
Nameandaddressofthebuyer
Nameandaddressoftheseller
Thenumberoftheorder
Quantitiesorderedandtotalamounttobepaid
Descriptionofthegoodsordered
Priceperitem
Specialinstructionsonsuchmattersaspackaginganddelivery
ii) Acknowledgementnote
Onreceivingtheorder,thesellersendsthebuyeranacknowledgement
note
Anacknowledgementnoteisadocumentsentbythesellertothe
prospectivebuyertoinform him/herthattheorderhasbeenreceived
anditisbeingactedupon.
Aftersendingtheacknowledgementnote,thesellerhastodecide
whethertoextendcredittothebuyerornot.Atthisstage,theseller
hasthefollowingoptions;
i) Ifthesellerisconvincedthatthebuyeriscreditworthy,

arrangementsaremadetodelivertheorderedgoodsorservices
tothebuyer.

ii) Ifthesellerisnotsureofcreditworthinessofthebuyer,acredit
statusinquirycanbeissuedtothebuyer’sbankersortoother
supplierswhodealwiththebuyertoascertainthecredit
worthiness.

iii) Ifthebuyerisnotcreditworthythenapolitenoteoraproforma
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invoicecanbesenttohim/her
Aproformainvoice
Thisisadocumentsentbythesellertothebuyerrequestingthebuyer
tomakepaymentforgoodsorservicesbeforetheyaredelivered.It
indicatesthatthesellerisnotwillingtograntthebuyercredit
Functionsofaproformainvoice
i) Apolitewayofaskingforpaymentbeforethegoodsaredelivered
ii) Sentwhenthesellerdoesnotwanttogivecredit
iii) Usedbyimporterstogetcustomersclearancebeforegoodsare

delivered
iv) Issuedtoanagentwhosellsgoodsonbehalfoftheseller
v) Showwhatthebuyerwouldhavetopayiftheorderisapproved
vi) Canbeusedtoserveasaquotation
Circumstancesunderwhichapro-formainvoicemaybeused
Ifthesellerdoesnotwanttogivecredit
Ifthesellerwantstosellgoodsthroughanagent
Ifthesellerwantstogetclearanceforimportedgoods
Ifthesellerwantsittofunctionasaquotation
Ifthesellerwantstoinform thebuyerwhathe/shepayiftheorderis

approvede.t.c
DocumentsusedattheDeliverystage
Afterthesellerhasacceptedtheordersentanacknowledgementnote
andwherenecessarythepro-formainvoice,thesellerthenprepares
thegoodsfordeliverytothebuyer.Thiscanbedoneinthefollowing
ways;
Thesellercanaskthebuyertocollectthegoods
Thesellercandeliverthegoodstothebuyerusinghis/herown

meansoftransport
Thegoodscanbedeliveredtothebuyerthroughpublictransport
Theservices(s)canberenderedtothebuyeratthesellersorthe

buyer’spremisesoratanyconvenientplace.
Themaindocumentsthatareusedatthisstageare;
i) Packingnote;Beforedeliverygoodsarepackedfordispatch.This

isadocumentpreparedbythesellershowingthegoods
contained/packedineverycontainer,boxorcartonbeing
deliveredtothebuyer

-Acopyofthepackingnoteispackedwiththegoodstomake/helpthe
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buyerhaveaspotcheck.
Thecontentsofapackingnoteinclude;

-Descriptionofgoodspacked
-Quantitiesofgoodspacked
-Themeansofdelivery
NOTE:Apackingnotdoesnotcontainpricesofgoods.Thisensures
thatthosepeopleinvolvedincheckingandtransportinggoodsdonot
knowthevalueofgoods.Thisisdoneasaprecautionagainsttheft.
ii) Advicenote;Thisisadocumentsentbythesellertothebuyerto

inform thebuyerthattheorderedgoodshavebeendispatched.It
isusuallysentthroughthefastestmeanspossible.

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

anydelayindelivery,thebuyercanmakeinquiries
b)Alertingthebuyersothatnecessaryarrangementscanbemadefor

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

accompanythegoodsbeingdelivered.
-Adeliverynoteisalwaysmadeintriplicate(3),onecopyremainswith
thesellerandtwosenttothebuyer.
-Whenthegoodsreachthebuyer,he/sheconfirmsthatthegoodsare
theonesorderedforandthattheyareintherightconditionby
comparingthedeliverynote,theorderandthegoods.Ifthebuyeris
satisfiedwiththegoods,he/shesignsthetwocopies,retainsthe
originalandsendthecopybacktotheseller.Thisservesasevidence
thatthegoodshavebeenreceivedintherightconditionandintheright
quantities.
-Somebusinesseskeepdeliverybooksinwhichthebuyersignsto
indicatethatgoodshavebeenreceivedingoodcondition.Adelivery
bookisusedbythesellerifhe/shedeliversgoodsbyhimself/herself
asanalternativetoadeliverynote
Thecontentofadeliverynoteincludesthefollowing;
a.Nameandaddressoftheseller
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b.Nameandaddressofthebuyer
c.Dateofdelivery
d.Deliverynotenumber
e.Descriptionofthegoodsdelivered
f.Quantitiesofthegoodsdelivered
g.Spaceforthebuyertosignandcommentontheconditionofthe

goodsreceived.
iv) Consignmentnote
Thisisadocumentpreparedbyatransportertoshowthathe/shehas
beenhiredtodeliverspecifiedgoodstoaparticularbuyer.This
documentisusedwhengoodsaredeliveredtothebuyerbypublic
meansoftransporte.g.bytrains.
-Theselleristheconsignor,thebuyeristheconsigneeandthegoods
theconsignment
-Thetransportingcompanypreparestheconsignmentnoteandgives
thesellertocompleteandsign.Thesellerthenreturnsthenotetothe
transporter(carrier)whotakesittogetherwiththegoodstothebuyer.
-Onreceivingthegoods,thebuyersignstheconsignmentnoteas
evidencethatthegoodswereactuallytransported.
Thecontentofaconsignmentnoteincludesthefollowing;
Detailsofthegoodstothetransported
Nameaddressofseller(consignor)
Nameandaddressofbuyer(consignee)
Termsofcarriageandconditionsoftransportingthegoods
Thetransportationcost
Handlinginformation
Destinationofgoods

v) GoodsReceivednote;Thisisadocumentsentbythebuyertothe
sellertoinform him/herthatgoodssenthavebeenreceived.It
usuallypreparedinduplicate,theoriginalissenttothesellerand
thecopyretainedbythebuyer.

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

damagedontheway,thebuyermayreturnthem totheseller.The
buyermayalsoreturngoodsforotherreasonse.g.

Wrongtypeofgoods
Excessgoods
Wrongqualitygoods
-Whenthegoodsarereturned,thebuyerinformsthesellerofthereturn
bysendingagoodsreturnednote.
-Agoodsreturnednoteisadocumentsentbyabuyertoasellerto
inform him/herthatcertaingoodsarebeingreturnedtotheseller.
-Wherethegoodsarereturnedbecauseofdamage,thenotemaybe
referredtoasthedamagedgoodsnote.
Thecontentsofthegoodsreturnednoteinclude;
Detailsofgoodsthathavebeenreturnedtotheseller
Dategoodsarereturned
Thenumberof(GRN)
Ordernumber
Deliverynumber
Nameandaddressofbothbuyerandseller
-Whenthesellerreceivesthenotetogetherwiththegoods,heissuesa
creditnote
d)Documentsusedattheinvoicingstage
Thisstageinvolvesthesellerrequestingordemandingforpayment
from thebuyerforthegoodsorservicesdelivered.

Someofthedocumentsusedatthisstageinclude:
a) Invoice

Thisisadocumentsenttothebuyerbythesellertodemandfor
paymentforgoodsdeliveredorservicesrendered.
Therearetwotypesofinvoicesnamely:

a)Cashinvoice-Thisissentwhenpaymentisexpectedimmediately
afterdeliverythusactingasacashsalereceipt

b)Acreditinvoice-Thisissentwhenabuyerisallowedtopayata
laterdate.
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Functionsofaninvoice
i) Itshowsthedetailsofgoodssoldi.e.quantitydelivered,unitprice,

totalvalueofthegoodsandtermsandconditionsofsale.
ii) Itisarequesttothebuyertomakepayment
iii) Itservesasanevidencethatthebuyerowestheselleracertain

amountofmoney
iv) Itisusedasasourcedocumentinrecordingthetransactionin

thebookofaccounts.
Thecontentsofaninvoiceincludethefollowing:
Invoicenumber
Nameandaddressoftheseller
Nameandaddressofthebuyer
Datedocumentisprepared
Detailsofgoodsrepaired
Unitpricesofgoodsdelivered
Totalvalueofgoods
Discountsoffered
EandO.Eprintedatthebottom
ThelettersEandO.E(ErrorsandOmissionsExcepted)meansthe
sellerreservestherighttocorrectanyerrorsandomissionsmadein
theinvoice.
-Onreceivingtheinvoice,thebuyerverifiesthecontentsusingthelocal
purchaseorderandthedeliverynote.Iftheinvoiceisinorder,the
buyermakesarrangementstopaytheamountstated.
Businesseswhichofferservicesissueadocumentcalledabill,which
servesthepurposeofaninvoice.

DifferencesBetweentheinvoiceandpro-formainvoice
Theinvoice Thepro-formainvoice

1)Itisissuedaftergoodsand

serviceshavebeendelivered

1)Itisissuedbeforegoodsand

serviceshavebeendelivered

2)Itshowsthetotalvalueofthe

goodsorservicesoncredit

2)Showsthetotalvalueof

goodsandservicestobe
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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)to
correctanovercharge.Itisusedtoinform thebuyerthattheamount
payablebyhim/herhasbeenreduced
Anoverchargeisanexcessamountchargedbeyondtherightprice.
Causesofoverchargemayinclude;
Arithmeticalerrorslikewrongaddition
Priceovercharges
Inclusionofwrongorunordereditemsintheinvoice
Failuretodeducttheallowablediscounts
Returnofgoods(damagedgoods)
Failuretonotethereturnbythebuyerofpackingcasesor

containersusedtodelivergoodstohim/her
Useofwrongpricelist.
-Thepurposeofthecreditnoteistoreducethetotalinvoiceamountby
theamountoftheovercharge.
-Acreditnoteisusuallyprintedinredtodistinguishitfrom other
documents.
-Contentsofacreditnoteinclude;
Nameandaddressofthesellerandthebuyer
Creditnotenumber
Datedocumentisprepared
Descriptionandvalueofgoodsreturnedbybuyer(incasethatwas
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done)
Totalovercharge
Reasonswhyasellerwouldsendacreditnotetoa
buyer/circumstancesunderwhichacreditnoteissenttoabuyer.
-Whenthereisanoverchargeinaninvoice
-Whentheoriginalinvoicehadindicateditemsthatwerenotsupplied
-Whenthebuyerreturnsemptycases/cratesthathadbeenchargedin
theinvoice.
-Whenthebuyerreturnssomegoodstotheseller
-Ifthebuyerwasentitledtoadiscountwhichwasnotgivenortaken
careofintheinvoice.

c) Debitnote
Thisisadocumentsentbythesellertothebuyertocorrectan
underchargeontheoriginalinvoice.Itisusedtoinform thebuyerthat
theamountpayablebyhim hasbeenincreased.
-Adebitnoteactsasanadditionalinvoice.
-Anunderchargeariseswhenamountchargedonproductsislessthan
theirrightprice.
Causesofunderchargeinclude:

Priceunderchargesonitems
Arithmeticerrors/mistakenincalculation
Omissionofitemsintheinvoice
Retentionofcratesandcontainersthatwerenotinvolvedbythe

buyer
Deductionsofmorediscountthanwhatwasgive/intended

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

1)Issuedtocorrectan

underchargeontheinvoice.

1)Issuedtocorrectan

overchargeontheinvoive.

2)Writtenonblueorblack. 2)Usuallywritteninred
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3)Issuedwhencontainershave

notbeenreturned

3)Issuedwhencontainershave

beenreturned.

Documentsusedatthepaymentstage
Thisisthefinalstageofacreditbusinesstransaction.Ittakesplace
aftertheinvoicehasbeenreceivedandascertainedtobecorrector
wherenecessary,correctionsmade.
Thedocumentsusedatthepaymentstageinclude;

i) Receipt
Thisisadocumentissuedtothebuyerbythesellerasproofthat
paymenthasbeenmade.
-Paymentcanbedoneincash,cheque,otherformsofmoneyorinkind
-Thereceiptalsoservesasasourcedocumentformakingentriesin
booksofaccounts.
Contentsofthereceiptinclude;
Dateofpayment
Nameofthepersonmakingpayment
Nameofperson/institutionreceivingpayment
Amountpaidinwordsandfigures
Meansofpayment
Receiptnumber
Signatureofpersonissuingthereceipt.
-Theissuanceofareceiptbythesellertothebuyerafterreceiving
paymentmarkstheendofthecredittransactionbetweentheseller
andthebuyer(wherepaymenthasbeendoneinfull)
-Areceiptservesthesamepurposeasthecashsaleslip

ii) StatementofAccount
Thisisadocumentpreparedbythesellerandsenttothebuyer,giving
asummaryofallthedealings/transactionsbetweenthem duringa
particularperiodoftime,usuallyamonth.Ithasthefollowingdetails;
Datewhenitwasprepared
Nameandaddressoftheseller
Nameandaddressofthebuyer
Accountnumber
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Datecolumn-wherethedateofeachtransactionisrecorded
Particulars(Details)column-wheretheexplanationofeach

transactionisshown
Moneycolumn
-Debitcolumn-increasesintheamountspayableduetocreditsalesor
underchargecorrection.
-Creditcolumn-Decreaseintheamountspayableduetoovercharges
correctedorpaymentsrecorded.
-Balancecolumn-Amountowingaftereachtransaction(Balance
outstanding)
Anydiscountsallowedtothebuyer
Datewhenthebuyerisexpectedtoclearthebalance
Termsofcredite.t.c.
-Thestatementofaccountenablesthebuyertoascertainthe
correctnessofthetransactionswhichhavetakenplacewiththeseller
overthestatedperiod.
iii)IOU

AnIOU(Ioweyou)isadocumentwrittenbythebuyerandsenttothe
sellertoacknowledgeadebt.
-Itdoesnotspecifydatewhensettlementwillbemade.
-Itactsasevidencethatadebtexists.
Summaryofdocumentsusedinhometrade
Documentsentbybuyer Documentsentbyseller

-Letterofinquiry -Pricelist

-Order -Catalogue

-Goodsreceivednote -Quotation

-Goodsreturnednote -Tender

-IOU -Acknowledgement

-Advicenote

-Packagingnote

-Deliverynote
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-Consignmentnote

-Invoice

-Proformainvoice

-Creditnote

-Debitnote

-Receipt

-Statementofaccount

MEANSOFPAYMENTS
Thesearethemethodsorwaysthebuyermayusetosettledebts
arisingfrom abusinesstransaction.Thesearevariousmeansof
paymentsthatcanbeused.Thesemeansofpaymentscanbeputinto
thefollowinggroups;
i) Cash
ii) Meansofpaymentprovidedbythepostoffice
iii) Meansofpaymentsprovidedbythecommercialbanks
iv) Meansofpaymentswhicharisefrom privatearrangements

betweensellersandbuyers
v) Othermeansofpayment.
i) Cash
Thisreferstotheuseofnotesandcoinstomakepayments.Currency
notesandcoinsareissuedbythecentralBankofKenyaandare
thereforelegaltender
-Legaltendermeanseveryoneisobligedbylawtoacceptthem asa
meansofpaymenti.e.noonecanrefusetoacceptthem astheyare
backedbythelaw.Notesandcoinsareavailableindifferent
denominationsasfollows;
Coins;5cents,50cents,sh.1,sh.5,sh.10andsh.40
Notes;sh.10.sh.20,sh.50,sh.100,sh.200,sh.500andsh.1000.
-Coinsaresuitableforsettlingsmalldebtsandareacceptableaslegal
tenderuptoacertainmaximum e.g.50centscoinsthemaximum is
sh20andsh.1themaximum isksh.100.
Advantagesofcashasameansofpayment:
i) Itistheonlymeansofpaymentwhichisalegaltender
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ii) Convenientforsettlementofsmalldebts
iii) Convenienttopeoplewithorwithoutbankaccounts
iv) Cashisreadilyusable
Disadvantagesofcashasameansofpayment
i) Notconvenienttocarryaround
ii) Cashcanbelostorstoleneasilyasitisreadilyusable
iii) Paymentisdifficulttoproveunlessareceiptisissued
Circumstancesunderwhichcashpaymentisappropriate
i) Wheretheamountsinvolvedaresmall
ii) Wherethepayee(receiver)doesnotacceptothermeansof

payment
iii) Wherecashistheonlymeansavailable
iv) Wherethepayeerequirescash(money)urgently
v) Wherethereisneedtoavoidexpensesassociatedwithother

meansofpayments
ii) Meansofpaymentsprovidedbythebanks
Commercialbanksarefinancialinstitutionsthatacceptdepositsto
andwithdrawalsfrom them.
Theyalsolendmoneytocustomers.Examplesofcommercialbanks
include:CommercialbankofKenya,NationalbankofKenya,Barclays
bank,andCo-operativebanke.t.c
-Therearevariousmeansofpaymentsprovidedbythecommercial
banks.Theyare:
a.Cheques
b.Bankdrafts/bankerscheques
c.Credittransfers
d.Standingorders
e.Travellerscheques
f.Telegraphictransfers
g.Debitcards
h.ElectronicfundTransfer(E.F.T)
a)Cheques
Thisisawrittenorderbyanaccountholderwiththebank(drawer)to
thebank(drawee)topayondemandaspecifiedamountofmoneyto
thenamedperson(payee)orthebearer
Partiestoacheque
i) Drawer-Thisisthepersonorinstitutionwhowritesandissuesthe

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

ii) Crossedcheques
Thisisachequethatbearstwoparallellinesontheface.Thismeans
thechequecannotbecashedoverthecounter.Thechequeis
depositedinanaccount(payee’saccount)
Thepayeethenwithdrawsthemoneyfrom his/heraccount
Acrossedchequecanbeopenedbythedrawersigningtwiceonits
face.
-Acrossingcanbegeneralorspecial
-Generalcrossing-generalcrossingsonlycontainsthetwoparallellines.
Thisimpliesthatthechequewillbepaidthroughanybankinwhichitis
deposited.
-Specialcrossings-Hasotherinstructionsincludedinthecrossingi.e;

Notnegotiable-Meansthechequecanbetransferredbythepayee
toathirdparty,buthethirdcannottransferthecheque(onlythe
originalpayeecantransferthecheque)
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Accountpayeeonly-Meansthechequeshouldbedepositedinthe
accountofthepayee.

Nottransferable-Meansthereisnonegotiationortransferofthe
cheque

iii) Bearercheques-Thischequedoesnothavethenameofthepayee
writtenonit.Thepersonpresentingittothebankistheonewho
ispaid.

iv) Ordercheque-Thechequebearsthenameofthepayee.Thebank
paysthisparticularpayeetheamountstatedinthechequeafter
properidentification

Dishonouringacheque
Achequeisdishonoredifthebankrefusestopayandreturnsthe
chequetothedrawer.
-Achequecanbedishonoredduetothefollowingreasons:

i. Insufficientfundsintheaccount
ii. Ifthesignatureonthechequediffersfrom thedrawersspecimen

signatureinthebank.
iii. Ifthechequeisstalci.e.presentedforpaymentaftersixmonths

from thedateofissue.
iv. Ifthechequeispostdated-meaningthechequeispresentedfor

paymentearlierthanthedateonthecheque
v. Iftheamountinfiguresisdifferentfrom theamountinwords

vi. Iftherearealterationsonthechequewhicharenotcountersigned
bythedrawer

vii. Ifthechequeistorn,dirtyordefauldmakingitillegible
viii. Iftheaccountholder(drawer)isdeadandthebankisawareofthe

fact
ix. Ifthedrawerinstructsthebanknottopaytheparticularcheque
x. Ifthechequecontainserrorswhichneedtobecorrected

xi. Ifthedrawerbecomesbankruptorinsane
xii. Ifthedrawerhasclosedhis/heraccount.

Advantagesofusingcheques
i) Theyaremoresecurethannotesandcoinsbecauseiftheyare

lostorstolen,theycanbetracedtothepersonwhocashedthem.
ii) Theyareconvenienttocarryandcanbeusedtopaylargesum of

moneywhichwouldbeotherwiseinconvenienttopayusingcash
iii) Theycanbetransferredtoathirdpartytomake

payment/chequesarenegotiable
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iv) Paymentcanbemadebychequewithouttheneedtotravelto
makepayment

v) Theyprovidearecordofpaymentbecauseofthecounterfaits.The
counterfaitsactsasproofthatpaymenthasbeenmade.

vi) Underspecialcircumstances,theycanbecashedordiscounted
beforematurity.

Disadvantagesofusingcheques
i) Chequescanbedishonored
ii) Requiresthepayeetogotothebankandinsomecasestohave

anaccount
iii) Thedrawerpayssomechargese.g.chargesforthechequebook
iv) Canonlybeissuedbyanaccountholder/thedrawermusthavean

account
v) Theyarenotreadilyacceptablebyeverybody
vi) Theydonotprovideimmediatecash.
Circumstancesunderwhichachequeisappropriateasameansof
payment
Wheretheamountofmoneyinvolvedislarge
Wherethepolicyofthebusinessdemandsso
Whereachequeistheonlymeansavailable
Wherethereisneedtoavoidotherrisksassociatedwithother

meansofpayments
b)Bankdrafts/Banker’scheques
-Thisisachequedrawnonabanki.e.achequedrawnbyonebankto
anotherrequestingthelatterbanktopayanamedpersonorinstitution
aspecifiedsum ofmoneyandchargeittothedrawingbank
-Itcanalsobedrawnbyabankontherequestofacustomer.The
customerfillsinanapplicationform obtainedfrom abankandhandsit
overtothebanktogetherwiththemoneyshewantstotransferanda
commissionfortheservice.
-Thebankthenpreparesthechequeandgivesittotheapplicantwho
canthensendittothepayee
-Abankdrafthasthedrawingbank’sguaranteeforpayment.Itis
thereforemorereadilyacceptablethanpersonalcheques.
-Itissuitablewhenurgencyisdesiredinthepaymentasitismore
readilyacceptable.
c)Credittransfer
Thisisameansofpaymentprovidedbycommercialbankstotheir
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currentaccountsholderswhowanttopaymanypeopleusingone
cheque/atthesametime
-Onechequeisdrawnandisusuallyaccompaniedbyalistofthe
peopletobepaid,theamounttobepaidtoeachpersonandthe
addressesofthebankbrancheswherethepaymentistobemade.
-Thebankthenensuresthatacredittransferisaffectedtothevarious
bankbranchesandeachpayeeispaid
-Acredittransferisusuallyusedbyemployerstopaysalariestotheir
staffmembers.
d)Standingorder
Thisisaninstructiontoabankbyanaccountholdertopayanamed
personoranorganizationafixedamountofmoneyatregularintervals
overaspecifiedperiodoftimeoruntilstopped
-Itisaveryusefulmeansofpaymentforbusinesspeopleasitenables
them toregularlypaytheirrecurrentbillse.g.water,insurance,
electricity,loanpayment,hirepurchasepaymente.t.c
e)Traveler’scheques
Thisisachequedrawnbyonebanktoanotherrequestingthelatterto
payaspecifiedsum ofmoneytoanamedbearer,whousuallywould
haveboughtthatchequefrom issuingbank.Thechequeholderpays
thevalueofthechequeplusthechargesfortheservicestotheissuing
bank.
-Travellerschequesareusuallyissuedinfixeddenominationsandare
veryconvenientfortravelpurposes,hencetheirname.Theyenablea
persontotravelwithouthavingtocarryalotofcash.Thechequesare
alsoreadilyacceptableasameansofpayment.
f)TelegraphicTransfers
Thisisamethod/meansoftransferringmoneyofferedbycommercial
bankstoanybodywhowantstosendmoneytoanother
Thesenderisrequiredtofillanapplicationform andprovidethe
followinginformationamongothers:
-His/hername -Theamountofmoneytoberemitted
-Nameofthepayee -Thebankwherethemoneywouldbepaid
Theapplicantischargedacommissionandtelegraphfee.Thepaying
banksendsatelegram tothepayeewhohastoidentifyhimself/herself
beforethepaymentismade
Themethodisfastandsafe.
g)Debitcards
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Theseareplasticcardsissuedbyfinancialinstitutionse.g.banksthat
enablesapersontopurchasegoodsandservicesfrom anybusiness
thatacceptsthem.
Debitcardsareusedtomakepaymentsfrom moneyheldinones
accountsandarethereforeanalternativetocashpayments.Examples
areATM cards.
h)ElectronicFundTransfer(E.F.T)
EFTisamethodoftransferringmoneyfrom oneaccounttoanother
wherecomputersareused.Thesenderisrequiredtofillanelectronic
fundtransferform providedbythebankwhichinstructsthebankto
transfermoneyfrom his/heraccounttoanamedaccount.
Informationisthensenttothepayee’sbankelectronicallyandthe
amountintheaccountisincreasedaccordingly.Themethodisvery
fast.

iii. Meansofpaymentsprovidedbythepostoffice
Thepostofficeprovidesmeansofpaymentsthatcanbeusedto
transfermoneyfrom onepersontoanother
Themeansofpaymentsprovidedbythepostofficetofacilitate
paymentsincludes,
a.Moneyorders
b.Postapay
c.Postalorders
d.Postagestamps
e.Premium bonds
a)Moneyorders
Amoneyorderfacilitatesthetransferofmoneyfrom onepersonto
anotherthroughthepostoffice(and/orbank)
Amoneyorderisusuallyforaspecifiedsum ofmoneyusually
purchasedwithcashfrom thepostoffice
Apersonwishingtosendmoneyusingthismethodvisitsapostoffice
andcompletesanapplicationform.Someofthedetails
contained/givenintheform include:
Theamountofmoneytoberemitted
Nameofthepayee
Thenameofthepostofficewherethemoneyorderwillbecashed
Nameandaddressofthesender
Whetherthemoneyorderistobeordinaryorsentbytelegraph
Whetherthesenderwishestobeinformedifthemoneyhasbeen
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paid
Whetherthemoneyistobepaidthroughabankaccountoratthe

postofficecounter.
Theapplicationform,moneytoberemittedandcommissionforthe
serviceishandedtothepostofficeclearkwhopreparesthemoney
orderandgivesittothesenderwhomaypostitorsendittothepayee.
-Telegraphicmoneyorders,thepostofficesendsatelegram tothe
payeeinforminghim/hertogotothepostofficeandclaim themoney.
-Beforepaymentismade,thepayeemust;
Identifyhimself/herselfbyproducinganIDcard
Identifythepersonwhosentthemoney.
-Thesenderofthemoneyisleftwithacounterfoilwhichservesas
evidencethatmoneywassentanditcanbeusedtoreclaim themoney
ifitdidnotreachthepayee
-Moneyordermaybeopenorcrossed.Acrossedmoneyorderbears
twoparallellinesdrawndiagonallyonitsfaceandmustbedeposited
inthebankaccountofthepayee.Itcannotbecashedoverthecounter
atthepostoffice.
-Anopenmoneyordercanbepresentedforpaymentatthepostoffice
counter.
Circumstancesunderwhichmoneyorderisappropriate
a)Whereitistheonlymeansavailable
b)Whereothermeansarenotacceptable
c)Wherethereisneedtoavoidinconveniencesorrisksassociated

withothermeans
b)Postapay
ThisisanElectronicFundTransfer(EFT)serviceofferedbythepostal
corporationofKenya,forsendingandreceivingmoneyinstantlyfrom
variousdestinationsbothlocallyandinternationally.
-Thepersonsendingmoneyfillsinaform called‘sendform’givingthe
followingdetails;
Name,addressandtelephonenumberofsender
Name,addressandtelephonenumberofreceiver
Paycity,townandlocationofthereceiver
Signatureofthesender
Amounttobesent
-Thesenderhandsovertheform,theamountofmoneytobesentand
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thecommissiontothepostofficeclerkforprocessing
-Thetransferisdoneviatheinternetthroughamachinethatgivesa
twelve-digitnumberforthetransactioncalledthe‘Transactioncontrol
number’(TCN).Thesenderthenconveysthisnumber,amountsentand
paylocationtotherecipientandinstructionstotherecipienttovisitthe
namedpostofficeforpayment.Thismessageisusuallyconveyed
throughthequickestmeanspossiblesuchasatelephonecall
-Thesenderisgivenacopyoftheprocessed‘sendform’asproofthat
moneyhasbeensent.Thepostofficeretainstheoriginalforrecord
purposes.
-Whenthereceivervisitsthepostoffice,he/shewillfilla‘receiverform’
givingthefollowingdetails;
i)Thetransactionnumber(i.e.thetwelve-digitnumber)
ii)Theexpectedamount
iii)Thename,addressandtelephonenumberofthesender
iv)Thecitytownorlocationofthesender
v)Signatureofthereceiver
ThereceiverthenidentifieshimselforherselfbyproducinganIDcard
orpassportbeforereceivingthemoney.
-Therecipient/payeeisthengiventhemoney,acopyofthereceive
form asproofofhavingreceivedthemoney.Thepayingpostoffice
retainsacopyasproofofpayment.
AdvantagesofusingPostapayasameansofpayment
i)Accessibility-Postapayoutlets(postoffices)arelocated

countrywidetoeliminatemovementoverlongdistancestoget
money

ii)Easeofuse-Sendingorreceivingmoneyiseasyasoneonlyneeds
tofillaform whichisprocessedimmediately

iii)Speed-thetransferofmoneyisinstant(fast)
iv)Security-Confidentialityinthetransmissionofmoneyisprovided

andmoneyisonlypaidtothepersonintended
v)Convenience-Postapayservicesareofferedforlonghoursduring

thedayandpaylocationsareconvenientlylocated
vi)Affordability-Postapayservicesarerelativelyaffordableaslarge

amountscanbesentatreasonablecosts.

c)Postalorders
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-Postalordersaresoldbythepostofficeforthepurposeofremitting
money
-Theyareavailableinfixeddenominationsofsh.5,10.20,40,60,80,100
and200
-Onbuyingapostalorder,thesenderpaysforboththefacevalueof
thepostalorderandacommissionchargedfortheservice
-Postalordersjustlikemoneyordersareissuedwithcounterfoilsthat
thesenderwillkeepasevidenceofremittanceincasethepersonto
whom he/sheremitsthemoneydoesnotreceiveit.
Thesenderwritesthenameofthepayeeonthepostalorderasa
safetymeasure.
Paymenttothebearercanbemadeinanypostofficewithpostalorder
facilities
Postalordersmayalsobecrossedoropen(seecrossedandordinary
moneyorders)
Circumstancesunderwhichpostalordersareappropriate
i)Wheretheamountsinvolvedaresmall
ii)Whereitistheonlymeansavailable
iii)Wherethereisneedtoavoidinconveniencesandrisksassociated

withtheothermeansofpayment.
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
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d)Postagestamps
Postagestampsmaybeusedtopaysmallamountsofmoney.The
persontowhom thestampsaresentcanthenusethem forsending
mailand/ortopaysomeoneelse.

e)Premium Bonds
Premium bondsareissuedbythepostofficeindenominationsof
sh.10andsh.20.Theymatureafteragivenperiod,afterwhichonecan
cashthem.
-Bearerscanalsoenterintodrawssoastowinmoney.
-Premium bondscanbeusedtosettledebts,butitisnotasafe
methodbecausetheycanbecashedbyanybodyi.e.bythebearer.
Circumstancesunderwhichpostagestampsandpremium bondsare
used
i)Wheretheamountsinvolvedaresmall
ii)Wheretheyaretheonlymeansavailable.
Meansandpaymentswhicharisefrom privatearrangementsbetween

thesellersandthebuyers
Therearevariousbusinessdocumentsthatoriginatefrom private
agreementsbetweenbuyersandsellers.Thebuyeracknowledgesthe
creditandacceptstopayatspecifiedfuturedatesbysigningsome
documents.Thesedocumentsinclude;
a.IOweyou(IOU)
b.Billofexchange
c.Promissorynote.
a)BillofExchange
Thisisunconditionalorder,inwriting,addressedbyonepersonto
another,requiringthepersontowhom itisaddressedbyonepersonto
another,requiringthepersontowhom itisaddressedtopayon
demand,oratastatedfuturedate,thesum ofmoneyonthebilltothe
drawer,oranamedpersonortoabearer.
i)Order-isacommandnotarequest
ii)Unconditional-Withoutconditioni.e.nouseofsuchwordsas‘if’or

‘whom’
iii)Thebillmustbeinwriting
iv)Amountofmoneymustbeclearlystated
v)Payeemustbenamed.He/shecanbethedrawerorsomeoneelse
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orthebearer
vi)Dateofpaymentmustbestatedorcanbedeterminede.g.‘Two

monthsfrom thedateoftoday’orThreedaysafter31stJanuary
2012’

-Abillofexchangeispreparedbyacreditortoadebtorwhenacreditor
wantstobeassuredofpaymentbyadebtoronagivenfuturedateor
whenaskedtodosobythecreditor
-Ifthebuyer/debtorsignsthebill“accepted”thenhe/shecannotdeny
responsibilityforthedebtsincehe/shehasacknowledged
responsibilityforthedate.
Procedureforpreparingabillofexchange
Abillofexchangeiswrittenbyaperson(creditor)tohisdebtortoseek
assurancethatthedebtorwouldpaythedebt.
Step1.Thecreditorpreparesthedraftandsendstothedebtor.
Step2.Thedraftandafteracceptingtheconditionslaidtherein,he/she
signsonitandwritethewords“accepted”.He/shethensendsitback
tothecreditor.Atthispointthedraftbecomesabillofexchange.
Step3.Thecreditorreceivesthebillandmay:
i)Keepituntilmaturitywhenhewouldpresentittothe

debtor(accepted)forpayment
ii)Discountitwithabank.Thisispresentingtoabankoranyfinancial

institutionandreceivingcashagainstitbeforethematuritydate.
Oneishowevercharged(discountingcharge)fortheservice

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

paythevalueofthebillofexchange(thecreditor)
ii)Drawee-Thisisthepersontowhom theordertopayisgiven

(Debtor).Heorsheacceptsthebill.
iii)Payee-Thisisthepersontowhom thepaymentistobemade.The

payeemaybethedrawer,or
EssentialsofabillofExchange
i)Itmustbesignedbythedrawer(creditor)
ii)Itmustbeacceptedbythedrawee(debtor)
iii)Itmustbeacceptedunconditionally
iv)Itmustbearappropriaterevenuestamps
NOTE:Abillofexchangebecomesameansofpaymentwhenitis
presented(discounted)tothebanksornegotiated.
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AdvantagesofusingaBillofexchange
i)Theholdermaypassrightsonthebilltoanotherperson
ii)Dateofpaymentisdetermined
iii)Acceptancebythedebtormakesitlegallybinding
iv)Thepayeemayreceivemoneybeforeduedatesbydiscounting
DisadvantagesofusingaBillofExchange
i)Itmaybedishonouredonmaturity
ii)Cashmaynotbereadilyavailableasbanksmaybereluctanttocash

billsfrom debtorsofdoubtfulfinancialbackgrounds
iii)Itisanexpensiveform ofcreditasthecreditormaylosepartofthe

facevalueofbillinform ofdiscount
CircumstancesunderwhichaBillofexchangeisappropriate.
-Whenthecreditorwantstobeassuredthatthepaymentwouldbe
done
-Wherethecreditorwantsmoneywhilethedebtorisnotabletoraiseit
beforetheendofthecreditperiod
-Wherethecreditorwantstousethedebttopayanotherdebt.
b)Promissorynote;Thisisadocumentinwhichadebtorpromisedto

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

committingtopaythemoney
v)Thewriter/makerisliableonthenoteashe/sheisthedebtor.
-Afterdrawingandsigningthepromissorynote,thedebtor(borrower)
sendsittotheseller.(Lender)
-Theseller/lendermaykeepituntilmaturityandthenpresentitfor
paymentormaydiscountitwiththebanksbeforematurity.
SimilaritiesbetweenaBillofExchangeandapromissorynote:
i)Bothactasevidenceoftheacknowledgementofadebt
ii)Bothmaybediscountedorendorsedbeforematurity
iii)Botharenegotiablei.e.canbetransferredfrom onepersonto

another
iv)Botharelegallybinding
v)Bothallowforadequatetimewithinwhichtoorganizeforthe

paymentofthevalueofthebillornote.
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Differencesbetweenapromissorynoteandabillofexchange:
Promissorynote BillofExchange

-Drawnandsignedbythe

debtor

-Drawnandsignedby

thecreditor

-Itdoesnotneedtobe

accepted

-Itmustbeacceptedby

thedebtorforittobe

valid

-Thedraweranddrawee

areoneperson

-Thedraweristhe

creditorandthedrawee

isthedebtor

c)TheIOU
-IOUisanabbreviationof‘Ioweyou’
-Itisawrittenacknowledgementbyabuyerofadebtarisingfrom the
purchaseofgoodsandservicesoncredit.Itiswrittenandsignedby
thebuyerandsenttotheseller
-Iftheselleracceptsit,thenthebuyercanreceivegoodsandservices
oncredit.
ThoughtheIOUdoesnotusuallyindicatethespecificdateofpayment,
thebuyeracknowledgesthedebtandacceptsresponsibilitytopayata
suitablefuturedate
NOTE:TheuseofIOUisrestrictedtocommercialtransactions
involvingpartieswhohavedealtwitheachotherforalongtime;hence
theyknoweachotherwell.
iv) Othermeansofpayment

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

a)Creditcards(plasticmoney)
-Theseareplasticcardsthatenableapersontopurchasegoodsor
servicesoncreditfrom anybusinesswillingtoacceptthecard
-Theyarebothameansofpaymentandaterm ofpayment
b)Mobilemoneytransferservicese.g.M-pesa
-Thisisameansofmoneytransferservicesprovidedbymobilephone
serviceproviderstotheircustomers(subscribers)
-Itcanonlybeusedtotransfermoneybetweenpeoplesubscribedto
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thesamemobilephonenetworke.g.from onesafaricom subscriberto
anothersafaricom subscriber,AirteltoAirtele.t.c
-Thesendermustregisterforthemoneytransferserviceandisissued
withaPIN(personalidentificationnumber)
-Whenmoneyissent,boththesenderandthereceiverwillreceivea
messageconfirmingthetransfer.
-Apersoncansendmoneyanytimeanywheresolongashe/shehas
valueinhis/herm-pesa,pesapapaccount.
-Eachmobileserviceproviderhasarangeofvaluethatcanbe
transferredusingthismethod.
-Asmalltransactionfeeischargesforthetransferi.e.forsendingand
withdrawing

Benefitsofmobilemoneytransferservices
i. Confidentiality-ThesecretPINprotectsthevalueinthecustomer’s

account
ii. Easeofuse-Theserviceiseasytouseastheagentsassiststocarry

outtransaction
iii. Speed-Moneytransferisaninstantserviceconveyedtothereceiver

viatheshortmessageservice(SMS)
iv. Convenience-Theserviceisconvenienttoboththesenderandthe

receiver,astheyonlyneedtogotothenearestagent(moneycanbe
sent/depositedorreceivedanywhere)

v. Accessibility-Theagentse.g.m-pesaagentsarelocatedinmost
partsoftownsandalsoinruralareas.Moneycanhencebesentand
receivedanywhereandanytime.

vi. Affordability-Theservicechargesareverylowforregisteredusers
andveryaffordablefornonregisteredusers

vii. Security-Relativelysecurewhenthesenderusesthecorrectphone
numberofthereceiver.

TERMSOFPAYMENTS
Thesearethevariousagreements/conditionsagreeduponbetween
sellersandbuyersregardinghowdebtsarisingfrom theirtransactions
shouldbesettled.Theseconditionsinclude;
-Howpaymentisexpected

-Whenpaymentisexpected
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-Whatisincludedinthequotedpricee.t.c.
Termsofpaymentsarebroadlycategorizedintotwo;

A.Cashpayments
B.Deferredpayments(creditpayments)

-Thisclassificationdependsonwhethertheagreementistopayforthe
productsimmediatelyoratalaterdate.
A.CashTermsofpayments
Cashtermsofpaymentapplywhenabuyerisrequiredtopayfor
goodsorservicesimmediatelybeforeorafterdelivery.Theyinclude
thefollowing:
a)Spotcash-Thisiswherepaymentisdoneatthepointofpurchase.

-Mainlyusedinretailbusinesseswherecustomersarerequiredto
payastheygetthegoodsorreceivetheservice.

b) CashonDelivery(C.O.D)
-Thisiswherethebuyerpaysforthegoods(orservices)assoonas
theyaredeliveredtohisorherpremises.
c) Cashwithorder(C.W.O)
-Thisiswherethebuyerisrequiredtopayforthegoodswhenmaking
theorderforthegoodsortheservices.
CircumstancesunderwhichC.O.DandC.W.Oareappropriate

i. Whenthebuyerisnewtotheseller
ii. Wherethebuyer’screditworthinessisindoubt

iii. Wherethesellerisoperatingmailorderstores(C.W.Oonly)
iv. WhereC.W.OorC.O.Disthepolicyofthebusiness
v. Ifthecostofcollectingdebtsisconsideredhighbytheseller

vi. Whenaselleristomakegoodsbasedonuniquespecification
providedbyaparticularbuyer(C.W.Oonly)

vii. Wherethesellerwantstoavoidtyingupbusinesscapitalindebts.
d)Promptcash;Thisiswherepaymentshouldbemadewithinafew
days(normallysevendays)afterdelivery.
-Promptcashperiodallowsthem toexaminethegoodsandcheckthe
invoicetocertifyitscorrections
ii) Deferredpayments
Thismeansthatgoodsorservicearenotpaidforinfullondelivery.
Theyareinsteadpaidinfutureinalumpsum orinseveralinstalments.
Theperiodwithinwhichabuyerissupposedtopaytheselleris
referredtoascreditperiodandisexpressedintermsofdays.
-Termsofpaymentsincredittransactionsareusuallyagreeduponby
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thesellerandthebuyerdependingon;
Capitalbase/financialstabilityoftheseller
Thenatureofthegoodssupplied
Therelationshipbetweenthebuyerandtheseller
Thecreditworthinessofthebuyer
-Indeterminingthecreditworthinessofabuyer,thesellerwillconsider;
a)Character-Thebehaviorofthebuyerintermsofhonesty,which
determinestheprobabilityofthebuyerhonoringhis/herdebt
obligations
b)Capacity-Thebuyer’sabilitytopayasindicatedbypastbusiness
performancerecordsortheprofitabilityandthevalueofhis/herassets.
c)Capital-Thefinancialpositionofthebuyersbusinessorhowmuch
thebuyer’sbusinessisworth.
d)Collateral-Thesearethepropertiesofvaluepledgedbythebuyeras
securityforthecredit
e)Condition-Theeffectoftheexistingeconomicconditionsonthe
buyer’sabilitytopayhis/herdebts.
FormsofDeferredpayments(creditpayments)
a)Opentradecredit/opencredit
-Undertheseforms,goodsandservicesaresoldtothebuyerwhois
expectedtopayforthem atafuturedateorwithinagivenperiod
-Thebuyermayalsoberequiredtopayforgoodsorserviceson
installments.
-Discountsmaybeallowedtoencouragethebuyertopayontime.
-Theownershipofthegoodspassestothebuyerimmediatelyafter
enteringthecontract.Thesellershouldhoweverensurethebuyerwill
payby:
Ascertainingthecreditworthinessofthebuyer
Askingthebuyertoguaranteepaymentbysigningsomedocuments

e.g.billofexchange
Askingthebuyertohavesomeoneelsetoguaranteethepayment
Askingthebuyertopledge(mortgage)someofhis/herpropertyas

security
Factorstoconsiderwhengivingcredit

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

Examplesofopentradecredit
i)Simplecredit(promptcash/personalcredit)
-Isaform ofcreditextendedtoatraderoracustomerforaveryshort
time,usuallynotmorethanaweek
-Itisacommonform ofcreditbetweenretailersandtheircustomers.
-Itisalsoreferredtoaspromptcashbecausepaymentismadewithin
ashorttime.
ii)Monthlycredit
-Aform ofcreditextendedwhenasellerallowsthebuyertopay/settle
his/herdebtafteronemonth
-Thebuyercancontinuetakinggoodsfrom theselleruptotheendof
themonth.
-Itisaform ofcreditusuallyallowedbyretailerstosalariedworkersfor
goodssuchasfooditemsandnewspapers
iii)BudgetAccounts
-Areusuallyoperatedbylargescaleretailerstoapprovedcustomers
-Theretailerkeepsanaccountofthecustomerinhis/herbooks
-Tooperatebudgetaccounts;
Adepositisrequired
Regularpaymentsaretobemade
Thereisamaximum amountofcredittobeallowed
Thecustomermaybechargedforanyspecialservicesgivenbythe

sellercalled“aftersaleservices”
iv)Tradecredit
-Thisiscreditgivenbyatradertoanothertraderwhengoodsare
boughtforselling
-Paymentsforthegoodsismadeaftersellingthegoodsorwithinan
agreedperiodoftime
v)Creditcardfacilities
-Plasticmoney(creditcards)enablestheholdertoobtaingoodsand
servicesoncreditform specificsuppliers(peoplewillingtoacceptthe
cards)
-Theyalsoenabletheholderstoobtainmoneyfrom specificbanksand
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otherspecifiedfinancialinstitutions
-Theyareavailabletoadultsofapprovedcreditworthiness
-Somecreditcardscanonlybeusedlocallywhileotherslikevisacards
canbeusedbothlocallyandinternationally.
-Whenacustomermakesapurchaseusingthecard,theseller
electronicallyverifiesthevalidityofthecardandwhetherthecredit-
cardholder/customerhassufficientcredittocoverthepurchase.Ifall
iswell,thecreditcardcustomersignsaspecificform thathavebeen
filledbythetrader.Suchformsareusuallyprovidedbythecard
companytothetrader.Thetraderandthecardholderretainacopy
eachandtheothercopiesaresenteithertothecreditcardcompanyor
tothetrader’sbank.
-Therearetherefore3partiestoacreditcard;

Thecompanythatissuesthecards
Thecardholder
Thetrader

-Atregularintervals,thecreditcardcompanysendsastatementof
accounttoeachcardholdershowingtheoutstandingbalanceatthat
time.Theoutstandingbalanceshouldnotbegreaterthantheallowed
creditlimit.
-Examplesofcompaniesthatissuecreditcardsinclude;Barclayscard,
AmericanExpress,AccesscardsandVisacards.

Advantagesofcreditcard
Theyaresafertocarryaroundthancash
Convenienttocarryaround
Enablestheholdertogetgoodsandservicesfrom specifiedsellers

withoutpayingimmediately
Someareacceptablebothlocallyandinternationally
Enablestheholdertogetmoneyfrom specifiedbanks
Increasescreditratingofanindividual
Disadvantagesofcreditcards
Toacquirethecreditcard,theapplicantisrequiredtohavean

establishedcreditrecord
Theholderischargedhighinterestratebythecardcompany
Itispronetoabusethroughfraud
Interestischargedifthereisdelayinpayment
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Canonlybeusedbythosewhoare18yearsandabove
Holdermaybetemptedtooverspend
Theiruseislimitedtoonlyspecificareas(urbanareas)
Facesstiffcompetitionfrom othermeansofpaymentsuchas

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

spreadoveranagreedperiodoftime
Theinstallmentspaidincludeinterestwhichusuallymakesthe

overallpricepaidrelativelyhigherthanwouldbethecaseifthe
goodswereobtainedoncashterms.

-Goodssoldonhigherpurchasearedurableandexpensivesuchas;
vehicles,furniture,electronicse.t.c
-Thebuyercanonlypossesthecommoditybutnotown
it.Therefore’thebuyercannotsellthegoodstoanotherpersonbefore
allinstallmentsarepaid
-Ownershipofthegoodsremainswiththeseller.Thegoodsare‘on
hire’tothebuyer.
-Aftercompletingthepayment(afterthelastinstallmenthasbeen
made),acertificateisissuedtothebuyerasproofoftransferof
ownership
-Incasethebuyerfailstomakepayment/defaultsinpayment;theseller
canrepossessthegoods.Howeverifthebuyerhaspaidtwothirdsof
thetotal/hirepurchasepriceatthetimeofdefaulting,thesellerhasno
legalrighttorepossessthegoods.
-Thesellercanonlyrecovertheremainingamountofmoneythrougha
courtaction
-Thesellermustdisplayboththecashpriceandthehire-purchase
priceontheitemstoenablethebuyerstodecideunderwhatterms
theywanttobuythegoods.
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-Awrittenagreementhastobeenteredintobyboththesellerandthe
buyer.Theagreementsafe-guardstheintervalsofallofthem
-ExamplesofhirepurchasebusinessesoperatinginKenyainclude;
AfricaRetailTraders(ART),Kukopesha,SingerandAmedo.
-Forsalariedpeople,thehirepurchasehasintroducedasystem where
theinstallmentsarededucteddirectlyfrom thebuyer’ssalaryevery
month.Thisiscalledthecheck-offsystem.Inthissystem,no
deposits/downpaymentsarerequired.Thebuyer’semployertakesup
thedutyofremittingthedepositstotheselleronamonthlybasis.
AdvantagesofHirepurchase
Tothebuyer
a.Thebuyeracquirespossessionanduseofgoodsimmediatelyafter

enteringintothecontract
b.Installmentstobepaidarepre-determined,sothebuyerknowsand

isabletobudgetforthisamount
c.Onecanacquireexpensivegoods/itemswhicharedifficulttogeton

cashterms
d.Paymentisspreadoveralongdurationoftimemakingit

convenient/suitsthebuyer’sincome
e.Raisesstandardsoflivingdespitelimitedresources
Totheseller
a.Thegoodsbelongstotheselleruntilthelastinstallmentispaid
b.He/shecanrepossessthegoodsincasethebuyerdefaultsin

payments
c.Thesellerisabletomakemoreprofitduetohigherpricesinthe

longrun
d.Thesalesvolumeincreaseduetogreaterabilitybycustomersto

pay/morebuyersareattractedtohirepurchasetermsleadingto
moresales

e.Norefundispayabletoabuyerforgoodsrepossessedfrom
him/her

f.Duetothecheck-offsystem,chancesofnon-paymentare
minimized.

DisadvantagesofHirepurchase
Tothebuyer
a.Thehirepurchasepriceishigherthanthecashprice.
b.Thegoodsbelongtotheselleruntilthelastinstallmentismade
c.Becauseoftheeasypaymentterms,thebuyermaybetemptedto
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overspendwhichmightleadtofinancialproblems
d.Thevarietyofgoodssoldonhirepurchasetermsislimitedtothose

goodsthataredurable
e.Ifthebuyerdefaultsinpayment,thealreadypaidonesaretreatedas

hirechargesandarenotrefunded.
f.Goodsmayberepossessedifthebuyerdefaultsinpayment
Totheseller
a.Goodsrepossessedcanonlybesoldassecondhand
b.Thereisalotofdocumentationandfilingofinformation/records
c.Thecostofoperatingthebusinessisusuallyveryhigh
d.Therisksoflossonhirepurchasesalesarenormallyhighassome

buyersmaydefaultinpayment
e.Highamountofcapitalisneededtofinanceahirepurchase

business
f.Alotofmoneyisspentonrepairofdamagedgoods
g.Alotofcapitalistiedandheldinstockanddebts.
c)InstallmentBuying/creditsale(deferredpayment)
-Inthisform ofcreditselling,thebuyerisnotrequiredtopayadown
payment.Paymentforthegoodsismadeinequalinstallmentsspread
overaperiodoftime.Theseinstallmentscoverinterestandrelated
costsofselling.
Otherfeaturesofinstallmentbuying
a.Theownershipandpossessionofgoodspassesontothebuyer

immediatelythefirstinstallmentispaid
b.Oncethegoodshavebeensold,theycannotberepossessedbythe

sellerevenifthebuyerdefaultsinpayment.
c.Incasethebuyerdefaultsinpayment,thesellercanobtain

compensationthroughcourtaction.
d.Thereisawrittenagreementbetweenthebuyerandthe

seller(creditor)
e.Thebuyermaydisposeofthegoodsbeforepayingforthem fully
f.Canbeusedfornon-durablegoods

BUSINESSSTUDIESFORM TWONOTES

FORMSOFBUSINESSUNITS
TOPICOBJECTIVES
Bytheendofthetopic,thelearnershouldbeableto:
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1.Identifythevariousformsofbusinessunits.
2.Explainthecharacteristicsofeachform ofbusinessunit.
3.Discusstheformationandmanagementofeachform ofbusiness

unit.
4.Discussthesourcesofcapitalofeachform ofbusinessunit.
5.Discusstheroleofstockexchangeasamarketforsecurities.
6.Explaintheadvantagesanddisadvantagesofeachform ofbusiness

unit.
7.Recognizethecircumstancesunderwhicheachform ofbusiness

unitsmaybedissolved.
8.Discusstrendsinbusinessownership.
BUSINESSUNITS
Abusinessunitisanorganizationformedbyoneormorepeoplewitha
viewofengaginginaprofitableactivity.
Businessunitsaregenerallyclassifiedintoprivateorpublicsector
businessunits’i.e.
Note:Privatesectorcomprisesofbusinessorganizationsownedby

privateindividualswhilethepublicsectorcomprisesbusiness
organizationsownedbythegovernment.
1.SOLEPROPRIETORSHIP
Thisisabusinessenterpriseownedbyonepersonwhoiscalledasole
traderorasoleproprietor.Itisthemostcommonform ofbusiness
unitandusuallyfoundinretailtradee.g.insmallshops,kiosks,
agriculturee.t.candfordirectservicese.g.cobblerssaloonse.t.c
Characteristics/Features
Thebusinessisownedbyoneperson
Thecapitaliscontributedbytheownerandisusuallysmall.The

mainsourceisfrom hissavingsandothersourcescanbefrom
friends,bankorgettinganinheritance

Theownerenjoysalltheprofitsaloneandalsosuffersthelosses
alone

Theownerispersonallyresponsibleforthemanagementofthe
businessandsometimesheisassistedbymembersofhisfamilyor
afewemployees.Heremainsresponsibleforthesuccessorfailure
ofhis/herbusiness.

Thesoleproprietorhasunlimitedliabilitymeaningthatincaseof
failuretomeetdebts,hiscreditorcanclaim hispersonalproperty

Thereareveryfewlegalrequirementstostartthebusinessunit.
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Soleproprietorshipisflexible;itisveryeasytochangethelocation
orthenatureofbusiness.

Formation
Theformationofasoleproprietorshipisverysimple.Fewlegal
formalitiesarerequiredi.e.tostartasoleproprietorship,oneneedonly
toraisethecapitalrequiredandthenapplyforatradinglicenseto
operatethebusinesssmallfeeispaidandthetradelicenseissued.
Sourcesofcapital
Theamountofcapitalrequiredtostartasoleproprietorshipissmall
comparedtootherformsofbusinessorganizations.Themainsource
ofcapitalistheOwnerssavings.Additionalcapitalmayhoweverbe
raisedfrom thefollowing;
Borrowingfrom friends,banksandothermoneylendinginstitutions

suchasindustriesandcommercialDevelopment
corporation(ICDC)andKenyaindustrialestates

Inheritance
Personalsavings
Gettinggoodsoncredit
Gettinggoodsonhirepurchase
Leasingorrentingoutone’sproperties
Donationsfrom friendsandrelatives
Ploughingbackprofit.
Management
Themanagementofthiskindofabusinessisunderoneperson.The
ownermayhoweveremployotherpeopleorgetassistancefrom family
memberstorunthebusiness.
Somesoleproprietorshipmaybebigbusinessorganizationswith
severaldepartmentsandquiteanumberofemployees.However,the
soleproprietorremainssolelyresponsibleforthesuccessoffailureof
thebusiness
Advantagesofsoleproprietorship
1.Thecapitalrequiredtostartthebusinessissmallhenceanybody

whocansparesmallamountsofmoneycanstartone.
2.Fewformal/legalproceduresarerequiredtosetupthisbusiness
3.Decisionmakingandimplementationisfastbecausetheproprietor

doesnothavetoconsultanybody
4.Thetraderhascloseandpersonalcontactwithcustomers.This
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helpsthem inknowingexactlywhatthecustomersneedandhence
satisfyingthoseneeds

5.Asoleproprietorisabletoassessthecredit-worthinessofhisorher
customersbecauseofclosepersonalrelationship.Extendingcredit
toafewcarefullyselectedcustomersreducetheprobabilityofbad
debts.

6.Thetraderisaccountabletohim/herself
7.Asoletraderisabletokeepthetopsecretsofthebusiness

operations
8.He/sheenjoysalltheprofit
9.Asoleproprietorshipisflexible.Onecanchangethenatureoreven

thelocationofbusinessasneedarises.
Disadvantagesofsoleproprietorship
1.Hasunlimitedliability.Thismeansthatiftheassetsavailableinthe

businessarenotenoughtopayallthebusinessdebtsthepersonal
propertyoftheownersuchashousewillbesoldtomeetthedebts

2.Thereisinsufficientcapitalforexpansionbecauseofscarce
resourcesandlackofaccesstoothersources

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

isaffectedbysicknessordeathoftheowner.
5.Asoleproprietorshipmaynotbenefitfrom advantagesrealizedby

largescaleenterprises(economiesoflargescale)suchasaccess
toloanfacilitiesandlargetradediscounts.

6.Lackofspecializationintherunningofthebusinessmayleadto
poorperformance.Thisisbecauseonepersoncannotmanageall
aspectsofthebusinesseffectively.Onemaybeagoodsalesmanfor
examplesbutapooraccountant.

7.Duetothesizeofthebusiness,soleproprietorshipsdonotattract
andretainhighlyqualifiedandtrainedpersonnel.

Dissolutionofsoleproprietorships
Dissolutionreferstotheterminationofthelegallifeofabusiness.The
followingcircumstancesmayleadtothedissolutionofasole
proprietorship:
Deathorinsanityoftheowner
Transferofthebusinesstoanotherperson-thistransferstherights

andobligationsofthebusinesstothenewowner.
Bankruptcyoftheowner-thismeansthattheownerlacksthe
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financialcapabilitytorunthebusiness.
Theownervoluntarilydecidestodissolvethebusinesse.gdueto

continuedlossmaking.
Passingofalawwhichrenderstheactivitiesofthebusinessillegal.
Theexpiryoftheperiodduringwhichthebusinesswasmeantto

operate.
2.PARTNERSHIP:
Thisisarelationshipbetweenpersonswhoengageinabusinesswith
anaim ofmakingprofits/anassociationoftwoormorepersonswho
runabusinessasco-owners.TheownersarecalledPartners.
Itisownedbyaminimum of2andamaximum of20exceptfor
partnershipwhoprovideprofessionalservicese.gmedicineandlaw
whichhaveamaximum of50persons.
Characteristicsofpartnership
Capitaliscontributedbythepartnersthemselves
Partnershiphaslimitedlifethatisitmayendanytimebecauseofthe

death,bankruptcyorwithdrawalofpartners.
Eachpartneractsasanagentofthefirm withauthoritytoenterinto

contracts.
Partnersarecoownersofabusiness,havinganinterestorclaim in

thebusiness.
Responsibility,profitandlossesaresharedonanagreedbasis.
Allpartnershaveequalrighttoparticipateinthemanagementofthe

business.Thisrightarisesfrom theinterestorclaim ofthepartner
asacoownerofthebusiness.

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

Underthisclassification,partnershipscaneitherbe:
i) General/ordinarypartnership-Hereallmembershaveunlimited

liabilitywhichmeansincaseapartnershipisunabletopayits
debts,thepersonalpropertiesofthepartnerwillbesoldofftopay
thedebts.
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ii) Limitedpartnerships-Inlimitedpartnershipmembershavelimited
liabilitieswhereliabilityorresponsibilityisrestrictedtothecapital
contributed.

Thismeansthatincasethepartnershipcannotpayitsdebts;the
partnersonlylosetheamountofcapitaleachhascontributedtothe
businessandnottheirpersonalproperty.However,theremustbeone
partnerwhoseliabilitiesareunlimited.
(b) Accordingtotheperiod/durationofoperation

Whenpartnershipsareclassifiedaccordingtodurationof
operation,theycaneitherbe;

i) Temporarypartnership-Thesearepartnershipsthatareformedto
carryoutaspecifictaskforaspecifictimeafterwhichthe
businessautomaticallydissolves.

ii) Permanentpartnerships-Thesearepartnershipsformedto
operateindefinitely.Theyarealsocalledapartnershipatwill.

c) AccordingtotheirActivity-Underthismodeofclassification,
partnershipscaneitherbe:

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

activepartintheday-to-dayrunningofthebusiness.
b)Sleeping/dormantpartner:Hedoesnotparticipateinthe

managementofthepartnershipbusiness.Althoughheinvestshis
capitalinthepartnership,hisprofitislowerasheisnotactive.Heis
alsoreferredtoaspassiveorsilentpartner.

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

a)Majorpartner:Thisisapartnerwhois18yearsandabove.Heis
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responsibleforalldebtsofthebusiness.
b)Minorpartner:Thisisapartnerwhohasnotattainedtheageof18

yearsbuthasbeenadmittedwiththeconsentofotherpartners.
Oncehereaches18years,hethendecidesifhewantstobea
partnerornot.Beforeheattainstheageof18,hetakespartinthe
sharingofprofitsbutdoesnottakepartinthemanagementofthe
business.

iv)Capitalcontribution
a)Nominal/Quasipartner:Hedoesnotcontributecapitalbutallows

thebusinesstousehis/hernameasapartner;forthepurposeof
influencingcustomersorforprestige.

-He/shecanalsobeapersonwhowasonceapartnerandhasretired
inform ofaloan.Thisloancarriesinterestatanagreedrate.
-Thequasipartnersharestheprofitofthebusinessasarewardfor
usinghis/hername.
b) Realpartner:He/sheisonewhocontributescapitaltothe
business.
-Othertypesofpartnersincludesecretpartners,retiringpartnersand
incomingpartners
i)Asecretpartner:isonewhoactivelyparticipatesinthemanagement
ofthefirm butisnotdisclosedtothepublic.Inmostcasessecret
partnersarealsolimitedpartners.
ii)Aretiringpartner:Alsoknownasoutgoingpartnerisonewhois
leavingapartnership
-Hemayretirewiththeconsentofalltheotherpartnersoraccordingto
apreviousagreement.
iii)Incomingpartner:Isonewhoisadmittedtoanexistingpartnership.
Formation
-Peoplewhowanttoform apartnershipmustcometogetherandagree
onhowtheproposedbusinesswillberuntoavoidfuture
misunderstanding.
-Theagreementcaneitherbeoral(byuseofmouth)orwithindown.A
writtenagreementiscalledapartnershipdeed.
-Thecontentsofthepartnershipdeedvaryfrom onepartnershipto
anotherdependingonthenatureofthebusiness,butgenerallyit
contains:
a)Name,locationandaddressofthebusiness
b)Name,addressandoccupationofthepartners
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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,thebusinessmayberegistered
withtheregistraroffirmsonpaymentofaregistrationfee.
Incaseapartnershipdeedisnotdrawn,theprovisionsofpartnership
actof1963(Kenya)applies.Theactcontainsthefollowingrightsand
dutiesofapartner:
i) Allpartnersareentitledtoequalcontributionofcapital
ii) Nosalaryistobeallowedtoanypartner
iii) Nointerestistobeallowedoncapital
iv) Nointerestistobechargedondrawings
v) Allprofitsandlossesaretobesharedequally
vi) Everypartnerhastherighttoinspectthebooksofaccounts
vii) Everypartnerhastherighttotakepartindecisionmaking
viii)Interestistopaidonanyloansborrowedbypartners(The%rate

variesfrom onecountrytoanother)
ix) Duringdissolutionthedebtsfrom outsidepeoplearepaidfirst

thenloansfrom partnersandlastlypartnerscapital.
x) Nopartnershouldcarryoutacompetingbusiness
xi) Anychangeinbusinesssuchasadmissionofnewpartnersmust

bethroughtheagreementofallexistingpartners.
xii) Compensationmustbegiventoapartnerwhoincursanyloss

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

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

workloadforeachpartner
iii) Variedprofessional/skilledlabour;variouspartnersare

professionalsinvariousdifferentareasleadingtospecialization
iv) Theycanundertakeanyform ofbusinessagreeduponbyallthe

partners
v) Therearefewlegalrequirementsintheformationofapartnership

comparedtoalimitedliabilitycompany.
vi) Lossesandliabilitiesaresharedamongpartners
vii) Continuityofbusinessisnotaffectedbydeathorabsenceofa

partneraswouldbeinthecaseofasoleproprietorship
viii)Membersofpartnershipenjoymorefreedaysandareflexible

thanownersofacompany
ix) APartnershipjustlikesoleproprietorshipisexemptedfrom

paymentofcertaintaxespaidbylargebusinessorganizations.
Disadvantagesofpartnership
i) Amistakemadebyoneofthepartnersmayresultinlosseswhich

aresharedbyallthepartners
ii) Continueddisagreementamongthepartnerscanleadto

terminationofthepartnership
iii) Decision-makingisslowsinceallthepartnersmustagree
iv) Apartnershipthatreliesheavilyononepartnermaybeadversely

affectedonretirementordeathofthepartner
v) Ahardworkingpartnermaynotberewardedinproportionto

his/hereffortbecausetheprofitsaresharedamongallthe
partners

vi) Thereissharingofprofitsbythepartnershencelessisreceived
byeachpartner

vii) Fewsourcesofcapital,duetouncertaintyinthecontinuityofthe
businessfewfinancialinstitutionswillbewillingtogivelong-term
loanstothefirm.

Dissolutionofpartnership
Apartnershipmaybedissolvedunderanyofthefollowing



93

circumstances:
i) Amutualagreementbyallthepartnerstodissolvethe

business
ii) Deathinsanityorbankruptingofapartner
iii) Atemporarypartnershiponcompletionoftheintended

purposeorattheendoftheagreedtime.
iv) Acourtordertodissolvethepartnership
v) Writtenrequestfordissolutionbyapartner
vi) Ifthebusinessengagesinunlawfulpractices
vii) Retirementoradmissionofanewpartnermayleadtoa

permanentortemporarydissolution
viii)Continueddisagreementsamongthepartners

INCORPORATEDFORMSOFBUSINESSUNITS
Thesearebusinessesthathaveseparatelegalentitiesfrom thatof
theirowners.Theyinclude:
CO-OPERATIVES
-Aco-operativesocietyisaform ofbusinessorganizationthatis
ownedbyandrunfortheeconomicwelfareofitsmembers
-Itisabodyofpersonswhohavejoinedtogethertodocollectively
whattheywerepreviouslydoingindividuallyformutualbenefit.
Example
InKenyatheco-operativemovementwasstartedbywhitesettlersin
1908tomarkettheiragriculturalproduce.Inthiscase,theyknewthat
theycouldselltheirproducebetteriftheywereasagroupandnot
alone
Principlesofco-operatives
i) Openandvoluntarymembership

Membershipisopenandvoluntarytoanypersonwhohasattained
theageof18years.Nooneshouldbedeniedmembershipdueto
social,political,tribalorreligiousdifferences.Amemberisalsofree
toleavethesocietyatwill

ii) DemocraticAdministration
Theprincipleisonemanonevote.Eachmemberoftheco-operative
hasonlyonevoteirrespectiveofthenumberofsharesheldbyhim
orhowmuchhebuysorsellstothesociety

iii) Dividendorrepayment
-Anyprofit/surplusmadeattheendofeveryfinancialyearshouldbe
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distributedtothemembersinrelationstotheircontribution.
-Partoftheprofitmayberetained/reserved/putintostrengthenthe
financialpositionofthesociety.

iv) Limitedinterestonsharecapital
-Alittleornointerestispaidonsharecapitalcontributed(co-
operativesdonotencouragefinancialinvestmenthabitsbutto
enhanceproduction,toencouragesavingsandservethemembers)

v) PromotionofEducation
Co-operativesocietiesshouldendeavortoeducatetheirmembers
andstaffontheideasofthesocietyinordertoenhance/improve
qualityofdecisionsmadebytheconcernedparties.
Educationisconductedthroughseminars,studytours,opendays

vi) Co-operationwithotherco-operatives
C-operativesmustlearnfrom eachother’sexperiencesincetheyhave
alotincommon.
-Theirco-operationshouldbeextendedtolocalnationaland
international.
Featuresofco-operatives
Membershipisopentoallpersonssolongastheyhaveacommon

interest.Membersarealsofreetodiscontinuetheirmembership
whentheydesireso

Co-operativesocietieshaveaperpetualexistence;death,bankruptcy
orretirementofamemberdoesnotaffectitsoperations

Theyaremanagedinademocraticmanner.Everymemberhasone
votewhenelectingthemanagerialcommitteeirrespectiveofthe
numberofsharesheld.

Themainaim istoservetheinterestofthememberswhereprofitis
nottheoverridingfactor.

Co-operativesocietieshavelimitedliabilities
Theremustbeaminimum of10peoplewithnomaximum

membership.
Co-operativeshaveaseparatelegalentityfrom thememberswho

formediti.etheycanownpropertysueandbesued
Anyprofitmadebythesocietyisdistributedtothemembersonthe

basisoftheservicesrenderedbyeachmemberbutnotaccordingto
thecapitalcontributed.

Formation
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-Co-operativesocietiescanbeformedbypeoplewhoareovereighteen
yearsregardlessoftheireconomic,politicalorsocialbackground.
-Theremustbeaminimum of10personsandnomaximum no.
-Themembersdraftrulesandregulationstogoverntheoperationsof
theproposedsocietyi.e.by-laws,whicharethensubmittedtothe
commissionerofco-operativesforapproval
-Theregistrarthenapprovestheby-lawsandissuesacertificateof
registration
-Ifthemembersareunabletodrawuptheirownby-laws,theco-
operativesocietiesActof1966canbeadoptedinpartorwhole

Management
-Aco-perativesocietyiscomposed/runbyacommitteeusuallyofnine
memberselectedbythemembersinageneralmeeting
-Themanagementcommitteeelectsthechairman,secretaryand
treasurerastheexecutivecommitteemembers,whoactonbehalfof
allthemembersandcanenterintocontractsborrowmoneyinstitute
anddependsuitsandotherlegalproceedingsforthesociety
-ThecommitteememberscanbevotedoutinanA.G.M iftheydon’t
perform asexpected.
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
Thisisanassociationofproducerswhohavecometogetherto
improvetheproductionandmarketingoftheirproducts.

Functions
Obtainingbetterpricesfortheirmembersproducts
Providingbetterstoragefacilitiesfortheirproducts
Providingbetterandreliabletransportmeansformovingthe

productsfrom thesourcestothemarketandbuildingfeeder
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roads
Providingloanstomembers
Providingservicesofgrading,packingandprocessingtothe

members
Providingfarm inputse.g.fertilizers,seeds,insecticidese.t.con

credittomembers
Educatingandadvisingmembersonbettermethodsoffarming

throughseminars,fieldtrips,filmsanddemonstration
-Inthistypeofco-operativemembersarepaidaccordingtothe
quantityoftheproduceamemberhasdeliveredtothesociety.
Examples,
KCC-KenyaCo-operativeCreameries
K.P.C.U-KenyaPlantersCo-operativesUnion
K.G.G.C.U-KenyaGrainGrowersCo-operativeUnion

b)ConsumerCo-operatives
-Theseareformedbyagroupofconsumerstobuygoodson
wholesomeandsellthem tothemembersatexistingmarketprices.
-Theiraim istoeliminatethewholesalersandretailersandhence
obtaingoodsmorecheaply
-Theco-operativesallowtheirmemberstobuygoodsoncreditorin
cash
-Membersofthepublicarealsoallowedtobuyfrom thesocietyat
normalpricestherebyenablingthesocietytomakemoreprofits
-Theprofitsrealizedissharedamongthemembersinproportionto
theirpurchasesi.ethemoreamemberbuys,thebuyerhis/hershareof
profit
Examples;-Nairobiconsumerco-operativeunion,Bee-hiveconsumerco
-operativesocietyandCity-chickenconsumerco-operativesociety
Advantages

Sellgoodsofhighquality
Sellgoodstomembersatfairprices
Sellgoodstootherpeopleatnormalpricestherebymaking

moreprofit
Buygoodsdirectlyfrom theproducerstherebyeliminating

middlemen.Theyarethereforeabletomakemoreprofit
Cangivecreditfacilitiestothemembers
Canpayinterestoncapitaltothemembers
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Sellavarietyofgoodstothemembersataplacewherethey
caneasilygetthem

Disadvantages
Consumerco-operativesarenotpopularinKenyabecauseofthe
following

i. Theyfacestiffcompetitionfrom largescaleretailerssuchas
supermarketsandmultipleshopswhobuygoodsdirectlyfrom the
producersandsell-them toconsumersatlowprices

ii. Cannotoffertoemployqualifiedstaff
iii. Majorityoftheirmembershavelowincome,soraisingoffcapitalis

aproblem
iv. Kenya,beinganagriculturalcountry,producesenoughsubsistence

goodsforitself.Itthereforedoesnotrequireconsumerco-
operatives

v. Reluctanceofnon-memberstobuyfrom theshopslowerstheturn-
over

vi. Mismanagementoftheshopsisrampant

Savingsandcreditco-operativessocieties(SACCO’S)
-Theyareusuallyformedbyemployedpersonswhosavepartoftheir
monthlysalarywiththeirco-operativesociety,throughcheck-off
system
-Theirmoneyearnsgoodsinterestandwhenonehasasignificant
amountsaved,he/shebecomeentitledtoborrowmoneyfrom the
societyforanypersonalprojecte.g.improvingtheirfarms,
constructinghouses,payingschoolfeese.t.c
-TheSACCOSchargelowerinterestonloansgiventomembersthan
ordinarybanksandotherfinancialinstitutions.
-Thesocietieshavefewformalitiesorrequirementstobecompleted
beforegivingaloan.Theseare:

i. Membership
ii. Memberssalary

iii. Memberssaving
iv. Guaranteefrom fellowmembers
-ProfitsearnedbytheSACCO’Smaybesharedamongthemembers
inform ofdividends.
-MostSACCO’Shaveinsuredtheirmemberssavingsandloanswithco-
operativeinsuranceservices(CIS).Thismeansifamemberdies
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his/herbeneficiariesarenotcalledupontorepaytheloanandthe
memberssavings/sharesisgiventothebeneficiaries.
-Theyarethemaininstitutionsthatprovideloanstomostpeoplewho
donotqualifyforloansfrom commercialbanksbecausetheydonot
askforsecuritiessuchastitledeedsrequiredbythebank.
d)Primaryco-operativesocieties
-Theseareco-operativesocietiescomposedofindividualswhoare
eitheractualproducers,consumersorpeoplewhojoinuptogetherto
saveandobtaincreditmostconveniently
-Consumerco-operativesocietiesandmostSACCO’Sareprimaryco-
operativesocietiesbecausetheyarecomposedofindividuals.
-Mostprimaryco-operativesocietiesoperateatthevillagelevel,others
atdistrictlevelsandafewatnationallevels.
e)Secondaryco-operativesocieties
-Theyareusuallyreferredtoasunions
-Theyaregenerallycomposedofprimaryco-operativesocietiesas
theirmembers
-Theyareeitherfoundatdistrictlevelsoratnationallevels.

Advantagesofco-operativesocieties:
Sincethepropertiesofco-operativesareownedcollectively,they

areabletoservetheinterestofthemembersaffectively
Theyhavelimitedliability
Membershipisfreeandvoluntary
Membersshareprofitsofaco-operativethroughdividendthatare

given
Theyhaveimprovedthestandardsoflivingoftheirmembers

throughincreasedincomefrom theirproduceandthroughsavings
from incomes.

Co-operativesbenefittheirmembersthroughgivingthem credit
facilitiesandfinancialloanswhichtheycouldnothavegotfrom
localbanks

Theyarerunonademocraticbasisi.e.allmembershaveanequal
chanceofbeingelectedtothemanagementcommittee.

Manyco-operativesarelargescaleorganizationshenceabletoget
thebenefitsoflargescaleorganizationse.glowproductioncosts
leadingtolowpricesofproducts
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Co-operativeenjoyalotofsupportfrom thegovernmentandwhen
theyareinfinancialandmanagerialproblems,thegovernmentsteps
intoassistthem

Disadvantages
Majorityoftheco-operativesaresmallinsizeandthereforecannot

benefitfrom economiesofscale.
Membershavearighttowithdrawfrom thesocietyandwhenthey

do,co-operativesrefundsthecapitalbackwhichmightcreate
financialproblemstothesociety.

Corruptionandembezzlementoffundsisaproblem formanyco-
operatives.

Mostco-operativesarenotabletoattractqualifiedmanagerialstaff
henceleadingtomismanagement.

Manysufferfrom politicalinterference.Sometimes;theelectionof
themanagementcommitteeisintercededwithbysomepeoplewith
personalinterestincertaincandidateshencethebestpersonmay
notbeelectedtoruntheaffairsofthesociety.Thisleadstopoor
managementandinefficiency.

Membersmaynottakekeeninterestintheaffairsofaco-operative
societybecausetheircapitalcontributionissmall.

Dissolutionofco-operativesocieties
-Aco-operativesocietymaybedissolvedunderanyofthefollowing
circum-stances.

i. Orderfrom commissionerofco-operatives
ii. Voluntarydissolutionbymembers

iii. Withdrawalofmembersfrom thesocietyleavinglessthanten
members

iv. Ifthesocietyisdeclaredbankrupt
LIMITEDLIABILITYCOMPANIES(JOINTSTOCKCOMPANIES)
Defination:Acompany;Isanassociationofpersonsregisteredunder
thecompaniesactwhocontributecapitalinordertocarryoutbusiness
withaviewofmakingaprofit.
Theactofregisteringacompanyisreferredtoasincorporation.
Incorporationcreatesanorganizationthatisseparateanddistinct
from thepersonformingit.
-Acompanyisalegalentitythathasthestatusofan‘’artificialperson”.
Itthereforehasmostoftherightsandobligationsofahumanbeing.A
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companycanthereforedothefollowing;
Ownproperty
Enterintocontractsinitsownname.
Borrowmoney.
Hireandfireemployees.
Sueandbesuedonitsownright.
Form subordinateagencies,ie,agenciesunderitsauthority.
Disseminateorspreadinformation.
-Theowners(members)ofacompanyarereferredtoasshareholders
FEATURESOFCOMPANIES(LIMITEDLIABILITYCOMPANIES)
-Acompanyinanartificialpersonandhasthesamerightsasanatural
person.Itcanthereforesueandbesuedinacourtoflaw,ownproperty
andenterintocontractsinitsownname.
-Themembershavelimitedliabilities.
-Companieshaveperpetuallifewhichisindependentofthelivesofits
owners.Death,insanityorbankruptcyofamemberdoesnotaffectthe
existenceofthecompany.(thisisreferredtoasperpetualexistenceor
perpetualsuccession)
-Acompanyiscreatedforaparticularpurposeorpurposes.
Formation
-Peoplewhowishtoform companyarereferredtoaspromoters
-Thepromoterssubmitthefollowingdocumentstotheregistrarof
companies:
i)Memorandum ofAssociation
-Thisisadocumentthatdefinestherelationshipbetweenthecompany
andtheoutsiders.Itcontainsthefollowing:
a) Nameofthecompany/Nameclause;-Thenameofthecompany
mustbestartedandshouldendwiththeword“Limited”(Ltd).This
indicatesthattheliabilityofthecompanyislimited.
-Somecompaniesendtheirnameswith“PLC”whichstandsfor“Public
limitedcompany”whichmakesthepublicawarethatalthoughitisa
limitedliabilitycompanyitisapublicnotprivate.
b)Theobjectsofthecompany/objectiveclause;-Thissetoutthe
activitiesthatthecompanyshouldengagein
-Theactivitieslistedinthisclauseserveasawarningtooutsidersthat
thecompanyisauthorizedintheseactivitiesonly.
c)Situationclause;-Everycompanymusthavearegisteredoffice
whereofficialnoticesandothercommunicationcanbereceivedand
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sent
d)Capitalclause;-Italsostatesthattheamountofcapitalwhichthe

businesscanraiseandthedivisionsofthiscapitalintounitsofequal
valuecalledsharesi.e.authorizedsharecapitalalsocalledregistered
ornominalsharecapital.
-Italsospecifiesthetypesofsharesandthevalueofeachshare

e) Declarationclause:-Thisisadeclarationsignedbythe
promotersstatingthattheywishtoform thecompanyandundertake
tobuysharesintheproposedfirm
-Thedeclarationissignedbyaminimum ofsevenpromotersforpublic
limitedcompanyandaminimum oftwoforprivatecompany.
-Thememorandum ofassociationalsocontainsthenamesofthe
promoters
-Thepromoterssignsagainstthememorandum showingdetailsof
theirnames,addresses,occupationandsharestheyintendtobuy.
Eachsignatoryshouldagreetotakeatleastoneshare.
i) ArticlesofAssociation
-Thisisadocumentthatgovernstheinternaloperationsofthe
company
-Italsocontainsrulesandregulationsaffectingtheshareholdersin
relationtothecompanyandinrelationtotheshareholdersthemselves.
-Itcontainsthefollowing;
Rightsofeachtypeofshareholdere.g.votingrights
Methodsofcallingmeetingandprocedures
Rulesgoverningelectionofofficialssuchaschairmanofthe

company,directorsandauditors
Rulesregardingpreparationandauditingofaccounts
Powers,dutiesandrightsofdirectors
Methodsdealingwithanyalterationsonthecapital.
) Alistofdirectorswithdetailsoftheirnames,addresses,

occupations,sharessubscribedandstatementsofagreementto
serveasdirectors

iii) Declarationthatregistrationrequirementsaslaiddownbylaw(by
thecompaniesact)havebeenmet.Thedeclarationmustbe
signedbythesecretaryoradirectororalawyer.

) Astatementsignedbythedirectorsstatingthattheyhaveagreed
toactasdirectors.

v) Astatementofsharecapital-thisstatementgivestheamountof
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capitalthatthecompanywishestoraiseanditssubdivisioninto
shares.

-Oncetheabovedocumentsareready,theyaresubmittedbythe
promoterstotheregistrarofcompanies.OnapprovalbytheRegistrar
andonpaymentofaregistrationfee,acertificateofincorporation
(certificateofregistration)isissued
-Thecertificateofincorporationgivesthecompanyaseparatelegal
entity.
Sourcesofcapital
1.Shares;Themainsourceofcapitalforanycompanyisthesaleof

shares.
-Ashareisaunitofcapitalinacompanye.g.ifacompanystates
thatitscapitalisksh.100,000dividedintoequalsharesofksh.10
each.
-Eachshareholderisentitledtothecompany’sprofitproportionate
tothenumberofshareshe/sheholdsinthecompany.

Typesofshares:
a)Ordinaryshares
b)Preferenceshares

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

accordingtotheamountsofprofitmade
Theyhaveaclaim todividendsafterthepreferenceshares
Ifthecompanyisbeingliquidated,theyarepaidlastafterthe

preferenceshares
b)Preferenceshares;-Theyhavethefollowingcharacteristics;

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

onesthatcanbeboughtbackbythecompanyatafuturedatewhile
irredeemableonesareonesthatcannotbeboughtback

Canbecumulativeornon-cumulative.Cumulativesharesarethe
onesthatareentitledtodividendswhetherthecompanymakes
profitornot.Thismeansifthecompanymakesalossoraprofit
whichisnotenoughfordividendsinacertainyear,thedividendsto
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cumulativesharesarecarriedforwardtothenextyear(s)when
enoughprofitaremade

-Non-cumulativesharesaretheoneswhosedividendsarenotcarried
forwardtothefollowingyear(s)
2.Debentures
Thisreferstoloansfrom thepublictoacompanyoran
acknowledgementofadebtbyacompany
Theycarryfixedrateofinterestwhichispayablewhetherprofitare
madeornot.
Theyareissuedtothepublicinthesamewayasshares.
Theycanberedeemableorirredeemable.
Redeemabledebenturesareusuallysecuredagainstthecompany’s
assetsinwhichcasetheytermedassecureddebenturesormortgaged
debentures.
NB:Wherenosecurityisgiven,thedebenturesarecalledunsecured
/nakeddebentures.
3.Loansfrom bankandotherfinancialinstitutions;-Acompanycan

borrowlongterm orshortterm loansfrom banksandothermoney
lendinginstitutionssuchasIndustrialandCommercialDevelopment
Corporation[I.C.D.C]

Theseloansarerepayablewithinterestoftheagreedrates.
4.Profitsploughedback;-Acompanymaydecidetosetasidepartof

theprofitmadetobeusedforspecifiedorgeneralpurposesinstead
ofsharingoutalltheprofitasdividends.Thismoneyisreferredto
asareserve.

5.Bankoverdraft;-Acustomertoabankmaymakearrangementswith
thebanktobeallowedtowithdrawmoremoneythanhe/shehasin
theaccount.

6.Leasingandrentingofproperty.
7.Goodsbroughtoncredit.
8.Acquiringpropertythroughhirepurchase

TYPESOFCOMPANIES
I. PRIVATELIMITEDCOMPANY

Privatelimitedcompanyhasthefollowingcharacteristics;
Canbeformedbyaminimum of2andamaximum of50

shareholders,excludingtheemployees,
Doesnotadvertiseitssharestothepublic,butsellsthem privately



104

tospecificpeople
Restrictstransferofsharesi.e.ashareholdercannotsellhis/her

sharesfreelywithouttheconsentofothershareholders.
Canbemanagedbyoneortwodirectors.Abigprivatecompany

mayhowever,requireaboardofdirectors
Canstartbusinessimmediatelyafterreceivingthecertificateof

incorporationwithoutnecessarilyhavingtowaitforacertificateof
trading.

Itdoesnothaveanauthorizedminimum sharecapitalfigure.
Hasaseparatelegalentityandcanownproperty,enterinto

contracts,sueorbesued.
Haslimitedliability.
Hasaperpetualexistence.
Formation
-Itmusthaveamemorandum ofassociation,articleofassociationlist
ofdirectors,declarationsignedbyadirectororlawyerandcertificate
ofincorporation.
Advantagesofprivatelimitedcompany
i) Formation:TheCompanycanbeformedmoreeasilythanapublic

company.Thecostofinformationislessthanthatofapublic
company

ii) Legalpersonality:Aprivatecompanyisaseparatelegalentity
from itsowners.Likeaperson,itcanownproperty,sueorbe
Suedandenterintocontacts

iii) Limitedliability:Shareholdershavelimitedliabilitymeaningthat
theyarenotresponsibleforthecompany’sdebtsbeyondthe
amountdueontheshares

iv) Capital:Theyhaveaccesstoalargepoolofcapitalthansole
proprietorshiporapartnership.Theycanborrowmoneymore
easilyfrom financialinstitutionsbecauseitownsassetswhich
canbepledgeassecurity

v) Management:Aprivatecompanyhasalargerpoolofprofessional
managersthanasoleproprietorshiporapartnership.These
managersbringinprofessionalskillsintheirownareaswhichare
ofgreatadvantagetoaprivatecompany

vi) Assuredcontinuityofthebusiness:Death,bankruptyor
withdrawalofashareholderdoesnotaffectthecontinuityofthe
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company
vii) Trading:Unlikeapubliccompanyaprivatecompanycan

commencetradingimmediatelyuponreceivingaregistration
certificate.

Disadvantagesofaprivatecompany
i) Returns:Aprivatecompany,unlikesoleproprietorshipora

partnership,mustsubmitannualreturnsonprescribedformsto
theregistrarofcompaniesimmediatelyaftertheannualgeneral
meeting

ii) Capital:Aprivatecompanycannotinvitethepublictosubscribe
toitsshareslikeapubliclimitedcompany.Itthereforelimited
accesstoawidesourceofcapital.

iii) Sharetransfer:Thelawrestrictsthetransferofsharestoits
members/shareholdersarenotfreetotransfertheirshares

II)PUBLICLIMITEDCOMPANY;-Publiclimitedcompanies
havethefollowingcharacteristics:
a)Canbeformedbyaminimum of7(seven)shareholdersandnoset

maximum.
) Cannotstartbusinessbeforeitisissuedwithacertificateoftrading.

Thisisissuedafterthecertificateofincorporationandafterthe
companyhasraisedaminimum amountofcapital

c)It’smanagedbyaboardofdirectors
) Thesharesanddebenturesarefreelytransferablefrom oneperson

toanother.
e)Itadvertisesitssharestothepublic/invitesthepublictosubscribe

for/buyitssharesanddebentures.
f)Mustpublishtheirendofyearaccountsandbalancesheets
g)Musthaveanauthorizedminimum sharecapitalfigure
h)Hasaseparatelegalentityandcanownproperty,enterinto

contracts,sueorbesued.
i)Haslimitedliability.
j)Hasaperpetualexistence.
Advantagesofpubliclimitedcompany
i)Widerangeofsourcesofcapital:Ithasaccesstowiderangeof

sourcesofcapitalespeciallythroughthesaleofsharesand
debentures

-Theycanalsoborrowmoneyfrom financialinstitutionsinlargesums
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andhavegoodsecuritytooffertothelenders.
ii)Limitedliability:Likeprivatecompanies,publiclimitedcompany’s

shareholdershavelimitedliabilityi.e.theshareholdersarenotliable
forthecompany’sdebtsbeyondtheshareholderscapital
contribution.

iii)Specializedmanagement:PLC’Sareabletohirequalifiedand
experie-ncedprofessionalstaff.

iv)Widechoiceofbusinessopportunities:Duetolargeamountof
capitalapubliccompanymaybesuitableforanytypeofinvestment

v)Sharetransferability:Sharesarefreelytransferablefrom oneperson
toanotherandaffectsneitherthecompany’scapitalnorits
continuity.

vi)Continuity:PLChasacontinuouslifeasitisnotaffectedbythe
shareholdersdeath,insanity,bankruptcyortransferofshares

vii) Economiesofscale:Theirlargesizeenablesthem toenjoy
economiesofscaleoperations.Thisleadstoreducedcostsof
productionwhichraisesthelevelsofprofit

viii)Employee’smotivation:Theyhaveschemeswhichenable
employeestobepartownersofthecompanywhichencourages
them toworkharderinanticipationofhigherdividendsandgrowth
inthevalueofthecompany’sshares.

ix)Shareofloss:Largemembershipandthefactthatcapitalisdivided
intodifferentclasses’meansthattheriskoflossissharedand
spread.

x)Shareholdersaresafeguarded;Publicityofcompanyaccounts
safeguardagainstfrauds.

Disadvantagesofpubliclimitedcompanies
i) Highcostsofformation:Theprocessofregisteringapublic

companyisexpensiveandlengthy.Someofthecostsof
informationarelegalcosts,registrationfeesandtaxes

ii) Legalrestrictions:Apubliccompanymustcomplywithmany
legalrequirementsmakingitsoperationsinflexibleandrigid

iii) Alienationofowners:Shareholdersnon-participationin
managementisadisadvantagetothem

iv) Lackofsecrecy:Thepubliclimitedcompaniesarerequiredbylaw
tosubmitannualreturnsandaccountstotheregistrarof
companiesdenyingthecompanythebenefitofkeepingitsaffairs
secret.Theyarealsorequiredtopublishtheirendofyear
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accountsandbalancesheets.
v) Conflictsofinterests:Directorsmayhavepersonalintereststhat

mayconflictwiththoseofthecompany.Thismayleadto
mismanagement.

vi) Decisionmaking;Importantdecisionaremadebythedirectors
andshareholders.Thedirectorsandshareholdersmeetafterlong
periodswhichmakedecisionmakingslow/delayedandexpensive.

vii) Diseconomiesofscale:Thelargesizeandnatureofbusiness
operationsofpubliclimitedcompaniesmayresultinhigh
running/operationcostsandinefficiency

viii)Doubletaxation:Thereisdoubletaxationsincethecompanyis
fixedanddividendsdistributedtotheshareholdersarealsotaxed

ix) Inflexibility:Publiclimitedcompaniescannoteasilychangeits
natureofbusinessinresponsetothechangingcircumstancesin
themarket.Allshareholdersmustbeconsultedandagree.

DISSOLUTIONOFACOMPANY
Thefollowingarethecircumstancesthatmayleadtothedissolution
ofacompany:
Failuretocommencebusinesswithinoneyear-Ifacompanydoes

notcommencebusinesswithinoneyearfrom thedateof
registration,itmaybewoundupbyacourtorderonapplicationofa
memberofthecompany.

Insolvency–whenacompanyisnotabletopayitsdebts,itcanbe
declaredinsolventandwoundup.

Ultra-vires–thismeansacompanyisactingcontrarytowhatisin
itsobjectiveclause.Insuchacase,itmaybewoundupbyacourt
order.

Amalgamation–twoormorecompaniesmayjoinuptoform one
largecompanycompletelydifferentfrom theoriginalones.

Courtorder–thecourtoflawcanorderacompanytowindup
especiallyfollowingcomplaintsfrom creditors.

Decisionbyshareholders–theshareholdersmaydecidetodissolve
acompanyinageneralmeeting.

Accomplishmentofpurposeorexpiryofperiodofoperation–a
companymaybedissolvedonaccomplishmentofitsobjects,oron
expiryofperiodfixedforitsexistence.

THEROLEOFSTOCKEXCHANGEASAMARKETFORSECURITIES
DEFINATIONS
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(1) Stock:agroupofsharesinapubliclimitedcompany
-Stocksareformedwhenalltheauthorizedsharesinaparticular
categoryhavebeenissuedandfullypaidfor.
(2) Stockexchangemarket:isamarketwherestocksfrom Quoted

companiesareboughtandsold
-Stockexchangemarketsenableshareholdersinpubliccompaniesto
selltheirsharestootherpeople,usuallymembersofthepublic
interestedinbuyingthem.
(3) AQuotedCompany:isacompanythathasbeenregistered(listed)

asamemberofthestockexchangemarket.
-Companiesthatarenotquotedcannothavetheirsharestradedinthe
stockexchangemarket.
(4) Securities:thiscouldeitherrefersharesordocumentsusedin

supportofshareownership.
(5) InitialPublicOffer(I.P.O):referstosituationsinwhicha

companyhasfloatednewsharesforpublicsubscription(Has
advertisednewsharesandhasinvitedmembersofthepublictobuy
them.

(6) Secondarymarket:Themarketthatdealsinsecondhandshares
i.e.thetransferofsharesfrom onepersonororganizationto
another.

ThereisonlyonestockexchangemarketinKenyai.e.TheNairobi
StockExchange.
ApersonwishingtoacquireshareswilldosoeitheratanIPOorinthe
secondarymarket.However,aninvestorcannotbuyorsellstocks
directlyinthestockexchangemarket.Theycanonlydosothrough
stockbrokers.
ROLESOFTHESTOCKEXCHANGEMARKET
(a) Facilitatesbuyingofshares-itprovidesaconduciveenvironment

toinvestorswhowanttobuysharesindifferentcompanies.
(b) Facilitatessellingofshares-itcreatesamarketforthosewho

wishtoselltheirshares.
(c) Safeguardinginvestors’interests-itmonitorstheperformanceof

thealreadyquotedcompaniesandthosefoundnotmeeting
expectationsarestruckoff.Companieswhowanttobequoted
mustalsoattainacertainstandardofperformance.

(d) Providesusefulinformation-itprovidestimely,accurateand
reliableinformationtoinvestorswhichenablethem tomake
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decisionsontheinvestmentstomake.Theinformationispassedon
throughmassmediaandstockbrokers.

(e) Assistcompaniestoraisecapital-itassistscompaniestoraise
capitalbycreatinganenvironmentthroughwhichcompaniesissue
newsharestomembersofthepublicinanIPO.

(f)Creationofemployment-itcreatesemploymentforthosewho
facilitatethebuyingandsellingofsharesegstockbrokers,stock
agentsetc.

(g) Raisingrevenueforthegovernment-thegovernmentearns
revenuebycollectingfeesandotherlevies/duesfrom activities
carriedoutinthestockexchangemarket.

(h) Availingavarietyofsecurities-itavailsavarietyofsecuritiesfrom
whichaninvestorcanchoosefrom.Themarketthereforesatisfies
needsofvariousinvestorseginvestorswhowishtobuyfrom
differentcompaniescandosointhemarket.

(i)Fixingofprices-thestockexchangemarketisinapositionto
determinethetruemarketvalueofthesecuritiesthroughtheforces
ofdemandandsupply.Thisisofgreatimportancetoboththebuyer
andtheseller.

(j)Measuresacountry’seconomicprogress-theperformanceof
securitiesinthestockexchangemarketmaybeanindicatorofa
country’seconomicprogresse.gaconstantriseinpricesand
volumesofsecuritiestradedwithinagivenperiodoftimewould
indicatethatthecountry’seconomyispositivelygrowing.

(k) Promotesthecultureofsaving-itprovidesinvestorswith
opportunitiestochanneltheirexcessfunds.Suchpeopleactasrole
modelstoothermembersofthesocietywhomayemulatethem
therebypromotingasavingculture.

PUBLICCORPORATIONS(STATECORPORATIONS)
Theseareorganizationsformedbyand/orcontrolledbythe
government(thegovernmenthasacontrollinginterest).Thismeans
thatthegovernmentownsmorethan50%sharesinthecorporation.
Wherethegovernmenthasfullownership,theorganizationisknown
asaparastatal
Publiccorporationsareformedtoperform certain/specificfunctions

onbehalfofthegovernment.
Theyareformedtoprovideessentialservicesthataregenerallyin

thepublicinterest,andthatmayrequireheavyinitialcapital



110

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

financialandmanagementservices
MumiasandChemelilsugarcompanies.
Kenyaairways-provideairtransportservices.etc
Characteristics/featuresofpubliccorporations
Theyareformedbythegovernmentundertheexistinglawsi.e

formedbyanactofparliamentegeducationact
Initialcapitalisprovidedbythegovernment
Theyarejointlyownedbythegovernmentandmembersof

public/privateinvestors
Theyaresetuptoperform certainspecificfunctionsonbehalfof

thegovernment
Theyaremanagedbyaboardofdirectorsappointedbythe

governmentorappointedbythegovernmentandthejointowners
Theyhaveanentityoftheirownandcanownproperty,enter

contracts,sueandbesued
Theyhavelimitedliability
Someoperatewithoutaprofitmotivewhileothershaveaprofit

motive
Formation
-Someareformedbyanactofparliamentwhileothersareformed
undertheexistinglaws.
-Whenformedbyanactofparliament,theActdefinesitsstatus
obligationsandareasofoperation.TheActoutlinesthefollowing;

Proposednameofthecorporation
Aimsandobjectives
Goodsorservicestobeproducedandprovided
Location(Areaofoperation)
Theappointmentoftopexecutives
ThepowersoftheBoardofdirectors
Theministryunderwhichitwilloperate
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Management
-Thepubliccorporationsaremanagedbyaboardofdirectors
appointedbythepresidentortherelevantminister
-Thechairmanandtheboardofdirectorsareresponsibleforthe
implementationoftheaimsandobjectivesofthecorporations.
-Thechairmanoftheboardofdirectorsreportstothegovernment
(president)throughtherelevantminister.
-Themanagingdirectorwhoisusuallythesecretaryoftheboardof
directorsinthechiefexecutiveofficerofthecorporation
Sourcesofcapital

-Theinitialcapitalisusuallyprovidedbythegovernmentasavoteof
expenditurefortheministryconcerned
-Thosecorporationsjointlyownedbythegovernmentandthepublic
raisecapitalthroughthesaleofshares
-financialinstitutionsinform ofloans
-Retainedprofits/profitsploughedback.
-Hirepurchase
Advantagesofpubliccorporations

Initialcapitalisreadilyavailablebecauseitisprovidedbythe
government

Canaffordtoprovidegoodsandservicesatlowpriceswhich
wouldotherwisebeexpensiveiftheywerelefttotheprivate
sector.

Mostofthem producegoodsandservicesinlargequantities
therebyreapingthebenefitsoflargescaleproduction

Somearemonopolies.Theyhenceenjoythebenefitsofbeinga
monopolye.g.theydonothavetoincurcostsadvertisingsince
thereisnocompetition

Theycanbebailedout/assistedbythegovernmentwhenin
financialproblems

Theyhavelimitedliability
Moneyforresearchanddevelopmentcanbemadereadily

availablebythegovernment
Throughcorporationsthegovernmentisabletoremoveforeign

dominationinthecountry
Theycanaffordtohirequalifiedpersonnel.
Disadvantagesofpubliccorporations
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Theyaremanagedbypoliticalappointeeswhomaynothavethe
necessarymanagerialknowhow.

Whentheymakelosses,theyareassistedbythegovernmentand
thiscouldleadtohighertaxationofindividuals

Lackofcompetitionduetomonopolyleadstoinefficiencyand
insensitivitytocustomersfeelings.

Politicalinterferencemayhamperefficiencyintheachievement
ofsetgoalsandobjectives.

Decision-makingisslowanddifficultbecausetheorganizations
arelarge.

Theymaylackclosesupervisionbecauseoftheirlargesizes.
Thereisembezzlementoflargesumsofmoneyleadingtolossof

publicfunds
Thegovernmentisforcedtoprovidegoodsandservicestoits

citizensinallpartsofthecountrywhereattimesits
uneconomicaltoprovidethem becausethecostsofproviding
them maysurpassthereturns

Publicfundsarewastedbykeepingpoorlymanagedpublic
corporations.

Diseconomiesofscaleapplyinthesebusinessunitsbecause
theyareusuallyverylargescaleorganizationse.g.decision
makingmaytakelong.

Dissolutionofpubliccorporations
Theycanonlybedissolvedbythegovernmentdueto:
1.Persistentlossmaking
2.Bankruptcy-wherethecorporationcannotpayitsdebts
3.Changeintheactofparliamentthatformedthecorporation
4.Privatization
5.Mismanagement,resultinginpoormanagementofthecorporation
TRENDSINFORMSOFBUSINESSUNITS
(1) Globalizations:
Thisreferstothesharingofworldsresourcesamongallregionsi.e
wheretherearenoboundariesinbusinesstransactions
Somecompaniesreferredtoasmultinationals,havebranchesinmany
partsoftheworlde.gcoca-colacompany
Globalizationhasbeenmadepossibleandeffectivethroughthe
developmentandimprovementofinformationandtechnology
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organizationi.e
Worldwebsite(internet);onecanacquireandorderforgoods

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

Mobilephonestechnologyhasrevolutionizedwaysoflifeand
businessandevenremoteareashavebeenopenedup.

(2) BusinessAmalgamations/combinations
Thisoccurswhentwoindependentbusinessenterprisescombineto
form onelargeorganization
Levelsofcombinations
i) Verticalcombination;Thisiswhenbusinessesengagedin
differentbutsuccessivelevelsofproductioncombinee.g.
primary(extractive)levelcombineswithsecondary(manufacturing)level
orsecondarylevelcombiningwithtertiarylevel.
Example;Acompanyproducingcotton(rawmaterials)combiningwith
atextileindustry.
ii) Horizontalcombination;Thisiswherebusinessenterprisesofthe
samelevelcombinee.g.secondaryandsecondarylevelse.t.c

TypesofAmalgamation/combination
Amalgamationswhetherverticalorhorizontalcanbeachievedinthese
ways;
a)Holdingcompanies
-Aholdingcompanyisonethatacquires51percentormoresharesin
oneormoreothercompanies.
-Thevariouscompaniesenteringintosuchacombinationarebrought
underasinglecontrol.
-Thesecompaniesarecontrolledbytheholdingcompanyandare
calledSubsidiaries.
-Thesubsidiarycompaniesarehoweverallowedtoretaintheiroriginal
namesandstatus,buttheholdingcompanyappointssomemembers
tobeontheboardofdirectorsofthesesubsidiaries,soastocontrol
theiractivities.
-Holdingcompaniesareusuallyfinancialinstitutionsbecausetheyare
abletobuycontrollingsharesinsubsidiarycompanies
b)Absorptions(takeovers)
Thisreferstoabusinesstakingoveranotherbusinessbybuyingallthe



114

assetsoftheotherbusinesswhichthenceasestoexist.
Example;KenyaBreweriestookoverthecastlecompanyinKenya
c)Mergers(Amalgamation):
Thisiswheretwoormorebusinessorganizationscombineandform
onenewbusinessorganizations.
-Themergingcompaniesceasetoexistaltogether.
d)Cartels
Thisisagroupofrelatedfirms/companiesthatagreetoworktogether
inordertocontroloutput,pricesandmarketsoftheirproducts–O.P.
E.C(organizationofpetroleum exportingcountries)isanexample.
(3) Privatization:thisistheprocessoftransferring/sellingstate
ownedcorporationstopubliclimitedcompaniesorprivateinvestors.
ThisisdonebytheGovernmentsellingtheirshareholdingtomembers
ofthepublic.Themainaim isto:
Improveefficiency
Generaterevenueforthegovernment.
Reducegovernmentcontrol
Tobreakmonopolisticpractices
Toreducegovernmentexpenditureoncorporationsthatrelieson

governmentsubsidy.
(4) Checkoffsystem-thisisamethodofremittingmoneyespecially

toSACCOSwheretheemployerdeductsthecontributionfrom the
sourceandsubmitsittotheSACCOonbehalfoftheemployeewho
isamemberoftheSACCO.

(5) BurialBenevolentFunds(B.B.F):someSACCOShavestarted
systems/fundstoassisttheirmembersfinanciallyinburials
throughcreationofBBF.

(6) FrontOfficeSavingsAccount(FOSA);SACCOShaveexpanded
theirservicestomembersbyintroducingFOSA.Theaccount
enablesmemberstoconvinientlydepositandwithdrawsmoney.A
membermayalsobeprovidedwithanATM cardwhichenables
him/hertowithdrawmoneyatvariouspesapoints/ATM’s.

(7) Franchising:thisiswhereonebusinessgrantsanothertherights
tomanufacture,distributeorproduceitsbrandedproductsusingthe
nameofthebusinessthathasgrantedtherightsegGeneralmotors’
hasbeengrantedfranchisetodealinToyota,IsuzuandNissan
vehicles.

(8) Trusts:ThisiswhereagroupofCompaniesworktogetherto



115

reducecompetition.Trustsmayalsobeformedwhereacompany
buysmorethan50%ofsharesinacompetingcompanysoasto
reducecompetition.

(9) Performancecontracts:Employeesinstatecorporationsare
expectedtosignperformancecontractsinordertoimprovetheir
efficiency.Otherprivateinstitutionsarealsoadoptingthesame
practice.

GOVERNMENTANDBUSINESS

BYTHEENDOFTHETOPIC,THELEARNERSHOULDBEABLETO:
i. Explainreasonsforgovernmentinvolvementinbusiness.

ii. Explainhowthegovernmentgetsinvolvedinbusiness.
iii. Discussthemeritsanddemeritsofgovernmentinvolvementin

business.
iv. Discusstheimportanceofconsumerprotection.
INTRODUCTION
Governmentinvolvementinbusinessactivitiesisoneofthe
commercialdutiesitowesitscitizens.Itistheonethatprovidesthe
necessaryenvironmentforinvestmentstobeundertakenbyitself,or
bythelocalandforeigninvestors.This,thegovernmentmaydoin
variousways,theseinclude;
a)Producinggoodsandservices
b)Distributinggoodsandservices
c)Advisingproducersandtraders
d)Promotingtradeandeconomicdevelopment
e)Protectingconsumersagainstexploitationbyproducersandtraders
f)Asaconsumerofgoodsandservices
ReasonsforGovernmentinvolvementinbusiness
Thefollowingarethemajorreasonsforthegovernment’sinvolvement
andparticipationinbusinessactivities;
1)Topreventexploitationofthepublicbyprivatebusinesspersons

especiallyintheprovisionofessentialgoodsandservicessuchas
sugar,transport,communicationetc.theKenyaBureauofstandards
(KEBS)regulatesthequalityofgoodsconsumedinKenya.

2)Toprovideessentialgoodsandservicesinareaswhereprivate
individualsandorganizationsareunwillingtoventurebecauseof
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lowprofits/highrisksinvolved.
3)Toprovideessentialgoodsandserviceswhichprivateorganizations

andindividualsareunabletoprovideduetothelargeamountof
initialcapitalrequiredbe.g.generationofelectricity,establishment
ofairlinesetc.

4)Toattractforeigninvestmentbyinitiatingmajorbusinessprojects
5)Tostimulateeconomicdevelopmentinthecountrye.g.byproviding

socialservices
6)Toprovidegoodsandserviceswhicharetoosensitivetobeleftin

thehandsoftheprivatesectore.g.provisionoffirearms.
7)Tocreateemploymentopportunitiesbyinitiatingprojectssuchas

generationofelectricity.
8)Topreventforeigndominanceoftheeconomybyinvestinginareas

wherethelocalsarenotableto
9)Toredistributewealthwherereturnsareveryhigh
10) Topreventestablishmentofmonopolies
METHODSOFGOVERNMENTINVOLVEMENTINBUSINESS
Thegovernmentgetsinvolvedinbusinessactivitiesthroughthe
followingmethods:
(i) Regulation
ThisreferstoRulesandrestrictionsthegovernmentrequiresbusiness
unitstofollowintheirbusinessactivities.Throughthismethod,the
governmentensureshighqualitygoodsandservicesandputsin
controlmeasurestoprotectconsumersfrom exploitation.The
governmentregulationmeasuresinclude;
a)Licensing

Alicenseisadocumentthatshowsthatabusinesshasbeen
permittedbythegovernmenttooperate.Itisusuallyissuedupon
paymentofasmallfee.
Licensingistheprocessofissuinglicensestobusinesses.Someof
thereasonswhythegovernmentissueslicensesinclude;
Regulatingthenumberofbusinessesinagivenplaceatanygiven

timetoavoidunhealthycompetition.
Tocontrolthetypeofgoodsenteringandleavingthecountry.
Toensuretherearenoillegalbusinesses.
Toensurethattradersengageonlyintradeactivitiesthattheyhave

beenlicensedfor.
Toensurethatthosewhoengageinprofessionalactivitiesmeetthe
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requirementsoftheprofession.
Toraiserevenueforthegovernment.
b)Ensuringstandards/enforcingstandards;Thegovernment

regulatesbusinessactivitiesbysettingstandardsthatbusinesses
shouldandensuringthatthestandardsareadheredto.Toachieve
thispurpose,thegovernmenthasestablishedbodiessuchas;

Kenyabureauofstandards(KEBS)whosemainresponsibilityisto
setstandardsespeciallyforthemanufacturedgoodsandseetoit
thatthesetstandardsareadheredto/met.Goodsthatmeetsuch
standardsaregivenadiamondmarkofquality,toshowthattheyare
ofgoodquality.

Theministryofpublichealthtoensurethatbusinessesmeetcertain
standardsasconcerningfacilitiesbeforesuchbusinessescanbe
allowedtooperate.Suchstandardsmayincludecleantoilets,clean
waterandwellaeratedbuildings.

c)Legislation;TheGovernmentmaycomeupwithrulesand
regulations(laws)thatregulatebusinessactivitiese.g.banning
hawkingincertainareas,matatusrequiredtocarrycertainnumber
ofpassengerse.t.c.

(ii) Training
Thegovernmenttakeskeeninterestintrainingandadvisingpeoplein
businessaboutbusinessmanagementstrategiesandbetterwaysof
producinggoodsandservices.Thegovernmentofferstheseservices
throughseminarsandcourses.ThisismainlydonebytheKenya
BusinessTrainingInstitute(K.B.T.I).Reasonsforgovernmenttraining
include;
Toexposebusinesspersonstomoderndevelopmentsin

management
Introducemoderntechnologyandskillsinmanagement
Educatethebusinesspeopleonefficientmethodsofoperatinga

businesse.g.,effectivemethodsofadvertisingandkeepingbooks
ofaccounts.

Exposebusinesspeopletoproblems/challengesfacingthem and
theirpossiblesolutionsforexample,problemsofraisingcapitaland
identifyinginvestmentopportunities.

Impartproperbusinessethicse.g.goodcustomerrelationsand
honesty.
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Creatingawarenessoftheavailableprofitablebusiness
opportunitiesintheirenvironment

Exposebusinesspeopletogovernmentpoliciesregardingbusiness
activitiesinthecountry.

Educatebusinesspeopleonhowtouseavailableresourcesto
minimizecostsandmaximizeprofits.

Exposepeopletootheropportunitiesthatexistintheimportand
exportmarket.

(iii) Tradepromotion
Thisisagovernmentinitiatedandsupportedpolicytoencouragelocal
businesspeopletoenterintobusiness.Thisisaimedatincreasingthe
volumeandvarietyofgoodsandservicestradedin.
Tradepromotionisclassifiedaseitherexternaltradepromotionor
internaltradepromotion.
(a) Externaltradepromotion
Thepurposeofexternaltradepromotionistoencouragelocal

businesspeopletoenterintotheexportmarket.
Italsointendedtoattractforeigninvestorsintothecountry.
InKenya,externaltradepromotionisdonethroughthedepartment

ofexternaltradeintheministryoftradeandindustry.
ExternaltradepromotionmayalsobedonebyCommercialattaches.
Commercialattachesareofficerssentbythecountry’sgovernmentto
workwiththeembassiesinforeigncountriesassupportstaffinthe
fieldofcommerce.Theirmaindutyistolookattheinterestsoftheir
homecountries’exportse.g.cashcropsandmanufacturedgoods.
Dutiesofcommercialattaches
Exploreandidentifynewmarketsformoreexportopportunities.
Researchandanalyzemarketsforexportsfrom theirhome

countries.
 Keepstatisticsofproductssuchasvolumes,packagingsizeand

methodofmanufacturing.
Attendmeetings,seminarsandworkshopsontradepatternsofthe

countriesandkeepdatafornewmarketsofexports.
Publishandadvertisetheircountry’sexportsinbusinessjournals

andmagazines.
Selectbuyers,agentsanddistributorsofthehomecountry’sexports.
Inform tradersintheirhomecountriesofthestandardsrequiredfor
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exports.
Assistsalesmissionsfrom theirhomecountriesbyorganizing

educationaltoursforthem.
Organizevisitstotradefairsandexhibitionsforbusinesspeople

from theirhomecountry.
Makedetailedreportsoncommercialactivitiesthatmayhelp

improvetheexportsoftheircountries.
Toperform theseduties,thecommercialattachéneedsto:
Keepinformationonpricespaidforexportsandtermsof

payments(conditionstobefilledbeforethepaymentismade)
Beawareoftherulesthatgovernpaymentininternationaltrade.
Beawareoftheworkingoftheregionalorganizationsthatoperatein

developingcountriessuchastheEastAfricanCommunity(E.A.C),
Inter-GovernmentalAuthorityforDevelopment(I.G.A.D),Common
MarketforEasternandSouthernAfrica(COMESA),Economic
CommissionforAfrica(E.C.A)andAfricanGrowthOpportunityAct
(A.G.O.A).

(b) Internaltradepromotion
Thisisdonebythegovernmentthroughtheministryoftrade.The
ministrycarriesoutvariousactivities

TRANSPORT

TOPICOBJECTIVES
Bytheendofthelesson,thelearnershouldbeableto:

1.Explainthemeaningandimportanceoftransporttobusiness.
2.Explaintheessentialelementsoftransport.
3.Describethemodesandmeansoftransport.
4.Discusstheadvantagesanddisadvantagesofeachmeansof

transport.
5.Discussthefactorsthatinfluencechoiceofappropriatemeansof

transport.
6.Discusstrendsoftransport.

MEANINGOFTRANSPORT
Transportisthephysicalmovementofpeopleandgoodsfrom one
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placetoanother.Ithelpsbridgethegapbetweenproducersand
consumershencecreatingplaceutility.
ImportanceofTransporttoBusiness

a)Bridgingthegapbetweenproducersandconsumers/linking
consumerstoproducers-Transportlinksconsumerstoproducers
whichenabletheconsumerstoobtainthegoodstheyneed.

b)Employmentcreation-Transporthelpsinsolvingunemployment
problem bycreatingjobopportunities.Forexample,peoplemaybe
employedasdrivers,pilots,mechanicsandroadconstructors.

c)Promotesspecialization-Transportenablespeopletospecializeinjobs
theyarebestat.Forexample;producerswouldconcentratein
productiononlywhileotherpeoplecarryoutdistribution.

d)Makinggoodsandservicesmoreuseful-Throughtransportgoodsare
movedfrom aplacewheretheyareleastrequiredtoaplacewhere
theyaremostrequiredtherebymakingthem moreuseful.

e)Improvingpeople’sstandardofliving-Itenablesconsumerstogeta
varietyofgoodsandservicestherebyimprovingthestandardsofliving.

f)Availingawidemarketforproducts-Ithelpsproducerstowidenthe
marketsfortheirproductsbyenablingthem accesstoareasthey
wouldotherwisenothaveaccessed

g)Increasedproduction/facilitatesmassproduction-Duetothewider
marketcreatedthroughtransport,producersareabletoincreasethe
volumeofgoodsproduced.

h)Avoidingwastage-Transportmakesitpossibleforsurplusgoodstobe
disposedofbytakingthem toareaswheretheyarerequired.
Perishablegoodssuchasflowers,fruitsandvegetablescanalsobe
transportedfasthenceminimizing/avoidingwastage.

i)Promotingdevelopmentofindustries-Throughtransport,rawmaterials
canbetakentomanufacturingindustriesandalsofinishedgoodsto
themarket.Similarly,itpromotesdevelopmentofserviceindustries
suchastourism.

j)Addsvaluetogoodsandservices-createsutilityingoodsbymoving
them from thepointofproductiontowheretheyareneededthereby
addingtheirvalue.

k)Leadstotheopeningofnewmarkets-Goodsandservicescanbe
takentonewareaswithease.

l)Itfacilitatesthemovementoflabour-peoplecaneasilymovefrom
wheretheystaytowheretheywork.
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ESSENTIALELEMENTSOFTRANSPORT
Inorderforatransportsystem tofunctionefficientlyitshouldhave
certainbasicelements.Theseelementsare:

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

Thisreferstoanythingi.e.vesselthatisusedtotransportgoodsand
peoplefrom oneplacetoanother.Unitsofcarriageinclude:ships,
trains,aeroplanes,motorvehicles,bicyclesandcarts.Unitsofcarriage
arealsoreferredtoasmeansoftransport.

B.Methodsofpropulsion
Thisisthedrivingforce(sourceofpower)thatmakesaunitofcarriage
tomove.Thepowerformostvesselsmaybepetroleum products,
electricity,humanforceoranimalpower.

C.Ways
Itreferstoeithertherouteorpathpassesbythevessel.Theroutecan
beonland,onwaterorthroughair.Examplesofwaysareroads,
railways,paths,canals,seawaysandairways.Thewayscanbe
classifiedintoeithernaturalwaysormanmadeways.
I.Naturalways-Asthenamesuggests,naturalwaysarethewaysthat
areprovidedbynature.Theyarethereforefreetoacquire.Theyinclude
airwaysandseaways.
II.Man-madeways-Thesearewaysthataremadeavailablebyhuman
being.Theyincluderoads,canalsandrailways.Manmadewaysare
usuallyexpensivetoconstructandmaintain.

D.Terminals(terminuses)
Thevesselusedtocarrygoodsandpeoplestartsfrom onedestination
andendsupatanother.Atthesedestinationstheloadingandoff-
loadingtakeplacerespectively.Theloadingandoff-loadingplacesare
referredtoasterminalsorterminus.Examplesofterminusesarebus
stations,airportsandseaports.
MODESOFTRANSPORT
Modereferstothemannerinwhichtransportiscarriedout.Thereare
threemodesoftransportnamely:

i. Landtransport
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ii. Watertransport
iii. Airtransport
1)Landtransport

Thismodeoftransportinvolvesmovementofgoodsandpeopleusing
unitsofcarriagethatmoveondryland.Thevariousmeansunderthis
modeincludes:

a)HumanPorterage
Thisinvolveshumanbeingscarryinggoodsontheirheads,shoulders
orbacks.HumanPorterageasameansoftransportistheoldestkind
oftransportandisstillverycommoninoursociety.Themeansis
suitablefortransportinglightluggageovershortdistances.Itisalso
appropriatewhereothermeansoftransportarenotavailableor
convenient.
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
Cartsareopenvesselsusuallyontwoorfourwheelsthatarepushed
orpulledbyeitherhumanbeingoranimalssuchasoxenanddonkeys.
Thecartspushedorpulledbyhumanbeingsarereferredtoashand
cartsormikokoteni.Theonespulledbyanimals,ontheotherhand,are
calledanimaldrivencarts.Cartsareusedtocarryrelativelylarge
quantitiescomparedtohumanporterage.Likehumanporterage,they
arenotsuitableforlongdistances.Typesofgoodsthatare
transportedusingthismeansinclude,agriculturalproduce,waterand
animalfeeds.
Advantagesofcarts
i.Complimentsothermeansoftransport
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ii.Relativelycheaptohire
iii.Initialbuyingandmaintenancecostislow
iv.Appropriateinremoteareaswhereothermeansarenotavailable
v.Readilyavailableforhire
vi.Cancarryfairlyheavierandbulkygoods
vii.Convenientfortransportinggoodsovershortdistances

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

c)Vehicles
Thesearemeans(unitsofcarriage)oftransportthatferrygoodsand
peopleonroads.Vehiclesarethemostcommonlyusedmeansof
transport.
Vehiclesareeitherpassengerorgoodscarriers.Passengercarriers
maybebuses,matatus,taxisandprivatecarswhilegoodsare
transportedusingLorries,pick-ups,tankersandtrailers.Vehiclesare
expensivetoacquireandmaintain.Theconvenienceofvehiclesmay
dependonthenatureoftheroadonwhichtheytravel.
Someroadsareimpassibleespeciallywhenitrainswhileothersare
usablethroughouttheyear(allweatherroads).Ofspecialconcernin
roadtransportisthematatus.Theseareprivatelyownedpassenger
vehicleswhichwereintroducedtosupplementtheexistingmainstream
transportcompaniesthatwereinadequateatindependence.Theygot
theirnamefrom theamountoffaretheyusedtochargeoriginally,that
is,mapenimatatu.Theoperatorshavetoobtaintherelevant
documentssuchasinsurancecoverinordertobeallowedtooperate.
Theirownersmayform associationswhichtakecareoftheirinterests
alonggivenroutesorincertainareas.
Advantagesofmatatus
i.Theysupplementregularbuscompanies,especiallyinremoteareas
wheretheyaretheonlymeans.
ii.Theyfillupfasterthanbuseshencesavetime
iii.Theyaremoreflexiblesincetheycanchangerouteseasily
dependingondemand
iv.Theyreachoutintotheinteriorofruralareaswherebigbuses
cannotaccess
v.Theyaremoreflexiblewiththefarestheycharge
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vi.Theyareeasiertohireasmostofthem arereadilyavailable
vii.Theyarecheapertoacquireascomparedtobuses
Disadvantagesofmatatus
i.Somematatusarepoorlymaintainedtotheextentofbeing
unroadworthy
ii.Mostdriversarerecklessastheyrushtocompeteforcustomers.
Theypickordroppassengersanywhere
iii.Insomecases,toutsuseimpolitelanguagewhendealingwith
passengers
iv.Theymaycausenoisepollutionsuchasunnecessaryhootingand
loudmusic
v.Theymaycausecongestionintownsunnecessarilybecauseof
carelessdrivingandparking
vi.Uncalledforsuddenincreaseinfaresatpeakhours,duringthenight
andonpublicholidays
vii.Theiroperationisconcentratedonpeakhours,rarelyoperatingat
night.
viii.Theyattimesunexpectedlychangetheirroutehencecausing
breachofcontract.
Advantagesofvehicles
i.Mostreadilyavailablemeansoftransport
ii.RelativelyfastcomparedtocartsandhumanPorterage
iii.Relativelycheaperovershortdistances
iv.Flexibleasitcanofferdoortodoorservice
v.Vehiclesmaybeavailablefortransportingspecialgoods
vi.Roadsarewidelyspreadtherebymakingmanyareasaccessible.
Disadvantagesofvehicles
i.Acquisitionandmaintenancecostsarehigh
ii.Maynotbesuitablefortransportingheavyandbulkygoodsover
longdistancesascomparedtorailways
iii.Trafficjamsinroadsmaycausedelays
iv.Vehicletransportispronetoaccidentswhichmayleadtolossof
goodsandlife
v.Someroadsmaybeimpassibleespeciallyduringtherainyseasons.

) Trains
Trainsarevesselsthattransportgoodsandpeopleonrailshencethe
term railways.
Theterminusesoftrainsaretherailwaysstations.Therefore;the
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goodstobetransportedbytrainshavetobetakentotherailway
station.Railwaytransportissuitableforheavyandbulkygoodsaswell
aspassengers.Therearetwotypesoftrains:cargoandpassenger
train.
AdvantagesofTrains
-Relativelysecureascasesoftheftandaccidentsarerare
-Enablesatransportertoplanforthetransportofhis/hergoodsas
trainsfollowafixedtimetable
-Economicalfortransportingheavyandbulkygoodsoveralong
distance
-Trainsmayhavefacilitiesforcarryingspecialtypesofgoodse.g.gas,
petrolandvehicles
-Whereshuntingfacilitiesareavailabletrainsmaydelivergoodsupto
orfrom theowner’spremises
DisadvantagesofTrains
-Notflexibleastrainsfollowastricttimetable
-Railwaylinesareexpensivetoconstructandtomaintain
-Notallareasareservedbyrailwaylines
-Notsuitablefortransportingurgentlyrequiredorperishablegoodsas
itisslow
-Unsuitablefortransportinggoodsovershortdistances
-Trainsareexpensivetoacquireandmaintain

e)PipelineTransport
Thisisthemovementofliquidsandgasesfrom oneplacetoanother
throughapipe.Productstransportedthroughpipesincludewater,
gases,petrolanddiesel.Solidsthatcannotbedissolvedordamaged
bywatermayalsobetransportedthroughpipesassuspension.
Examplescoffeeberriesfrom machinestodryingplaces.Thepipeline
isbothavesselandaway.
Productsflowbytheforceofgravityorpressurefrom anoriginal
station.Iftheoriginalterminalisatahigherlevelthanthereceiving
terminal,theforceofgravityisadequatetomovetheproduct.Butif
thereceivingterminalisatahigherlevelthantheoriginalthanthe
originatingterminal,thenpowerisrequiredtopumptheproductuphill.
Forexample,petroleum from Mombasawhichisatsealevelneeds
pressuretopumpittoallthereceivingstations.
AdvantagesofpipelineTransport
-Itislaboursavingasitrequiresminimalmanpower
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-Itisenvironmentallyfriendlysinceitisfreeofnoiseorsmoke
-Itmaybeconstructedinareaswhereitisdifficulttoconstructroads
orrailwaylines.Forexample,overruggedterrain
-Pipelinesallowcontinuousflowofthegoodsbeingtransported
-Itensuresthatroaddamageisreducedasthenumberoftankersis
reducedonroads
-Ithelpstoreduceaccidentsthatmaybecausedbytankersonroads
-Itreducesdelaysarisingfrom congestiononroads
-Maintenancecostsarereducedasitreliesongravitationalforceand
boosterstationsalongtheway
-Itmaynotbeaffectedbyadverseweatherconditions
DisadvantagesofpipelineTransport
-Aleakagenotdetectedingoodtimemayleadtohighlosses
-Initialconstructioncostishigh
-Accidentsleakagesmayleadtoenvironmentalpollution
-Itisunidirectionalthatis,travelsonlyinonedirection
-Itcantransportonlyoneproductatatime
-Itisnotflexiblesinceoncealineislaid,itcannotbeadjusted
accordingtotransportpatternsordemands
-Generatescomparativelyfewerjobopportunitiesasitiscapital
intensive
-Itisvulnerabletosabotagebyenemies.
-Oncelaid,itisdifficulttorerouteorrelocate.

2)WaterTransport
Itisamodeoftransportwheretheunitsofcarriagetransportgoods
andpeopleonwater.Waterinthiscaseincludes;navigablerivers,
lakes,seasandoceans.Themeansoftransportwhicharetheunitsof
carriageorvesselsusingthismodeinclude;ships,dhows,boats,
steamersandferries.Watertransportcanbedividedintoinland
waterwaysandseatransport.

(a) Inlandwaterways
Thisistransportcarriedoutonlakes,riversandinlandcanals.The
LakeVictoriafacilitatestransportamongthethreeeastAfrican
countriesi.e.Kenya,UgandaandTanzania.Ferriesalsoconnectthe
mainlandtoislandssuchasRusingaIslands,foundinLakeVictoria.
Waterhyacinthhashoweverbeenathreattotransportonthelake.
MostriversinKenyaarenotnavigableduetoreasonssuchas:

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

Thisiswheregoodsandpeoplearetransportedinseasandoceans.
Alltypesofwatervesselsmaybeusedinseatransport.Seatransport
isimportantasitconnectscontinentsoftheworldtherebyfacilitating
internationaltrade.KilindiniinMombasaprovidesagoodnatural
harborfacilitatingseatransportbetweenKenyaandothercountriesof
theworld.FerriesalsoconnecttheislandofMombasaandthe
mainland.
TypesofWatervessels

a)Ships
Ashipisalargevesselthattransportspeopleorgoodsthroughwater.
Theirsizeshowevervarydependingonquantityofgoodsand
passengerstheycarry.Shipshelpinconnectingcountriesorplaces
whichbordersthesea.Theyloadandoffloadinterminalsreferredto
asharborsfoundatseaports.Forexample,theKilindiniharboris
foundintheportofMombasa.
Shipsthattransportpeoplearereferredtoaspassengershipwhile
thosethattransportgoodsarereferredtoascargoships.Cargoships
arecareconvenientforcarryingheavyandbulkygoods.
Shipsmayalsobeclassifiedaseitherlinersortramps.
Liners
Theseareshipsthatareownedandoperatedbyshippingcompanies
calledconferences.Eachconferenceisresponsibleforspecifyingthe
routeonwhicheachlinerwouldoperatetheratestobechargedand
settingtherulesandregulationstobefollowedbythemembers.
Characteristicsofliners
-Havefixedroutes
-Followafixedtimetable
-Chargesarefixed
-Callatspecifiedportsalongtherouteatspecifiedintervals
-Travelatregularintervals.
Tramps
Theseareshipsthatdonotfollowaregularrouteortimetable.Their
routesthereforedependondemand.Duringtimeswhendemandis
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high,theychargehigherratesandwhendemandislowtheylowertheir
rates.Trampscanthereforebelikenedtomatatus.Trampsmaybe
ownedbyeitherindividualsorfirms.
Characteristicsoftramps
-Donothaveafixedrate.Theythereforemovetowhereverthereare
goodsorpassengerstocarry.
-Havenosettimetables.Theythereforemoveaccordingtodemand
-Theirfareschangeaccordingtodemand.
-Theirtravellingpatternsareirregularandthereforecannotberelied
upon
NB:Linersandtrampsownersareinconstantcompetitionbusiness.
Tradersthereforeneedtochoosethetypeofshipstohire.Linersare
howevermorepopularthantrampsamongtradersbecauseoftheir
reliability.
Whenatraderhiresanentireshiptotransportgoodstoagiven
destination,he/sheandtheshipownersignsadocumentcalleda
charterparty.Thisdocumentshowsthetermsandconditionsunder
whichthegoodswouldbetransported.
Otherinformationincludedintheagreementaredestination,natureof
thegoodsandfreightcharges.Whentheshipishiredtocarrygoods
foragivenjourneythedocumentsignedisreferredtoasvoyage
charter.Ontheotherhand,iftheshipishiredtotransportgoodsfora
givenperiodoftime,thedocumentsignediscalledtimecharter.
Shipsmaybespeciallybuilttocarryspecialcommodities.Thesemay
includetankersspeciallybuilttotransportpetroleum productsand
otherliquids.Refrigeratedshipsmayalsobeavailabletotransport
perishablecommoditiessuchasmeat,fishandfruits.

b)BoatsandFerries
Thesearewatervesselsusedintransportinggoodsandpeopleover
shortdistances.Theyarethereforefoundinbothinlandwater
transportandalsotheseatransport.e.gtheLikoniferryinMombasa
carriespeoplefrom andtotheislandofMombasaandthemainland.
Advantagesofwatertransport
-Seatransportiseconomicaltotheownerasthenumberofemployees
tocarriagevolumeratioislesscomparedtoroadtransport
-Suitedfortransportingheavyandbulkygoods
-Itischeapasthewayisnaturalandfree
-Connectscountriesoftheworldwhichborderthesea
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-Specialtypesofshipsareavailablefortransportinggoods
-Largevolumecanbecarriedtherebyreducingcostperunit
-Notaffectedbytrafficcongestion
-Someshipscanbeveryluxuriousforpassengersandmayeven
provideswimmingpools.
-Attheport/dock,therearemanydepotsforstorageofgoods.
Disadvantagesofwatertransport-
Sea-sickness,sea-piratesandstormsmayoccur
-Theyareslowthereforenotsuitablefortransportingperishableand
urgentlyrequiredgoods
-Itisexpensivetoconstructandmaintainartificialharbors
-Unfavorableweatherconditionsmayaffectwatertransport
-Seatransportisnotaccessibletolandlockedcountries
-Lackofloadingandoff-loadingfacilitiesmayleadtodelay
-Costofacquiringandmaintainingshipsishigh.
-Theftofcargoandothervaluablesmayoccurduringloadingand
offloading.

3)AirTransport
Thisreferstothemovementofgoods,peopleanddocumentsby
aircrafts.Aircrafts/aeroplanesaretheunitsofcarriageandairtheway.
Theterminalsincludeairportsandairstrips.
Aeroplanesarefastcomparedtoothermeansoftransporti.e.theyare
thefastestmeansoftransport.Theyarethereforesuitablefor
transportingurgentlyrequiredgoodslikedrugsandperishablegoods
Suchasflowersoverlongdistances.
Aircraftsmaybeclassifiedaseitherpassengerplanesorcargoplanes.
Passengerplanestransportpeoplefrom oneplacetoanother.Onthe
otherhand,cargoplanestransportlightcargototherequired
destinations.Aeroplanesmaybefittedwithspecialfacilitiesfor
handlingspecialgoods.Aeroplanesareexpensivetoacquireandto
maintain.Theiroperationsmayalsobeaffectedbyweatherconditions.
AdvantagesofAirTransport
-Thereislesshandlingofgoodsonthewaysinceaeroplanesmay
movedirecttothefinaldestinations.
-Thewaydoesnotrequireconstructionormaintenanceasitisnatural
andfree.
-Planescanmovethroughplaceswhereothermeanscannot,suchas
overtheearthpolesandacrosshighmountains/planesarenot
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hamperedbyphysicalbarriers.
-Haveefficientinterconnectionsbetweenairlinesallovertheworld
whichmakesitconvenient
-Suitableforlongdistancetravelersespeciallyfrom onecontinentto
another
-Veryfastthereforesuitablefortransportingperishableandurgently
requiredgoods.
-Charteredplanescanbeusedtoreachremoteareas.
-Themovementofaircraftsissmooththereforesuitablefor
transportingfragilegoodssuchasglasswareandeggs.
-Passengersaregiventhehighestdegreeofcomfortandpersonal
attentionmakingitthemostcomfortablemeansoftransport.

DisadvantagesofAirTransport
-Causesnoisepollution
-Airfieldsarenotavailableinallplaces
-Cannotbeconvenientlyusedtocarryheavyandbulkygoods
-Expensivetoacquireandmaintainaircrafts
-Requireshighlytrainedmanpowere.g.airtrafficcontrollers,pilotse.t.
c
-Unfavorableweatherconditionssuchasfog,mistandheavyrainsmay
causedelay
-Itisanexpensivemeansoftransportintermsoffreightcharges
-Notsuitablefortransportinginflammablegoodssuchascookinggas
andpetrol
-Incaseofaccidentsresultsarecatastrophic/accidentsarerarebut
fatal.
-Haslimitedcarryingcapacitythatshouldnotbeexceeded.
-Itisnotflexible.
-Mostairfields/terminalsarelocatedsomedistanceawayfrom town/
citycentersandthereforerequiretransportorrailwaylinksthatare
affectedbyjamsoccasionallycausingdelays.
-Recenthijackingsbyterroristshavemadeairtransportaninsecure
meansespeciallyfortransportingvaluables.
4)Containerization
Thisisarecentdevelopmentintransport.Itreferstothepackagingof
goodsinstandardized‘boxlike’containersdesignedforusein
transportingcargo.Thecontainersaremainlymadeofmetalthougha
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fewaremadeofwood.Theycaneitherbehiredorboughtfrom firms
thatprovidethem.Thehiredcontainersarereturnabletotheowner
afterthegoodshavebeentransported.
Containersaredesignedinawayappropriatetotransportgoodsby
ships,train,lorryorbyair.Tosafeguardthegoodsagainstriskssuch
astheftandunfavorableweatherconditionsthecontainersaresealed
immediatelyaftergoodshavebeenpacked.Thesealedcontainersare
thentransporteduptothefinaldestinationwheretheyareoff-loaded.
Theconsigneecanthenbreaktheseal.
GoodscanbetransportedincontainersasFullContainerLoad(F.C.L)
orasLessContainerLoad(L.C.L).Fullcontainerloadapplieswherethe
containerisfilledwithgoodsbelongingtooneperson.InFCL,goods
aredeliveredtotheconsigneeintact.Ontheotherhand,lessthan
containerloadapplieswhereacontainerisfilledwithgoodsbelonging
toseveralconsignors.Thismaybethecasewhereasingleconsigner
doesnothaveenoughgoodstofillacontainer.Whensuchacontainer
reachesthedestination,itisopenedandthevariousconsigneestake
theirgoods.
Therearespecialhandlingfacilitiesforloadingandoffloading
containersontoandfrom theunitsofcarriage.
Apartfrom thecontainerdepotatMombasa,KenyaPortsAuthority
(K.P.A)hasestablishedinlandcontainerdepotsreferreddryports.An
exampleofadryportisfoundatEmbakasiinNairobi.The
establishmentofdryportsaimsatrelievingcongestionattheseaport.
Italsoaimsatmakinghandlingofcargoeasierandefficientforinland
importersandexporters.
Whencontainersareoffloadedfrom shipsatMombasa,theyare
loadedintospecialcontainertrainscalledrailtainerwhichtransports
them byrailwaytotheinlandcontainerdepotatEmbakasi.Containers
canalsobetransportedbyspeciallydesignedtrucksbetweentheports
orfrom theporttoconsumer’sdestination.
Advantagesofcontainerization
-Minimizestherisksoflossordamageofgoodsascontainersare
sealedatsource
-Containersareliftedwithdeviceswhichmakemovementand
handlingeasy
-Savestimeandlabourinloadingandoff-loadingduetouseof
machines
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-Containerssealedatsourceinpresenceofcustomsofficialsmaynot
beopeneduntiltheyreachtheirfinaldestination.Thisreducesdelay.
-Specialcontainersareavailableforgoodsrequiringspecialattention
likechemicals.
-Insurancecostsarerelativelylowasrisksareless
-Spaceissavedwhencontainersareusedasopposedtowhen
individualitemsarepackedinthecarrier.
-Cancarrylargequantitiesofcargoifpackedwell.
-Containersaretoughstructure,whichofferprotectiontosensitiveand
fragilegoods.
Disadvantagesofcontainerization
-Theyareexpensiveandthisincreasesthecostoftransportinggoods
-Contributestounemploymentsinceitiscapitalintensive
-Notsuitablefortransportingsmallquantitiesofgoods.
-Requiresspecialhandlingequipmentwhichmaybeexpensive
-Maynotbesuitableforgoodswithirregularshapes.
-Traininglabourforceislongandexpensive.
-Theymaybeusedtosmuggleillegalgoods.
-Thelargetrucksusedontheroadincreaseroaddamageandmay
increaseaccidents.
Factorsthatinfluencethechoiceofappropriatemeansoftransport
i.Cost;Thecostoftransportingagoodshouldbereasonable;except
whereotherfactorsshouldbeconsideredsuchasneedforquick
delivery.Otherwiseshouldbeproportionaltothevalueofgoods
transported.
ii.Natureofgoods;Thenatureofgoodsshouldbeconsideredwhen
choosingameansoftransport.Forexample,perishablegoodsrequire
afastmeans.Similarly,heavyandbulkygoodsrequireameansof
transportconvenientforsuchgoodse.g.trainsandship.
iii.Reliability;Themeanschosenshouldbeabletodeliverthegoodsto
therequiredplaceattherighttimeandintherightform.
iv.Urgency;Forgoodsthatareurgentlyrequired,thefastestmeans
availableshouldbechosen.
v.SafetyandSecurity:Themeanschosenshouldensurethatthe
goodsontransitaresecureagainstloss,theftorphysicaldamages.
vi.Distance;Somemeansoftransportaresuitableforlongdistances
whileothersaresuitableforshortdistances.Ifgoodsaretobe
transportedforlongdistances,air,seaorrailwaytransportwouldbe
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appropriate,otherwiseroadswouldbesuitableforshortdistances.
vii.Availabilityofmeans;Themeansoftransporttobeselectedshould
bebasedonitsavailability.Forexample,wherethereisonlyone
meansoftransport,itwouldbetheonlyonetobechosen.
viii.Flexibility;Thisistheabilityofmeansoftransporttobe
manipulatedtosuittheconvenienceofthetransporter.Where
flexibilityisrequired,thenthemeansthatwouldprovidesuchshould
bechosen.Forexampleamatatuisusuallymoreflexiblethanan
aeroplane.
ix.Terminals;Somemeansoftransportmayhavetheirterminalsnear
thetransporterthanothers.Inthiscase,thetransportershouldchoose
themeanswhoseterminalsareconvenientlyaccessibletofacilitate
loadingandoffloadingofgoods.
x.Valueofgoodstobetransported-goodsofhighvaluerequirespecial
handlingandhighsecurityduringtransportation.
Trendsintransport

Pipelineandcontainerization
Electrictrainsarereplacingdieselengines
Undergroundtunnelsfortrainsarebeingusedtoeasecongestionon

thesurface
Dual-carriageroadsarebeingdevelopedinvariouspartstoease

congestionandminimizeaccidents
Developmentofplaneswithlargercarryingcapacityandspeedisa

majorfeatureinthetransportindustry
Useofbicyclescommonlyknownasbodabodaareacommonfeature

intowns,busterminalsandruralareas,supplementingothermeansof
transporttoferrypeopleandcargototheirdestinations.Thebicycles
arebeingmodifiedtomakethem moreconvenient.Itisnotunusualto
findabicycle(bodaboda)whichhasbeenfittedwithfacilitiessuchas:
Motorstoincreasetheirspeedandreduceenergyappliedbythe

cyclist.
MusicsystemstoentertainpassengersandMorecomfortable

seats.
Motorcyclesarealsobeingusedasbodabodasinvariousareas.
Similarly,thethreewheeledvehiclescommonlyknownas‘TukTuk’isa
majorfeatureincitiesandmosttowns.

Privatepersonalvehicleswithlesscarryingcapacitye.g.four-seater
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vehiclesarebeingusedasmatatus.Thevehiclesareconvenienttothe
passengersasthey:
Fillupwithinashortertimecomparedtolargervehicles
Mayaccommodateeachofthecustomersinterests.
Passengervehiclesarebeingfittedwithradios,musicsystems

andvideostoentertaincustomersastheytravel.However,some
formsofentertainmentmaynotbeconducivetoall.

REVISIONQUESTIONSONTRANSPORT
KCSEPASTPAER1
1.1996Statefourcircumstancesunderwhichabusinessmanwould

choosetotransportgoodsbyair?(4mks).
2.1997OutlinefourreasonswhyaschoolinKisumumaypreferto

transportitssixtystudentstoamusicfestivalinNairobibytrain
ratherthanbybus. (4mks).

3.1999Givefivereasonswhyamanufacturingfirm wouldbelocated
inanareawellservedbygoodroadnetwork.(4mks).

4.1999Outlinefourlimitationsofcontainerization.(4mks).
5.2000Statefourreasonswhyroadtransportispopularin

Kenya.(4mks).
6.2001Statefourwaysinwhichthenatureofgoodswouldinfluence

thechoiceoftransport.
7.2002Outlinefourreasonswhyatransporterofgoodsfrom

MombassatoNairobimaypreferrailtransporttoroadtransport.
(4mks).

8.2003Statetheunitofcarriageforeachofthefollowingmodesof
transport. (5mks)

Modeoftransport Unitsofcarriage
i. Portage

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

9.2004listfourwaysinwhichtransportpromotesgrowthoftrade.
(4mks)

10. 2000StatefourreasonswhyroadtransportispopularinKenya.
(4mks)
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11. 1995Give3disadvantagesofrailwaytransportinKenya.
(4mks)

12. 1998List4disadvantagesofusingcontainerstotransportgoods.
(4mks)

KCSEPASTQUESTIONSPAPER2
1.1995Explainfivereasonsthatmayaccountforcontinueduseof

handcartsasamodeoftransportinKenya. (12mks)
2.1996Theoilpipelinehasrecentlybeenextendedfrom Nairobito

westernKenya.
3.Explainfivebenefitsthatmaybeaccountedtothecountryfrom the

extension. (10mks).
4.1997Explainfivewaysinwhichanefficientroadtransportsystem

maypromotetradewithinacountry.(10mks).
5.1998Discussfivefactorsthathavehinderedtheexpansionof

railwaytransportinKenya.
6.1999Explainfivefeaturesofanefficienttransportsystem (8mks).
7.2000Explaintheadvantagesofpipelineasamodeoftransporting

oilproducts.(12mks).
8.2002Outlinefivefactorsthatshouldbeconsideredwhenchoosing

ameansoftransport.
9.2003Explainsixadvantagesofcontainerizationasamodeof

transport.(10mks)
10. 2004Discusssixfactorsthatmaydiscouragetheuseofpipeline

asameansoftransportingpetroleum productsinacountry.(12mks).
11. 2005Discuss5circumstancesunderwhichatradermaychoose

totransportgoodsbyrail.

COMMUNICATION

Meaningofcommunication
1.Communicationisthetransferorconveyanceofmessagesor

informationfrom onepersontoanother.
2.Communicationistheprocessofsendingandreceivingmeaningful

messages,informationandideasbetweentwoormorepeople
locatedatdifferentpointsinspace.

Note:Thespacebetweenthesender(s)andthereceiver(s)maybeas
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narrowaswhenpeoplearetalkingtoeachotheroraswideasbetween
theNorthPoleandtheSouthPole.
Effectivecommunicationisvital/importantforbusinessinthatit
servesthefollowingpurposes.
Importanceofcommunication(purposes)

i. Togiveandobtaininformation
Foranorganizationtorunsmoothlythereshouldbeproperflowof
informationwithinthebusinessandalsobetweenthefirm and
outsiderse.g.themanagermayinform membersofstaffabouta
plannedmeeting.Similarlythebusinessmayreceivealetterofinquiry
from acustomer

ii. Toclarifyissuesandpoints
Throughpropercommunicationtheorganizationisabletoclarify
confusingissuesfrom withinandwithoutthefirm forexampleincases
wheretherearemanymanagers.Itwouldbenecessarytoclarifythe
responsibilitiesofeachmanager.

iii. Toenhancepublicrelations
Good/efficientcommunicationenablesthebusinesstocreateamore
positiveimageandafavorablereputationofitselftooutsidersand
overcomeprejudicesandnegativeattitudesthatpeoplemayhave
againstthebusiness.

iv. TostartandinfluenceAction
Propercommunicationenablesthebusinesstogetnewideasmake
plansandensurethattheyareimplementedinthedesiredway.

v.Improvingcustomerservice;Goodcommunicationhelpsinreducing
errorsprovidingcustomerswithdesiredfeedbackandassistingin
handlinginquiriesmoreefficiently

vi. Givinginstructions;Throughpropercommunicationmanagement
isabletogetworkdonebyissuinginstructions(proceduresand
orders)e.g.asuppliermaybeinstructedwhenandwheretodeliverthe
goodsordered.

vii.TogiveReassurance;Informationisneededtoreassurepeoplethat
theirperformanceisgoode.g.anemployeemayfeelbetterishe/sheis
servedwitha“willdone”memoora“customeroftheyear”award.

viii. Confirmingarrangements;Throughcommunicationarrangements
areconfirmedforexampleconfirmationofmeetingsconferencesor
detailsoftransactions

. Co-ordinatingdepartmentsofthefirm;Chargesinone



137

departmentarecommunicatedtootherdepartmentsthathaveadirect
bearingtothosechangese.g.whensalesincreasethesales
departmentinformstheproductiondepartmentsoastoincrease
productionproportionality

x. Modifyingbehaviorofpersonswithinoroutsidetheorganization;
Througheffectivecommunicationpersonsaretrainedandcounseled
andasaresulttheirbehaviorknowledgeandattitudeschange
Communicationprocess
Communicationisaprocessthatinvolvesinterchangeofinformation
andideasbetweentwoormorepeople.Communicationthereforeisa
circularprocessi.ecommunicationmayleadtosomereactionwhichin
turnmaygeneratefurthercommunicationsorfeedback.Thisflowcan
beillustratedasbelow:

Message 3

Receivercdddd

Sender
Feedback

I. Sender–thisisthepersonwhowrites,speaksorsendssigns
(symbolsorsignals)andisthesourceoftheinformation.

II. Receiver-thisisthepersontowhom theinformationorthe
messageissent.

III. Message–thisistheinformationthatistransmittedfrom the
sendertothereceiver.Itmaybespoken,writtenorintheform of
symbols.

IV. Feedback–thisistheresponsetothesender’smessage.A
messageissaidtohavebeenunderstoodifthereceiverprovides
thedesiredfeedback.

(2)Message
(3)Receiver

(4)Feedback

(1)Sender
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Linesofcommunication
Communicationcanbeclassifiedaccordingtoeitherthelevelsofthe
communicatingpartiesoraccordingtothenatureofthemessage.
a)Accordingtolevels-Thiscaneitherbe:

I)Vertical
ii)Horizontal
iii)Diagonal

i) Verticalcommunication
Thisiswheremessagesarepassedbetweenaseniorandher/his
juniorsinthesameorganizations
Verticalcommunicationcanbedividedintotwoparts
-Downwardcommunication
-Upwardcommunication
-Downwardcommunication-Thisisacommunicationprocesswhich
startsfrom thetopmanagertoher/hisjuniors.Thiscanbeinformedof:
Trainingjuniors
Evaluatingperformance
Delegatingduties
Solvingtheproblemsfacingworkers
Inspiringandmotivatingthejuniors(givingrewards)

-Upwardcommunication-Thisisacommunicationprocessthatstarts
from thejuniorstotheseniorsandmaybeintheform of:
Submittingreports
Givingsuggestion
Submittingcomplaintsagrievances
Makinginquiries

ii)Horizontalcommunication(lateralcommunication)
Thisiscommunicationbetweenpeopleofthesamelevel(rank)inthe
sameorganizatione.g.departmentalheadsinanorganizationmay
communicatetoachievethefollowing:
Co-ordinationandharmonizationofdifferentactivities.
Tocreateteamworkwithinthedepartment.
Toexchangeideasinordertodevelophumanresources.
Toreducegoalblindnessamongdifferentdepartments.
Tocreateasenseofbelongingamongdepartmentheadsthus

actingasamotivatingfactor.
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Oneofthemajorcharacteristicsofthistypeofcommunicationisthat
therearelessinhibitions.Thepeopleinvolvedaremoreopenandfree
witheachotherthaninthecaseofpeoplewithdifferentranks.
iii)Diagonalcommunication
Thisiscommunicationbetweenpeopleofdifferentlevelsindifferent
departmentsordifferentorganizationse.g.anaccountsclerkmay
communicatewithasalesmanagerofthesameorganizationorof
differentorganizations.Diagonalcommunicationenhancesteam work.
b)Accordingtonatureofmessage
Thiscaneitherbe;
i)Formalcommunication
ii)Informalcommunication
Formalcommunication
Thisisthepassingofmessagesorinformationusingtheapproved
andrecognizedwayinanorganizationsuchasofficialmeetings,
memosandletters.Thismeansthatmessagesarepassedtotheright
peoplefollowingtherightchannelsandintherightform.
Formalcommunicationisalsoknownasofficialcommunicationasit
isthepassingofinformationmeantforofficepurposes.
Formalsystemsofcommunicationareconsciouslyanddeliberately
established.
Informalcommunication
Thisiscommunicationwithoutfollowingeithertherightchannelsorin
therightform i.e.takesplacewheninformationispassedunofficially.
Itisusuallyusedwhenpassinginformationbetweenfriendsand
relativeshenceitlackstheformality.
Informalcommunicationmayalsotaketheform ofgossipsandrumor-
mongering.
Informalcommunicationusuallysupplimentsformalcommunication
asisbasedonsocialrelationswithintheorganization.
Note:Bothformalandinformalcommunicationisnecessaryfor
effectivecommunicationinanorganization.
EssentialsofEffectivecommunication
Forcommunicationtobeeffectiveitmustbeoriginatedproduced
transmittedreceivedunderstoodandactedupon.Thefollowingarethe
mainessentialstoeffectivecommunications.
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i)Thesender/communicator
Thisisthepersonfrom whom themessageoriginates.He/she
encodesthemessagei.e.putsthemessageinthecommunicative
form.

ii)Message
Thisistheinformationtobesent.Itisthesubjectmatterof
communicationandmaycontainwords,symbols,picturesorsome
otherformswhichwillmakethereceiverunderstandthemessage
iii)Encoding;Thisistheprocessofexpressingonesideasinform of
words,symbols,gesturesandsignstoconveyamessage
iv)Medium/channel;Thisreferstothemeansusedincommunicating.

Thiscouldbeintheform ofletters,telephonesandemailsamong
others.
v)Thereceiver;Thisisthepersonforwhom themessageisintended.
Thereceiverdecodesthemessageforproperunderstanding.
vi)Decoding;Thisistheprocessofinterpretingortranslatingthe
encodedmessagetoderivethemeaningfrom themessage
vii)Feed-back;Thisreferstothereactionofthereceiverofthe
message.Thismaybeareply/responsewhichthereceiversendsback
tothesender.
Theabovecanberepresentedinadiagram asshownbelow;

FORMSANDMEANSOFCOMMUNICATION
Forms;Thesearechannelsorwaysofpassingonmessages.Thefour
mainformsare:

i)Oralcommunication
ii)Writtencommunication
iii)Audio–visualcommunication
iv)Visualcommunication

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

Channel(4)Encoding

(3)

Message

(2)

Receiver

(5)

Decoding

(6)

Feedback(7)Sender(1)
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Itisalsoknownasverbalcommunication

Meansofcommunication
i)Face-to-faceconversation

Thisinvolvestwoormorepeopletalkingtoeachother.Thepartiesare
usuallyneareachotherasmuchaspossibletoensureeffective
communication.
Itissuitablewheresubjectmatterofdiscussionrequireconvincing
persuasionandimmediatefeed-back.
Itmaybeusedduringmeetings,interviews,seminars,private
discussions,classroomse.t.c
Itisthemostcommonmeansoforalcommunication
Advantagesofface-to-facecommunication

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

Disadvantagesofface-to-facecommunication
Norecordforfuturereference
Canbetimeconsuming
Messagescanbedistracted
Notsuitablewhenpeoplearefarapart
Unsuitableforthedumbanddeaf

ii)Telephone
Thisform ofcommunicationiscommonlyusedinofficesandhomes.
Itisusefulinsendingmessagesquicklyovershortandlongdistances.
Itishowevernotsuitableforsending;

Confidentialmessages
Longanddetailedreports,chartsandgraphs
Messagesthatwouldrequirereferenceorevidence

InKenyatelephoneservicesaremainlyprovidedbyTelkom Kenya
Limited.Thesubscriberisrequiredtopurchasethetelephone
equipmentfrom thepostofficeorotherauthorizeddealersbefore
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installation.
Installationisdoneonapplicationbythesubscriber(applicant).He/she
paystheinstallationfeeinaddition;thesubscriberissentamonthly
billwiththechargesforallthecallsmadeduringthemonth.
Thechargesforcallsdependonthetimespenttimeofthedayofthe
weekanddistanceoftherecipientfrom thecallere.g.itischeaperto
callatnightthanduringtheday.Itisalsocheaptomakecallsduring
publicholidaysandweekendsthanonweekdays.
Therearealsomobilephoneswhichhavenophysicallineconnection
toexchangeandmaybefixedtoavehicleorcarriedinpockets.In
Kenyatheseservicesareprovidedbysafaricom,Airtel,orangeandYu
mobilecommunications.
AdvantagesofTelephones

Relativelyfast
Haspersonalappeal
Providesforimmediatefeedback
Onecanpersuadeorconvinceanother
Suitableforlongdistancecommunication

DisadvantagesofTelephone
Canbeexpensiveespeciallyoverlongdistances
Norecordforfuturereference
Lacksconfidentiality
Notconvenientfordumbanddeaf
Canbetimeconsuming

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

actingasevidence.
Canbeusedtosendshorttextmessages(sms)
Canbeusedanywheresincetheyareportable.

iii)Radiocalls
Thisinvolvestransmittinginformationbyuseofradiowavesi.e.
withoutconnectingwiresbetweenthesenderandthereceiver
Thedeviceusediscalledaradiotelephone.Itiscommonlyusedin
remoteareaswherenormaltelephoneservicesarelackingorwhere
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telephoneservicesareavailablebutcannotbeconvenientlyusede.g.
policemenonpatrolindifferentpartsofatown
Radiotransmissionisaonewaycommunicationsystem i.e.onlyone
personcanspeakatatime.Itisthereforenecessaryforthespeakerto
say’over’tosignaltherecipientthatthecommunicationisthroughso
thattherecipientcanstarttalking.Toendtheconversation,the
speakersays‘overandout’
Theradiocallsarecommonlyusedbythepolice,gamerangers,
researchers,foresters,shipownersandhotelssituatedinremoteareas.
Theyarealsousedforsendingurgentmessagessuchascallingforan
ambulanceandfirebrigade
Note;Radiocallsarenotconfidentialsincetheyusesoundfrequencies
thatcanbetappedbyanyradioequipmentthatistunedtothat
frequency
AdvantagesofRadiocalls

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

DisadvantagesofRadiocalls
Norecordforfuturereference
Lacksconfidentiality
Messagesaresentonewayatatime
Canbeexpensive
Cannotbeusedbydumbanddeaf
Canbetimeconsuming.

iv)Paging
Thisisameansofcommunicationusedtolocatestafforemployers
whoarescatteredinanorganizationorwhoareoutsideandneedtobe
locatedurgently
Whenwithintheorganizationportablereceivers,lightedsignals,bells,
loudspeakersetcareused
Whenoutsidetheorganizationemployeesarecontactedusing
portablereceivers(pocket-size)usedtosendmessagesthroughsms
(shortmessageservices)
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Thepayingsystem canonlybeusedwithinacertainradius.When
usingaportablereceiver,thecallerwillcontactthesubscriberby
callingthepostofficewhichwillthenactivatethepager.
Thesubscriberistheninformedtocontacttheoriginatorofthe
message.
Pagingismostlyusedinemergingcases
v)Radio
Usuallymessagesintendedforawideaudiencecanbetransmitted
througharadiomorequicklyandeconomicallythanbyusingother
formsofcommunication.;̀
Radioisusedfordifferentreasonsapartfrom advertisinge.gfor
formalnotices,andvenueforactivities
Advantagesoforal/verbalcommunication

Veryeffectivemethodofcommunicationsincetherecipientcan
bepersuaded/convinced

Itisrelativelyfastermethodofcommunication
Thesendercangetimmediatefeedback
Itindicatessomesenceofregardhencemoreappealing.

Disadvantagesoforal/verbalcommunication
Hasnorecordsforfuturereference
Isanexpensivemethodespeciallyifthetwopartiesarefar

apart
Isnotgoodforconfidentialmessages
Itisnotsuitableforconfidentialmessages
Itmaybetimewastingespeciallywhereoneneedstobe

convinced
WrittenCommunication
Thisinvolvestransmissionofmessagesthroughwriting.Itisthemost
formalwayofcommunicationbecausetheinformationisinrecorded
form andcanbeusedforreference
Meansofwrittencommunication

(i)Letters
Lettersarethemostcommonlyusedmeansofcommunication.
Therearetwocategoriesofletters;
a)Formalletters
b)Informalletters
a)Formalletters;Theseincludebusinesslettersandofficialletters.
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Businesslettersarewrittentopassmessagesandinformationfrom
businessmentocustomersandviceversae.g.lettersofinquiryand
acknowledgementnotes.
Itcanalsobeusedbetweenemployeesandemployersinan
organizatione.g.acomplimentarynote.
Officiallettersarelettersbetweenpeopleinauthorityandothersthat
touchontheactivitiesoftheorganizatione.g.anapplicationletterfor
anadvertisedvacancyinanorganization.
Formallettershaveasalutationclausewhichusuallystartswith“Dear
Madam “or“DearSir”.Italsobearstheaddressesofboththesender
andtherecipient,asubjectheadingandacomplimentaryclause
endingwith“Yoursfaithfully”.
b)InformalLetters;Thesearelettersbetweenfriendsandrelatives
TheyarealsoknownasPersonalletters
ii)Telegrams
Thisisameansofcommunicationprovidedbythepostoffice.The
senderobtainsthetelegram form from thepostofficeandfillsthe
messageonitincapitallettersandhanditovertothepostoffice
employeesatthecounter.Alternativelythesendermayusea
telephonetoreadthemessagetothepostoffice.Thepostofficethen
transmitsthemessagetotherecipientpostoffice.
Thechargesofatelegram arebasedonthenumberofwordsused,the
morethewordsusedthehigherthecharges.Howeverthereisa
standingcharge.
Telegramsareusedforsendingurgentmessages.
Note;Duetochangingtechnologytelegramshavelostpopularity.Short
messagescannowbesentbycellphones(mobilephones)usingthe
shortmessagesservices(sms)
iii)Telex
Thisisameansofcommunicationusedtosendshortordetailed
messagesquicklybyuseofateleprinter.Theserviceisprovidedbythe
postofficeonapplication.
Amessageissentbyuseoftwoteleprintersoneonthesendersend
andanotherontherecipientsend.Whensendinginformationthrough
ateleprinterwhichisaform ofelectrictypewriterproducingdifferent
electricsignals,itskeysarepressedandautomaticallythemessageis
printedattherecipient’smachine.
Telexsavestimeforboththesenderandrecipientasthemessages
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arebriefpreciseandreceivedimmediately.However,it’sanexpensive
meansofcommunication
iv)Facsimile(Fax)
Thisinvolvestransmissionofinformationthroughafaxmachine.Both
thesenderandthereceivermusthaveafaxmachine.Thesemachines
areconnectedusingtelephonelines
Faxisusedtotransmitprintedmessagessuchasletters,maps,
diagramsandphotographs.Tosendtheinformation,onedialsafax
numberoftherequireddestinationandthenthedocumentisfedinto
thesender’smachine.Thereceivingmachinereproducesthe
documentimmediately.Itisusedforlongdistancephotocopying
service.
v)Memorandum (Memo)
Thisisprintedinformationforinternalmessageswithinan
orgaanisation.Itisnormallyusedtopassinformationbetween
departmentsorofficesinanorganization.
Memorandahavenosalutationorcomplimentaryclause.Theyare
suitableforinformingtheofficerswithinanorganizationofmatters
relatedtothefirm.
Amemoispinnedonthenoticeboardofanorganizationifitismeant
foreverybodyotherwisepassedtotherelevantstaff.
vi)Notice
Thisisawrittencommunicationusedtoinform agrouporthepublic
aboutpastcurrentorfutureevents.Itisusuallybriefandtothepoint.It
canbeplacedonwalls,inpublicplaces,ontrees,innewspapersoron
noticeboards.
viii)Reports
Thesearestatements/withinrecordsoffindingsrecommendations
andconclusionofaninvestigation/research.Areportisusuallysentto
someonewhohasaskedforitforaspecificpurpose.
viii)Circulars
Thesearemanycopiesofasingleletteraddressedtoverymany
peoplewhenthemessageintendedforeachisthesame.
ix)Agenda
Thisisanoutlineoftheitemstobediscussedinameeting.Itis
usuallycontainedinanoticetoameetingsentinadvancetoallthe
participantsofthemeeting.Thenoticeofthemeetingcontains;

Thedateofthemeeting
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Thevenueofthemeeting
Timeofthemeeting
Itemstobediscussed

x)Minutes
Thesearerecordsoftheproceedingsofameeting.Keepingminutes
ofcertainmeetingsisalegalrequirementse.g.companies
Keepingminutesforothermeetingsareformanagementpurposesto
ensurethatdecisionsmadeatthemeetingsareimplemented
Advantagesofwrittencommunication

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

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

andtime.
Notsuitableifthesenderandthereceiverdonotsharea

commonlanguage.
3)VisualCommunication
Thisistheprocessofpassinginformationbyuseofdiagrams,
drawingspictures,signs,andgesturese.t.c

a)Photographs
Aphotographisanimage(visualrepresentationofanobjectasit
appearedatthetimewhenthephotographwastaken
Photographsareself-explanatoryandmaynotbeaccompaniedby
anynarrationorexplanation.Therecipientisabletogetthe
messageataglance.
b)Signs
Refertomarks,symbols,drawingsorgestureswhosepurposeisto
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inform thepublicaboutsuchthingsasdirections,distances,
dangersandideas.
Examples;roadsigns,trafficlightsanddangersignsonelectricity
poles
Thismeansofcommunicationcanonlybeeffectiveifthemeaning
ofthesignusedisunderstood.

Graphs;Theseareusedtoshowandillustratestatistical
information

Charts;Thesearediagramswhichshoworillustratetheflowof
anideae.g.anorganizationchartillustratesthewhole
organizationstructureindicatingthechainofcommand

Advantagesofvisualcommunication
i) Itcanbeusedtopassconfidentialinformation

Theinformationmaybeobtainedatonce

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

4)Audio-Visualcommunication
Thisisaform ofcommunicationinwhichmessagesaresentthrough
soundsandsigns.
Thisform ofcommunicationensuresthatthereceivergetsthe
messageinstantly.
Itissuitablewhereboththesenderandthereceiverknowthemeaning
ofspecificsoundsandsigns.
MeansofAudio-visualcommunication

i)Television(TV):Thisisadevicethattransmitsinformationinform
ofaseriesofimagesonascreenaccompaniedbysound.Itisavery
effectivemethodofcommunicationsinceitcombinestheadvantages
ofimageandsound
Atelevisioncanbeaverysuitablemeansofsendingurgentmessages
especiallywhenitgiveslivecoverageofevents.
ii. Siren:Thisisadeviceusedtoproducealoudshrillsound

accompaniedbyaflashinglight.Itiscommonlyusedbythepolice,
ambulances,andthefirebrigadeandsecurityfirmstoalertthepublic
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ofthedangerinvolvede.g.theambulancesirenconveysthemessage
thatsomebodyisseriouslysickandthereforeothermotoristsshould
giveway.
AdvantagesofAudio-visualcommunication

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

DisadvantagesofAudio-visualcommunication
i) Itissuitabletothosepeoplewhocaninterpretthemessages

correctly
ii) Itisnotsuitableforconfidentialmessages
iii) Preparationmaytakelong.

5)AudioCommunication
Thisiswhenthemessageistransmittedthroughsounds.Examples
include

i)Awhistle;Thisisadevicewhichisblowntoproduceasharp
shrillsoundtoalertorwarnthepublicoremployeesinaninstitution.It
isnormallyusedbysecurityguardswhenthereisdanger.Insome
organization,awhistleisusedtoannouncechangeinshifts

ii)Horn;Thisisalsoaninstrumentthatisusedtoproduce
soundwhichpassesdifferentinformationdependingonthewayitis
blown.
Othermethodsofaudiocommunicationincludedrums,alarms,and
bellsamongothers
AdvantagesofAudiocommunication

i) Isafastermethodofcommunication
ii) Itcanreachseveralpeopleatonce
iii) Themessageisreceivedinstantly

DisadvantagesofAudiocommunication
i) Themessagemaybeinterpretedwrongly
ii) Itcanonlybeusedwithinacertainradiusatatime
iii) Itdistractspeople’sattention
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FACTORSTOCONSIDERWHENCHOOSINGMEANSOF
COMMUNICATION
i) Speed:Speedisanimportantfactorwhenthemessageisurgent.

Insuchacasetelex,fax,telephone,telegram ore-mailwouldbe
themostsuitablemeansofcommunication.Otherwiseordinary
mailwouldbeused

ii) Cost:Thecostincurredinusingameansofcommunicationvary
from onemeanstoanothere.g.itischeapertosendmessages
byordinarymailthanbytelegram ortelex

iii) Confidentiality:Somemessagesarequiteconfidentialandare
intendedforcertainpersononly.Whereconfidentialmessages
areinvolved,appropriatemeansshouldbeusede.g.registered
mailorinternalmemoenclosedinanenvelope

iv) Distance:Thegeographicalgapbetweenthesenderandrecipient
isveryimportantindeterminingthemeansofcommunicationto
beused.Somemeansaresuitableforlongdistanceswhileothers
arenot.

Pagingandsirensaresuitableforshortdistances.Forlongdistances,
faxletters,telephone,e-mailmaybeappropriate
v) Evidence:Somemeansofcommunicationdonotproviderecord

ofthemessagecommunicatedwhileothersdo.Allmeansof
writtencommunicationprovideevidenceofmessages
communicated.

vi) Reliability:Thisistheassurance(certainty)thatthemessagewill
reachtheintendedpersonattherighttimeintherightform.Face-
to-facecommunicationismorereliablethanotherformsof
communicationbecauseonecanaskforclearlyandgetanswers
immediately.Forsomewritteninformation,courierservicemay
bepreferred

vii) Accuracy:Thisreferstotheexactnessofthemessage
communicatedasintendedbythesender.Writtenmessagesare
generallymoreaccuratethanothermeansofcommunication.

viii)Desiredimpression:Theimpressioncreatedupontherecipientof
amessageisveryimportante.g.atelegram orspeedpostmail
willcarrysomesenceofurgency,registeredmailwillcreatean
impressionofconfidentialitywhileuseofcolourfulandattractive
letterheadswouldconveyagoodimageofthebusiness.

ix) Availability:Onemaywanttotelephone,forexample,butthe
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servicesarenottheresothepersonwouldbeforcedtouse
alternativemeanse.g.lettersorradiocall.

BARRIERSTOEFFECTIVECOMMUNICATION
Communicationissaidtobecompleteonlywhentherecipientgets

themessagethewaythesenderintendsittobe.Wheninformationis
notreceivedthewayitwasintendedthenithasbeendistorted.
Distortionofamessageisbroughtaboutbysomecommunication
barrierswhichmayexistsinthepathofthemessagebetweenthe
senderandtherecipient.Someofthesebarriersare:

I.Languageused:thelanguageusedbythesendershouldbe
known(understood)bytherecipientsothatcommunicationcan
takeplace
II.PoorListening:theeffectivenessofcommunicationwilldepend
onthewillingnessoftherecipienttolistenkeenly.listeningrequire
carefulattentionandconcentration.Itmayhoweverbethetaskof
thesenderofthemessagetoattempttogaintheattentionofthe
listener.Throughhis/herchoiceofwordsandexpressionamong
others.
III.NegativeAttitude:Attitudereferstothefeelingsofthe
communicatingpartiestowardseachother.Itisimportantthatthere
existsamutualfeelingoftrustandrespectbetweentheparties
concernedinordertoavoidbias.Ifthereismistrustandprejudice
thentheremaybedeliberateorunintentionalmisunderstandingof
themessageinvolved.
IV.PoorTiming:poortimingleadstobreakdownincommunication,
thereforeforeffectivecommunicationtotakeplacethemessage
mustbesentandreceivedatanappropriatetime,egamessage
sentwhenoneisinahurrymaynotbeproperlyreceivedor
delivered
V.Wrongmedium:themedium usedtocommunicatemustbe
appropriateforthemessagebeingconveyedotherwisetheremay
breakdownincommunicatione.g.onemaynotconveyaconfidential
messageoverthetelephoneeffectively
VI.Prejudgment:ourunderstandingofthemessageisoften
conditionalbyourearlierexperiencesandknowledgethismay
makeoneindividualdrawprematureconclusione.g.astudentwho
alwaysfailinasubjectandthistimeroundhasimprovemaybe
failedbytheteacherbecausehehasalwaysfailedinthepast.
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VII.Ambiguities:itoccurswhenthesenderexpressinamanner
whichleadstowronginterpretation.Whenthereceiverinterpretsthe
messagedifferentlyitautomaticallyleadstocommunication
breakdown.
VIII.Emotionalresponses:emotionalresponsessuchasthose
resultingfrom hungerorexcitementmayleadtodistortionof
message.
IX.UnclearSystem withintheorganization:ifthechannelsof
passinginformationinanorganizationarenotclearthenthe
messagewillnotgettotherightpeopleforwhom themessages
intended
X.Noise:itreferstoanydisturbingsoundswhichinterferewith
concentrationorlisteningabilityoftherecipientofthemessagethe
presenceofnoisemaymakeitimpossibleforanymessagetobe
receivedintherightway.
XI.UnfamiliarNon-verbalsignals:lackofunderstandingofnon-
verbalsignmaybeabarriertoeffectivecommunication.

SERVICETHATFACILITATECOMMUNICATION
Servicesthatfacilitatecommunicationinclude:

i) Mailingservices
ii) Telephoneservices
iii) Broadcastingservices

Mailingservices
Thisreferstohandlingoflettersandparcels.Theyareofferedby
organizationssuchaspostalcorporationofKenya(P.C.K)securicorl
courierandDocumenthandlingLimited(D.H.L)
Someoftheservicesofferedbythepostalcorporationinclude:

a)Speedpost:Thisisserviceofferedbythepostofficetosend
correspondenceandparcelstoadestinationintheshortesttime
possible.Thepostofficeusesthequickestmeansoftransport
availabletodeliverthemail.
Thesenderpaysthenormalpostagefeeplusafeeforspecialservice.
AnexampleofsuchaserviceisExpeditedMailService(EMS)speed
post

b)OrdinaryMail
Theseincludesurfacemailandairmail.
SurfaceMail:Theseincludelettersandparcelsdeliveredbyroad,rail,
waterandhand.
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AirMail:Thisconsistsoflettersandlightparcelsdeliveredbyair.
c)ExpressMail;

Anexpressmailis/mustbepresentedatthepostofficecounterbythe
senderandtheenvelopeclearlyaddressedandalabelwiththeword
“express”affixed.Normalpostageplusanextrafee(commission)is
charged
Themailisdeliveredtothereceiversnearestpostofficefrom where
thepostofficemakeSarrangementstodeliverthemailtothereceiver
withintheshortesttimepossible.
NOTE:Forspeedpostspecialarrangementstodeliverthemailstartat
thesender’spostofficewhereasexpressmail,thearrangementsstart
attheaddresserspostoffice.

d)PosteRestante;Thisisaserviceofferedbythepostofficeto
travelerswhomaywishtoreceivecorrespondencerightawayfrom
theirpostofficebox.Theaddresseehastoinform thosewhomay
wishtocorrespondwithhim/herofthenearestpostofficeheislikely
touseataparticulartime

Underthisarrangementwhenaddressingtheletter,thewordsposte
Restantemustbewrittenontheenvelopeclearly.Theaddresseemust
identifyhimself/herselfwhencollectingthecorrespondencefrom the
postoffice.
Thereisnoadditionalchargemadeapartfrom normalpostage
charges.Thisservicecanonlybeofferedforthreemonthsinthesame
town

e)RegisteredMail;
Thisserviceisofferedbythepostofficeforsendingarticlesofvalue
forwhichsecurityhandlingisrequired.Aregistrationfeeanda
commissionispaid.Thecommissiondependsontheweightofthe
articleandthenatureofregistration.Thesenderisrequiredtodrawa
horizontalandaverticallineacrossthefacesoftheenvelope.
Acertificateofregistrationisgiventothesender.Incaseofloss,the
sendermaybepaidcompensationonproductionofthecertificateof
registration.
Agreencardissenttotherecipient.Thecardbearshisnameandthe
postofficeatwhichthemailwasregistered.Therecipientwillbe
requiredtoidentifyhimselfbeforebeingallowedtopossesthemail.
Itemsthatmayberegisteredincludejewels,certificate,landtitledeeds
e.t.c.
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f)BusinessReplyService;Thisisaserviceofferedbythepost
officetobusinessfirmsonrequest.Thefirm payssomeamounttothe
postofficeandanaccountisthenopenedfrom whichpostedcharges
arededucted.
Theserviceisuseful/morecommonwithfirmswhichwouldliketo
encouragetheircustomerstoreplytheirletters.Customersareissued
withreplycardenvelopes(orenvelopesmarked‘postagepaid’)
Theycansendletterstothebusinessbyusingtheseenvelopes/the
card.Thecustomersthenplacethecard/envelopeinthepostboxand
thefirmspostofficebranchwilldeductpostagechargesfrom the
lumpsum amount.
CourierServices
Theseareserviceswhereaserviceproviderreceivestransportsand
deliversparcelsorimportantdocumentstodestinationsspecifiedby
customersinreturnforpaymentoffeesorcharges.
Examples;Akambabusservice,Securicorcourierservicese.t.c
ii)Telephoneservices

Landline/fixedlineservices
Cellular(mobile)phoneservices
i) Land(Fixed)lineservices
Telkom Kenya,throughthepostoffice,providestelephoneservices
whichofferdirectcontactbetweenpeoplewhoarefarapart.It
makesconversationbetweenpeopleatanydistancepossible,as
longastherearetransmissionfacilitiesbetweenthem.Urgent
matterscanbediscussedandconsultationscantakeplacesothat
instantdecisionoractionsaretaken.Thetelephoneassists
organizationstoestablishafastandconvenientmachineryforits
internalandexternalcommunicationnetwork.
ii) Cellular(mobile)phoneservices
Thesearehandheldtelephoneswithdigitallinksthatuseradio
waves.Theyaresometimescalledcell-phonessincetheyusepower
storedinadrycell
InKenyamobilephoneservicesareprovidedbysafaricom Ltd.(a
subsidiaryofTelkom Kenya)andAirtelcommunicationsLtd(formally
KencelCommunicationLtd)whichisajointventurebetweena
FrenchcompanyandaKenyancompany,yumobileservicesand
Orangemobileservices.Thissectorthereforegreatlybenefitsfrom
foreigninvestmenttoimproveservices.
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Theuseofthisserviceispopular.Apartfrom theprovisionof
telecommunicationservice,cellphoneshavedifferentattractive
featuresorservicessuchasshortmessagesservice(sms)whereby
acallercansendawrittenmessage.Recentmodelsofmobile
phonesenabletheusertoaccesstheinternetandsende-mail
messages

Advantages
Theyareportable
Writtenmessagescanbetransmittedeasilyandcheaply

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

Disadvantages
Somekindsofmobilephonesareexpensivetobuy
Maintenanceexpensesofamobilephonearehigh.Theyarealso

susceptibletodamageandrepaircanbeverycostly
Usersaregreatlyinconveniencedincasethereisnonetwork

coverage
Aspecialfacilitywherethecallersidentityisknown(displayedon

screen)canbeabusedwhererecipientdoesnotwishtoanswer
thecall

Mobilephonesareasecurityproblem.Theyareeasytargetsfor
thieves

Thereisadangeroftheradioactiveraysoremissionsnegatively
affectingtheusershealth,ifsuchemissionsarenotadequately
controlled

iii)Broadcastingservices
CommunicationcommissionofKenyaisaregulatorybodythat
receivesapplicationsandissueslicencesforradioandtelevision
broadcastingstations.

a)Radiostations
Radiobroadcastingisaveryimportantmodeofgivingnewsand
informationtopeopleinthewholeworld.
TheliberalizationofthecommunicationssectorinKenyain1999,
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KenyahaswitnessedamushroomingofF.m.Stationswhichare
ownedbyprivatesectoroperatorse.g.KissRadio,Easyfm,Classic
fm,Familyfm,Kamemee.t.c
Theyhavehelpedtospreadnewsandinformationcountrywide.Before
liberalization,KenyaBroadcastingcorperation(KBC)radiowas
operatingasastateownedmonopoly.

b)TelevisionStations
Televisionbroadcasting(telecasting)doesnotreachaswidean
audienceasradiobroadcastinginKenya.Ithoweverservesthesame
purposeofrelayingnewsandinformationtoKenyans.Bothradioand
televisionstationsarewidelyusedforadvertisingpurposes.
TheT.Vsubsectorhasbeenliberalizedsince1999andanumberof
privatelyownedstationshaveemergede.g.KenyaTelevisionNetwork
(KTN)NationTelevision,FamilyT.Vetc.PriortothattimeKBC
televisionwasinoperationasastateownedmonopoly.
Otherservicesthatfacilitatecommunication

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

CurrenttrendsandEmergingissuesincommunication
Withtheadvancementofinformationtechnology(I.T)therehasbeena
lotofrevolutionincommunication.
Thefollowingaresomeofthecurrenttrendsandemergingissuesin
communication;

i) TelephoneBureaux(Bureaus)
Theseareprivatelyownedkioskswheretelephoneservicesaresold.
Theownerofthekioskmustgetauthorityfrom theserviceproviderin
ordertorunthebureau.Theindividualwishingtousetheservicesof
thebureaumakespaymentstotheowneroftheservice.Other
servicesofferedbythebureauincludesellingofscratchcardsfor
mobiletelephonesandcreditcardsforlandlinetelephoneservices.

ii) Mobilephones(cellphones)
Thesearehandheldtelephoneswithdigitallinksthatuseradiowaves.
Theyhavebecomeanimportantbusinessandsocialtool.Thisis
becausemostpeopleandtraderswantsomeflexibilitytobeableto
communicatewhenevertheyare.
Otherreasonsthathaveledtothepopularityofcellphonesinclude:
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Prepaidserviceswhichenabletheownerstocontrol
communicationcosts.

Mostcellularphonesnowallowtheownerstobrowsetheinternet,
checkandsendmail.Thisallowsbusinesspeopleto
communicateresearchandevenplaceorders.

Cellularphoneshaveshortmessageservices(sms)which
enablestheownerstosendwrittenmessages.
iii) E-mail(ElectronicMail)

Thisisaserviceprovidedthroughtheinternetforsendingmessages.
Itissimilartosendingaletterthroughthepostalsystem onlythatitis
doneelectronically.
-Messagescanbesenttoanyoneonthenetwork,anywhereinthe
world.Forthistotakeplace,computershavetobeconnectedtoeach
othertoform anetwork.
-Tocommunicate,oneisrequiredtohaveanemailaddresse.g.
raeform2@ yahoo.com.Messagesarriveatthee–mailaddress
immediatelytheyaresent.
-Itisonlytheaddresseeofthemessagewhocanretrievethemessage
sinceapasswordisrequiredtoaccessthemailbox.
-E–mailcanalsobeusedtosenddocumentsandphotographslike
certificatesbyscanningandattaching.
-Moreandmorebusinessesareusinge-Mailtocommunicatewith
otherbusinesses,theircustomersandsuppliers.
*QUESTION:OUTLINETHEADVANTAGESOFUSINGE-MAILASA
MEANSOFCOMMUNICATION.

iv)Internet
Theinternetlinkscomputersallovertheworld.Writtenandoral
informationistransmittedontheinternetthroughtheuseoftelephone
wires,fibre-opticcablesandwirelessdevices.
Theinternethaschangedthewaypeoplecommunicateinthe
followingways;

Increaseduseofelectronicmail(e-mail)
Quickaccesstoinformationfrom allovertheworld.
Developmentofhomeofficesandremoteoffices.
Useofteleconferencingandvideoconferencing.
Developmentofe-commerce.
v) Movetowardsapaperlessoffice
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Thefutureofficewillrelylargelyoncomputers.Mostofthe
communicationwillbedonethroughcomputers.Thismayresultin
lessuseofpaper,hencetheuseoftheterm “thepaperlessoffice”.

Vi)Declineintheuseofpostalservices
Declineintheuseofpostalservicesisaresultoftheimpactofthe
internet.E-mailhasbecomeapopularandpreferredmodeof
communicationsinceitisfastandcheap.However,ordinarymail/use
ofpostalservicesmaynotbecompletelyphasedoutsincethe
government,businessesandpeopledonotregardane-mailasa
bindingorformalcommunication.

Vii)Transformationoflanguage
Thelanguageusedtopassandreceivemessageshasevolvedthrough
time.e.gtheyouthhaveadoptedtheuseof“sheng”inexchanging
messages.suchlanguageislargelyunderstoodbyitsyouthfulusers.
Thereisalsotheuseofcellphonestosendshorttextmessages;
whicharehighlyabbreviatedandmayuseslangwhosemeaningisonly
knowntotheuserse.g‘avagr8day’.
COMMUNICATIONREVESIONQUESTIONS
1.Definetheterm communication
-Communicationistheprocessbywhichinformationispassedfrom
onepersonorplacetoanother.
2.Outlinetheroleplayedbycommunicationinanygivenorganization

a)Itisusedtogiveinstructionsonwhatshouldbedoneatworkand
duringwork.

b)Itenhancesgoodrelationsamongworkerstherebypromotingand
enhancingtheirefficiency.

c)Throughcommunicationmostorganizationshavebeenableto
improvetheirimage,forexamplethroughadvertising.

d)Itusedtoimprovetherelationshipbetweentheorganizationand
thecustomerorclients.

e)Forco-ordinatingpurposes,communicationisusedtoensureall
departmentsworkinharmony.

f)Thefeedbackgotfrom theclientsorcustomershelpstoimprove
anorganization’sreliabilityandqualityofgoodsandservices
offered.

g)Communicationisusedasatoolformanagement.
h)Gooddecisionsaremadeascommunicationhelpsone
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understandallthenecessarymatters.
3.Brieflyexplainthefollowinglevelsofcommunication
(a)Verticalcommunication
Involvestheflowofinformationeitherdownwardsorupwards,for
example,from asenioremployeetoajunioremployee

(b)Horizontalcommunication
Isalsoreferredtoaslateralcommunicationwhichispassingof
informationbetweenpeopleofthesamerankorstatus,forexample
from onedepartmentalmanagertoanotherdepartmentalmanager
(c)Diagonalcommunication
Iscommunicationofdifferentpeopleindifferentlevelsof
managementordepartmentsforexampleareceptionist
communicatingtoaproductionmanager.
4.Distinguishbetweenformalandinformalcommunication
Formalcommunicationisofficialanddocumentedandfollowscertain
rulesforexampleaworkerwritinganofficiallettertoanorganization’s
seniors.Informalcommunicationdoesnotconform toanytime,for
examplecommunicatingtofriendsandrelatives.
5.Statetheessentialelementsincommunication.

a)Thesenderwhoisthesourceoftheinformationbeing
communicated

b)Thereceiver(orrecipient)ofinformation
c)Themessagebeingcommunicated
d)Thechannel(ormedium)throughwhichthemessageispassed

on
e)Feedbackwhichistheresponseorreactionoftherecipient.

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

7.Statetheadvantagesanddisadvantagesofverbalcommunication
Advantages

a)Alargenumberofpeoplecanreceivetheinformationatoncefor
examplewhenaddressinginameeting.

b)Thereisimmediatefeedback
c)Clarificationcanbemadeeasilyandimmediately
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d)Thisispersonalappeal
e)Itcanbeveryconvenientandpersuasive
f)Itisfastsincetheintendedinformationreachestherecipient

immediately.
Disadvantages

a)Itisnoteasytoknowifthemessageorinformationhasbeen
receivedparticularlyifthereceiversaremany

b)Itispronetooutsideinterferenceduetonoiseandotherformsof
disruptions

c)Incaseofincorrectpronunciationofwords,therecouldbe
distortionoftheinformation

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

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

informationbeingcommunicated
g)Useofdifficultvocabularyorwordsbythesender
h)Lackofconcentrationonthepartoftherecipientmayaffect

communication
i)Poortimingbythesender.

9.Highlightreasonsthatwouldmakeanorganizationusecellphones
forcommunicationwithinandoutsidetheorganization.

a)Onegetsimmediatefeedback
b)Itisfastandcanbeusedtosendurgentmessages
c)Thereispersonalappeal
d)Thesenderhasagreatopportunitytoconvinceandpersuadethe

recipient.
e)Itisnotveryexpensiveparticularlyformakingcallsforashort

durationoftime
f)Itcanbeusedevenwhenboththesenderandtherecipientarefar

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

11.Statethereasonswhyanorganizationwouldusewritten
communicationinsteadofverbalcommunication.

a)Writtencommunicationprovidesevidencewhichmaynotbethere
inverbalcommunication

b)Writteninformationcanbestoredforfuturereferenceunlike
verbalwhichcannotbestoredanddependsontherecipients
memory

c)Itisnotpronetodistortionsandthereforemoreaccuratethan
verbalcommunication

d)Writtencommunicationcanbeinform ofdiagrams,illustration
andmapswhichisnotpossibleforverbalcommunication

e)Somewrittencommunicationsuchasletterswouldbecheaper
andtimesavingthanverbalcommunication,forexamplemaking
longtelephonecalls.

f)Writtencommunicationcanbeusedforconfidentialmessages,
forexampleregisteredmails.

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

languageorfaceexpressions
g)Itcanbeexpensetofileallthewrittencommunication

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

14.Statetheadvantagesanddisadvantagesofaudio-visualof
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communication
Advantages

a)Informationismoreattractiveandappealing
b)Canreachmanypeopleatonce
c)Itcanbeusedevenforthosewhocannotreadandwrite
d)Immediatefeedbackisreceivedfrom thewaytherecipient

behave
e)Canbeentertaining

Disadvantages
a)Canbemisinterpreted,forexampleifthereceiverdoesnot

understandthesignsorgesture
b)Notsuitableforpassingconfidentialinformation
c)Itisnotpossiblefortherecipienttogiveafeedback
d)Gestureandsignsareonlysuitabletothosewhocanunderstand

them
e)Theinitialcostofpreparingtheseformsofcommunicationmay

behighforthesender
f)Itmaytakealotoftimetopreparetheseformsof

communication
15.Outlinethevariousservicethatfacilitatecommunication

a)Registeredmail,forsendingvaluableorconfidentialinformation.
b)Speedpostservicesofferedbythepostofficetosendletters

parcelsusingthequickestmeanspossible
c)Posterestante,usuallyusedbythosewithoutpostaladdresses
d)Businessreplyservicewhichenablescustomersandclientsto

replytoabusinesswithouthavingtopayforpostagestamps
e)Broadcastingservicesthroughvariousradiostations
f)Printmediasuchasthevariousnewspapers,magazinesand

journals
g)Internetserviceswhichconnectonetotheworldwidewebsite
h)Telephoneservices

16.Statethevarioustrendsincommunication
a)Mobileorcellphoneuse
b)Internetwhichusesinterlinkedcomputerstotheworldwide

website
c)Fax,whichcanbeusedtosendwrittenmessagesveryfast
d)Informationandtelephonebureauswhereonecanmakelocal

andinternationalcalls
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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.AdviceMaryWakiowhysheshouldnotusetelextocommunicate
toherfriends

a)Herfriendsmaybeilliterateandmaybeunabletoreadthe
messagereceived

b)Herfriendsmaynothaveareceivingmachineandwillbeunable
togettheinformation

c)Itcanbeexpensivetouseasthesenderpaysasubscriptionfee
andrentalfeewhileheandtherecipientpaysforthesent
message

d)Itcanbeexpensivetobuytheteleprintersusedinreceivingand
sendinginformation

e)Telexmayonlysendwrittenmessagesbutcannotbeusedto
sendmaps,diagramsandcharts

19.Statecircumstanceswhensignlanguagecanbethemost
appropriateform ofcommunication

a)Whencommunicatingtosomeonewhohasahearingproblem
b)Ifonewishestopassasecretorcodedmessage
c)Ifboththereceiverandthesenderarefarapartbutcanseeeach

other
d)Itcanbeusedincasethereisalanguagebarrier
e)Inanenvironmentalwherethereisalotofnoiseorphysical

interferencetootherformsofcommunication,signlanguagemay
beused

f)Itcanbeappropriatewhereboththerecipientandthesender
understandthesigns.
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20.Explainfourfactorsthathaveledtothepopularityofmobile
phonesasameansofcommunication.
…………………………………………………………………………………………………………………………
…………………………………
…………………………………………………………………………………………………………………………
…………………………………
…………………………………………………………………………………………………………………………
…………………………………
…………………………………………………………

WAREHOUSING

Warehouse:Thisisabuildingorapartofabuildingwheregoodsare
receivedandstoreduntilneedarisesforthem.
-Othertermsusedtorefertoawarehousearedepot,agodownora
silo.
Warehousing;Thisistheprocessofreceivinggoodsintoawarehouse,
protectingsuchgoodsagainstalltypesofhazardsandreleasingthem
touserswhenneedarisesforthem
-Therearethreedistinctstagesinwarehousingprocessnamely:

i. Receivinggoodsintoawarehouse
ii. Storingthem

iii. Releasingthem tousers
ImportanceofwarehousingtoBusiness

i. Steady/continuousflowofgoods:Producerscanproduceand
storegoodsawaitingdemandthroughwarehousinge.g.
agriculturalproductsthatareproducedseasonallyaremade
availablethroughouttheyear

ii. Stabilityinprices:Warehousingensuresthatthereisnosurplus
orshortageofgoods.Itensuresthatgoodsarestoredwhenin
plentyandreleasedtothemarketastheirneedarises.Thishelps
tokeeptheirpricesfairlystable

iii. Security:Warehousingensuresthatgoodsareprotectedagainst
physicaldamageandadverseweatherconditions.Thisalso
ensuresthatthequalityofthegoodsismaintaineduntiltheyare
demanded.Goodsarealsoprotectedfrom lossthroughpilferage
andtheft.
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iv. Bridgingthetimelay/differencebetweenproductionand
consumption:manygoodsareproducedinanticipationof
demand.Suchgoodsmustbestoreduntiltheirdemandarisese.g.
gumboots,umbrellasandsportsequipmentareneeded
seasonallybutaremanufacturedinadvanceandstoredina
warehousesoastobereleasedtotheuserswhenneedarisesfor
them.

v. Continuous/uninterruptedproductionschedules:Manufactures
areabletobuyrawmaterialsinlargequantitiesandstorethem
awaitingtheirneedtoarise.Thispreventsinterruptionofthe
productionprocessbecauseoflackofrawmaterials

vi. Preparationofgoodsforsale:Whileinthewarehouse,goodscan
bepreparedforsalee.g.theycanbeblended,packed,gradedor
sortedout.

vii. Saleofgoods:Goodsmaybesoldwhilestillinthewarehouse.If
soldwhilestillinabondedwarehouse,dutypassestothebuyer

viii. Specialisation:Warehousingencouragesspecializationin
productionanddistribution.Producersconcentrateonproducing
whiledistributorsstorethegoodsforsaletothecustomers.

ix. Unexpecteddemandcanbemet:Thegovernmentcollects
agriculturalgoodse.g.cerealsandstoresthem asbufferstocks
tobeusedintimesofdisasterorseriousshortages.

x. Clearanceofgoods:Warehousinghelpsinclearanceofgoodsi.e.
goodsenteringthecountrycanbeinspectedbythecustoms
officials.

xi. Warehousinghelpstoimprovethequalityofgoodse.g.goodslike
tobaccoandwinematurewithtime.

xii. Warehousingenablesbuyerstoinspectthegoodsbeforetheybuy
them.

xiii. Wholesalewarehousesmayalsooperateasshowroomsfor
traders.

Essentialsofawarehouse
Thesearethefeaturesandresourcesawarehouseshouldhavein
orderforittofunctioneffectively.
Theseinclude:

i. Ideallocation:Awarehouseshouldbelocatedatasuitableplace
tofacilitatereceiptandissueofgoodse.g.amanufactures
warehouseshouldbelocatednearhis/herfactory.
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ii. Properbuilding:Awarehouseshouldhaveproperbuildingswhich
aresuitablefordifferenttypesofgoodstobestored.

iii. Equipment:Awarehouseshouldbeequippedwithappropriate
facilitiesforhandlinggoodssuchasfork-liftsconveyerbeltse.t.c.
Itshouldalsobewellequippedwithnecessarystoragefacilities
e.g.provisionofrefrigeratedorcoldstorageforperishablegoods
suchasmeatandfruits.

iv. Accessibility:Awarehouseshouldbeaccessibletoitsusers.It
shouldthereforebelinkedwithgoodandappropriatetransport
system tofacilitatemovementofgoodsinandoutofthe
warehouse.

v. Safetyandsecurity:Itshouldhave/befittedwithsafety
equipmentorfacilitiesnecessaryforprotectionofgoodsagainst
damagedcausedbysuchthingslikewater,fireorsunshineas
wellasfortheprotectionofthepersonnel.

vi. Communication:Awarehouseshouldhaveagood
communicationnetworkorsystem foreasycontactwithits
clientsandsuppliers

vii. Qualifiedpersonnel:Awarehouseshouldhavewelltrainedand
efficientstaff/personnelforpropermanagementandefficient
functioningofthewarehouse.

viii. Recordingsystem:Thereshouldbeaproperrecordingsystem in
awarehousetoensurethatallmovementofgoodsisproperly
monitored.

ix. Awarehouseshouldbespaciousenoughtoalloweasymovement
andaccumulationofgoodsandpersonnel.

Typesofwarehouses
-Warehousescanbebroadlyclassifiedintothreenamely:

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

Thesearewarehousesthatareownedbyprivate
individuals/organizationsforthepurposeofstoringtheirowngoods
only.Theyinclude:

a)Wholesalerswarehouses
b)Producerswarehouses
c)Retailerswarehouses.
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a)Wholesalerswarehouses
Thesearewarehousesforstoringthewholesalers’goodsastheyawait
distributionorsale.Theyneedwarehousesbecausetheybuygoodsin
bulkfrom producersandstorethem untiltheyareneededbyretailers.
-Thewholesalerswarehousesalsoactasshowroomsi.e.theydisplay
theirgoodsinthewarehouse.
-Thesewarehousesalsoenablethewholesalerstopreparetheirgoods
forsalee.g.branding,blending,packingandsortingmaybecarriedout
inthewarehouse

b) Producerswarehouses;
-Thesewarehousesareownedbyproducersandtheyareforstoring
goodspriortotheirdemand.
-Theproducersmaybemanufacturesoffinishedgoodsorfarmers
-Suchwarehousesarebuiltnearthemanufacturesfactoriesorthe
farmersproductionpoints.
-Manufactureswhoexportmaylocatesomewarehousesnearports
throughwhichtheyexporte.gMumiassugarwarehouse,Bamburi
Portlandcementwarehousee.t.c

C)Retailerswarehouses
Somelarge-retailerssuchaschainstoresandsupermarketsown
warehousesforstoringtheirlargestores
-Itbecomesnecessaryforsuchbusinesstohavewarehousing
facilitiesduetotheirlargeandbulkypurchasesdictatedbythenature
oftheirbusiness
-Goodsaredistributedfrom theirwarehousestotheretailoutletsorto
thebranches

Advantagesofprivatewarehouses
i. Theownerhasfullcontroloveritsoperationandmaymakemajor

decisionswithouthavingtoconsultanyone.
ii. Thewarehouseisdesignedtosuitthespecificneedsofthe

organizations
iii. Itenablesspecialhandling,storageandprotectionofgoodsby

havingspecialfacilitieswhichmaynotbeavailableinapublic
warehouse

iv. Theownerisnottieddownbyproceduresofreceivingand
issuinggoodsunlikeinpublicwarehouse.
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v. Theownerdoesnotincurthecostofhiringspaceunlikewitha
publicwarehouse

vi. Theoperationcanbeeasilyautomatedbecausethegoodstobe
receivedstoredanddispatchedarealreadyknown.

Disadvantagesofprivatewarehouses
i. Theinitialconstructioncostofawarehouseishigh

B. Under-utilizationofpersonnelandfacilitiesmayoccurespecially
intimesoflowvolumes

iii. Theymaynotemployqualifiedmanagementpersonnelandare
consequentlydisadvantagedindealingwithmanagement
problem.

iv. Risksarisingfrom dangerssuchasfire,pests,theftordamage
arenotspread

ii) Publicwarehouses
Thesearewarehousesownedbyindividualsororganizationswhodo
businessbyrentingspace.Tothosetraderswhoareinneedofstorage
facilitiestostoregoodstemporarily.Theyhavethefollowing
characteristics;

Areownedandoperatedbyindividualsorcompanieswhodonot
usethem forstoringtheirowngoods.

Areopentoanymemberofthepublicwhowishtorentstoring
spacefortheirgoods

Thecustomerspayonthebasisofspacerentedandtheperiodof
timerequiredtostorethegoods.

Theyareoftensituatednearterminalsasairports,sea-portsand
railwaystationandindustrialareas.Thisfacilitatesthemovement
ofgoodsinandoutofthewarehouse.

Therentpaidincludeschargesforinsuranceandotherservices
i.e.goodsareinsuredagainstlossordamageasaresultoffireor
theftwhiletheyarestillinthewarehouse.

Theyprovideotherservicesapartfrom storingthegoodse.g.
grading,packaging,preparingexportsamples,preparingmarket
reportsandclericaldocuments

Importedgoodscanbesoldwhiletheyarestillinthepublic
warehouse.Ifsuchatransactiontakesplacethegoodsmay
changeownershipwithoutbeingphysicallymovedoutofthe
warehouse.Thisbecomespossibleiftheimporterhassigneda
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documentcalled‘awarehouse-warrant’(whichisanegotiable
instrumentoutoforder),itisissuedbythenewownerafterthe
transactionhastakenplace.

Advantagesofapublicwarehouses
i. Apublicwarehouseservesanumberofcustomersthatdealwith

thesameproduct.Itassemblesthesmallordersfrom these
customersandplacesoneorderforallofthem.Thisenables
them toenjoyeconomiesoflargescalebuyinganddeliveryof
goodstoawarehouse.

ii. Goodsstoredinapublicwarehousemaybesoldwithouttheir
physicalmovementfrom thewarehouse.

iii. Traderscanrentspacetostoretheirgoods
iv. Tradersdonothavetoconstructtheirownwarehouses/donot

havetotieupcapitalinstoragebuildingsandhandlingequipment.
v. Goodsareinsuredagainstriskssuchasdamagebyfireandtheft

vi. Atradermaygetashortterm loanfrom thewarehousingfirm by
usingthegoodsheldascollateralsecurity.

vii. Apartfrom thehandling,sortinganddocumentationofgoods
additionalservicessuchasbottling,baggingandrepairsof
damagedgoodscanbeofferedbypublicwarehouses.

viii. Sharingequipmentandmachineryenablestheuserstoreduce
handlingcosts

ix. Inspection,re-packagingandlabelingservicesprovideusersof
publicwarehousestheexpertisetheythemselvesmaynothave.

Disadvantagesofpublicwarehouses
i. Thehirerisdeniedtheopportunitytophysicallyhandlethegoods

andisforcedtocompeteforattentionwithotherhirersofthe
warehouse.Ifthehirerhadhis/herownwarehouse,he/shewould
haveabsoluteauthorityonthegoodsandthereforeenjoy
individualattention.

ii. Thehirermaylosecontactwithhis/hercustomerssincetheyget
goodsfrom arentedwarehouse,awayfrom thehirerspremises

iii. Thehirermaygetpoorservicesormissspacealtogetherduring
peakseasonsduetostiffcompetitionforthesamefacility.

iv. Documentationinvolvingreceiptandreleaseofgoodsinapublic
warehouseislikelytobealongandcomplicatedproceduredueto
thelargenumberofclientsinvolved.

v. Continuedrentingofspacecanevenbemoreexpensivethan
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constructingone’sownwarehouseinthelongrun
vi. Publicwarehousesaresometimessituatedfarawayfrom the

hirer’spremisesunlikeprivateoneswhichareusuallywithinthe
vicinityoftheowner’spremises.

vii. Theoperationsofageneralmerchandisepublicwarehouseare
difficulttoautomaticbecausedifferentkindsofgoodsneed
differentmethodsandequipmenttohandlethem.

iii) Bondedwarehouses
Thesearepublicwarehousesforkeepingimportedgoodsuntil
customsdutieshavebeenpaidagainstthem.Theyaremainlylocated
atthepointsthroughwhichgoodsenteracountry
-Importedgoodsarekeptinthistypeofwarehousesiftheownerhas
notpaidcustomsduties.Suchgoodsaresaidtobe“goodsunder
bond”or“goodsinbond”
-Bondedwarehousesaresocalledbecausetheownersofsuch
warehousesgivea‘bond’tothecustomsauthoritiesi.e.asum of
moneyasguaranteethattheywillnotreleasegoodsfrom the
warehousesuntilcustomsdutieshavebeenpaid.
-Theimportermaywithdrawthegoodseitherinpartorinfullafterthe
customsdutieshavebeenpaidforthegoodshe/sheintendstocollect.
-Ifthegoodsaresoldwhilestillinabondedwarehouse,thenewowner
ofthegoodspaysthedutybeforetakingthem outofthewarehouse.
-Ifthegoodsre-exportedtoanothercountrywhilestillinabonded
warehouse,theimporterdoesnothavetopaythecustomsdutiese.g
animportermayimportsomegoodsandfurtherpreparethem forsale
insideabondedwarehouseandcanthenre-exportthem without
havingpaidthecustomsduties
-Whentheimporterpaysthedutiestothecustomsofficials,a“release
warrant”isissued.Thisisadocumentthatenablestheimporterto
havehis/hergoodsreleasedfrom abondedwarehouse
-Bondedwarehouseshaveresidentcustomsofficialswhomonitorthe
movementofgoodsinandoutofabondedwarehouse.

Featuresofabondedwarehouse
i. Goodsarebondeduntilcustomsdutyispaid

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

repacked,brandedandblendedwhileinthewarehouse
vi. Goodsarereleasedonlyontheproductionofareleasewarrant
Advantagesofbondedwarehousetotheimporter

Whileinbond,goodscanbepreparedforsale
Theownercanlookforthemarketforthegoodsbeforepaying

theduty
Somegoodsloseweightwhileinthewarehousesothedutypaid

becomeslowerifbasedonweight.
Ifgoodsaresoldwhilestillinthebondedwarehouse,theduty

passestothebuyer
Theimporterhasmoretimetoarrangeforpaymentofcustoms

duty.
Securityisprovidedforthegoods,sotheimporterisrelivedofthe

taskofprovidingsecurityforhis/hergoods
Somegoodsimproveinqualitywhileinawarehouseforexample,

wineandtobacco.
AdvantagesofBondedwarehousetotheGovernment

i. Thegovernmentgetsrevenuebylevyingdutyonthegoods
ii. Thegovernmentisabletocontroltheentryofharmfulgoods

iii. Thegovernmentisabletoverifythedocumentsforgoodsin
transit

iv. Thegovernmentisabletocheckonthequantity,qualityandthe
nature/typeofgoodsimported.

v. Thegovernmentisabletocheckonillegalgoodsenteringthe
country.

Disadvantagesofabondedwarehouse
i. Theimportermayeventuallyfailtopaycustomsduties.This

forcesthecustomsauthoritiestoauctionthebondedgoodsin
ordertorecovertheduties.

ii. Whentheimporterwithdrawsgoodsfrom abondedwarehouse
he/sheendsuppayingahigherdutyifhe/shehadpaidthedutyat
once.

iii. Theimporterincurscostsinhiringabondedwarehouseas
opposedtoifhe/shehadaprivatewarehouse
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Freewarehouses
Thesearewarehousesinwhichtax-freegoodsarekeptawaitingsale
orcollectionbyowners
-Goodsstoredinthesewarehousescanbeeitherlocallyproduced,
requiringnotaxationorimportedgoodsforwhichcustomsdutieshave
alreadybeenpaid.
NOTE:i)Allwarehousesapartfrom bondedwarehousesarefree
warehousessincegoodsheldinthem arenotsubjecttocontrolby
customsauthorities.Thisincludesallprivateandpublicwarehouses
ii)Locallyproducedgoodsarestoredinfreewarehousessinceno
custom dutiesarepaidforthem.
Advantagesoffreewarehouses

Ownersofgoodsstoredneednottopayanytaxes,thusthe
goodscannotbeauctionedforfailuretopaycustomsduties

Itischeapertostoregoodsinfreewarehousesascomparedto
bondedwarehousessincetherearenocustomsdutieslevied.

Clearenceofthegoodsfrom thewarehouseissimplesincea
“releasewarrant”toprovepaymentsofdutiesisnecessary

Thesewarehousesarelocatedatplacesthatareconvenientto
users

Disadvantagesoffreewarehouses
TheGovernmentdoesnotbenefitsincenocustomsdutyislevied

onthegoodsstored
Someunscrupuloustradersmightusethem tostoredurable

goodssoastoevadetax.
Checkingandsecurityofgoodsismorerelaxedhencethe

possibilityofstoringillegalgoods.
Currenttrendsandemergingissuesinwarehousing
Warehousingtechnologyisundergoingimportantchangesinboth
buildingdesignandhandlinginstorageequipment.Thesemayinclude;

i)Warehousingdesign-Inmoderntimes,thereisanincreasing
emphasisonhighceilingwarehousestopermitstorageofmoregoods
andtomakeitpossibleforthemovementofforklifttrucksandstuck-
cranes

ii)Handlingofgoods-Handlingincludesthestepsinvolvedinmoving
ofgoodstoandfrom storage.Thereiswidespreaduseofmodern
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machinesinmostwarehousessuchasconveyerbelts,tracks,forklifts
andstuckcranes.Theuseofautomatedstuckercraneswhichmoreby
remotecontrolinafixedpathonguiderails,isanewdevelopmentin
warehousing
-Computerizationhasalsogreatlyhelpedinmonitoringthemovement
ofstockinandoutofstorage.Thishaseasedthehandling,especially
inloadingandunloadingofgoods.

iii) Storageofgoods-Storageistheconditionofthegoodsat
restintheirassignedareasofthewarehouse.Mostwarehousesare
currentlyusingstorageracksthatpermitreplacementorretrievalof
goodswithoutdisturbingneighbouringgoods.

iii)Environmentalpollution-Goodsthatexpiredorspoiltwhilein
thewarehousearesometimesdiscardedinamannerorinareasthat
maycausepollutiontotheenvironmente.g.expiredchemicalsare
sometimesthrownintoriversandoceanstherebyendangeringthe
marinelife.
-Othertimestheyareburnedcausingairpollutionwithtoxicgases.
Somegoodswhenthrownonlandaredangeroustohumanlife
-Toavoidtheeffectsofimproperdisposalofexpiredorspoiltgoods
thewarehouseownersshouldcomeupwithmethodsthatare
environmentallyfriendlysuchasrecyclingofthesegoods.Theyshould
alsobesociallyresponsibleforwhatevergoesoutfrom their
warehouses.

INSURANCE

Insurance-Thisisanundertakingorcontractbetweenanindividualor
businessandaninsuranceanoccurrenceofrisk(s)(i.e.againstevents
whoseoccurrencesareunforeseenbutcausesfinanciallossesor
sufferingtotheaffectedparties.
Risksarealsoreferredtoascontingencies,hazardsorperilsand
include:
-Fireoutbreak
-Accidents
-Thefts
-Deaths
-Disabilities
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-Risksarerealandunforseen.Methodstoeliminatesuchriskshas
achievedverylittleandthushasnecessitatedtheneedforinsurance.
Importanceofinsurance

1.Continuityofbusiness
Everybusinessenterpriseisexposedtoavarietyofriskse.g.fire,theft
e.t.c.Theoccurrenceofsuchrisksoftenresultinfinanciallossestothe
business.Insuranceprovidesadequateprotectionagainstsuchrisksin
that,ifatradersufferslossesasaresultofinsuredrisk,she/heis
compensated,thushe/sheisabletocontinuewithbusiness
operations.

2.Investmentprojects
Insuranceenablesinvestorstoinvestinprofitableyetriskybusiness
projectsthatwouldotherwiseavoided.
Notallthemoneyreceivedaspremiums(bytheinsurancecompanies)
isusedupforcompensationtothosewhohavebeenexposedtorisk
andsufferedlosses.Therestofthemoneyisinvestedinother
businessestoearnprofits.

3.Creationofemployment
Insurancedoesprovideemploymentopportunitiestomembersofthe
public.

4.Governmentpolicy
Theprofitsearnedareasourceofrevenueforthegovernmenti.e.
insurancecompaniesareprofit-makingorganizationswhichgenerate
revenuetothegovernmentthroughpaymentsoftaxes

5.Creditfacilities
Theinsuranceindustryhavealsoestablishedcreditorlendingfacilities
whichthebusinesscommunityusesbyborrowing.Loansaremade
availabletothepublicfordifferentinvestmentprojectsindifferent
sectorsoftheeconomyandalsoforpersonalrequirements.

6.Developmentofinfrastructures
Theinsuranceindustryplaysacrucialroleinthedevelopmentofurban
facilitiesinmajortowns.Bothresidentialandofficebuildingshave
beendevelopedbyinsurancefirms.Thefirmsalsoparticipatein
developmentprojectsintheareaswheretheyoperate.Theycontribute
todevelopmentofaregionbyconstructingandinfrastructuralfacilities

7.Lifepoliciescanbeusedassecurityforloansfrom eitherthe
insurancecompanyorotherfinancialinstitutions.

8.Provisionoflifeandgeneralinsurancepoliciesencourages
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Kenyanstoplanaheadfortheirdependantstherebyreducingthe
numberofneedyfuturestudents.

9.Lossprevention-Theinsurancecompaniesencouragetheinsured
nottocauseaccidentsthuschannelingtheunclaimedresources
intotheeconomy.

THETHEORYOFINSURANCE
Theinsurancebusinessreliesonthelawoflargenumbersinits
operations.Accordingtothislaw,thereshouldbealargegroupof
peoplefacedwithsimilarrisksandtheserisksspreadoveracertain
givengeographicalarea.
Everypersoninthegroupcontributesatregularintervals,small
amountsofmoneycalledpremium intoa“commonpool”.Thepoolis
administeredandcontrolledbytheinsurancecompany.

i) Thefactthatrisksaregeographicallyspreadensuresthat
insurancedoesnothaveaconcentrationofrisksinone
particulararea.

ii) Thelawoflargenumbersenablestheinsurancetoaccurately
estimatethefutureprobablylossesandthenumberofpeople
whoarelikelytoapplyforinsurance.Thisisdoneinorderto
determinetheappropriatepremiumstobepaidbytheperson
takingoutinsurance.

Poolingofrisks
Theinsuranceoperationisbasedonthetheorythatjustafewpeople
outofagivenlotmaysufferaloss.Thereisthereforea“poolingof
risks”i.ethelossoftheunfortunatefewisspreadoverallthe
contributorsofthegroup,eachbearingasmallportionofthetotalloss.
Thisiswhytheburdenoflossisnotfeltbytheindividualsbecauseitis
“shared”byalargegroup.
Benefitsofthe“poolingofRisks”toinsurancecompany

i)Poolingofrisksenablesaninsurancecompanytocreatea
commonpooloffundsfrom theregularpremiumsfrom different
risks.

ii)Itenablestheinsurancecompanytocompensatethosewho
sufferlosswhentherisksoccur

iii)Theinsurancecompanyisabletospreadrisksoveralarge
numberofinsuredpeople

iv)Surplusfundscanbeinvestedinforexample,givingoutloansor
buyingsharesinrealestates
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v)Itenablestheinsurancecompanytomeetitsoperatingcostsby
usingthepoolfunds

vi)Itenablestheinsurancecompanytocalculatetobepaidbyeach
client

vii) Itenablesthecompanytore-insureitselfwithanother
insurancecompany.

TermsusedinInsurance
Insurance
Thisisawrittencontractthattransferstoaninsurerthefinancial
responsibilityforlossesarisingfrom insuredrisk.
Premium
Thisisthespecifiedamountofmoneypaidatregularintervalsbythe
insuredtotheinsurerforcoverageagainstlossesarisingfrom a
particularrisk.

Risk
Theseareperilsoreventsagainstwhichaninsurancecoveristaken.It
isthecalamityorproblem apersonorbusinessfacesandresultsinto
losses.
Note:Thecalculationofpremiumsdependsuponthetypeofrisk
insuredagainst.Thehighertheprobabilityoftheriskoccurring,the
higherthepremium.Themoretherisksthebusinessorpersonis
exposedtothemorethepremiumspayable.
Purerisk
Thisisariskwhichresultsinalossifitoccursandresultsinnogains
ifitdoesnotoccur.Forexample,ifacarisinvolvedinanaccident,
therewillbealossandiftheaccidentdoesnotoccurtherewillbeno
gainorloss
Speculativerisk
Thisisariskwhichwhenitoccurs,mayresultinalossoraprofit.For
example,apersonmaybuysharesatksh.50each,oneyearlaterthe
sharesmaybevaluedatksh40eachmeaningalossofksh.10
Alternatively,theirvaluemightnothavechangedormighthave
increasedtoksh.45each.Speculativerisklurespeopletoventureinto
businessinthefirstplace.
Insured
Thisistheindividualorthebusinessthattakesouttheinsurancecover
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andthereforebecomesthepolicyholder
Theinsuredpayspremiumstotheinsurancecompanytobe
compensatedshouldtheriskinsuredagainstoccurorcauseloss.
Insurer
Thisisthebusinesscompanythatundertakestoprovidecoveror
protectiontothepeoplewhosufferlossasaresultofoccurrenceof
risks
Actuaries
Thesearepeopleemployedbyaninsurancecompanytocomplete
expectedlossesandcalculatethevalueofpremiums.
Claim
Thisisademandbytheinsuredforpaymentfrom theinsurerdueto
somelossarisingfrom aninsuredrisk.
Policy
Thisisadocumentthatcontainsthetermsandconditionsofthe
contractbetweentheinsurerandtheinsured.Itsissueduponpayment
ofthefirstpremium.
Informationcontainedinapolicyincludes;

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

Actualvalue
Thisisthetruevalueofthepropertyinsured
Sum insured
Thisisthevalueforwhichpropertyisinsured,asstatedbytheinsured
atthetimeoftakingthepolicy.
Surrendervalue
Thisistheamountofmoneythatisrefundedtotheinsuredbythe
insurerincasetheformer(i.e.theinsured)terminatespaymentofthe
premiumsbeforetheinsurancecontractmatures.Thepolicyholderis
paidanamountlessthanthetotalamountofthepremium paid.
Graceperiod
Thisisterm allowedbetweenthedateofsigningthecontractandthe
dateofpaymentofthefirstpremium.Duringthisperiodtheinsurance
contractremainsvalid.Thisperiodisusuallyamaximum ofthirty(30)
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days.
Proposer
Thisisapersonwishingtotakeoutaninsurancecover(prospective
insured)
Covernote(Binder)
Thisisadocumentgivenbytheinsurancecompanytoaninsuredon
paymentofthefirstpremium whileawaitingforthepolicytobe
processed.Itisproofofevidencethattheinsurerhasacceptedto
coveraproposedrisk.
Annuity
Thisisafixedamountofmoneythataninsureragreestopaythe
insuredannuallyuntilthelatter’sdeath.Itoccurswhenapersonsaves
alumpsum amountofmoneywithaninsurerinreturnforaguaranteed
paymentwhichwillcontinueuntilhe/shedies.
Consequentialloss
Thisislossincurredbyabusinessasaresultofdisruptionofbusiness
intheeventoftheinsuredriskoccurring.
Assignment
Thisisthetransferofaninsurancepolicybyaninsuredtoanother
person.Anyclaimsarisingfrom thetransferredpolicypassestothe
newpolicyholdercalledanassignee

Beneficiaries
Thesearepeoplenamedinalifeassurancepolicywhoaretobepaid
bytheinsurerintheeventoftheinsured
Nomination
Thisistheactofdesigningoneormorepeoplewhowouldbethe
beneficiariesintheeventofdeathoftheinsured.Thesepeopleare
callednominees
Averageclause
Thisclauseisusuallyincludedinpoliciestodiscourageunder-
insurance.Theclauseprovidesthattheinsuredcanonlyrecoversuch
proportionsofthelossasthevalueofthepolicybearsontheproperty
insured.Itisusuallyincludedinmarineorfireinsurancepolicies.
Theamountsrecoverablearearrivedatusingthefollowingformulae:

Compensation=valueofthepolicyloss
Valueofproperty

Example:
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Ifahouseworthkshs.800,000andinsuredagainstfirefor
kshs.600,000wasdamagedbyfiretothetuneofkshs.400,000,the
insuredwouldbecompensated;

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

loss)

Doubleinsurance
Thisistakingofinsurancepolicieswithmorethanonecompanyin
respecttothesamesubjectmatterandtherisk.Itissignificant
becauseifoneoftheinsurersisinsolventatthetimetheclaim arises
theinsuredcanenforcehis/herclaim againstthesolventinsurerorif
bothinsurersaresolventthentheysharecompensation.
(Insolvencyisastatewhereabusinessisnotabletopayallits
liabilitiesfrom itsexistingassets)
Co-insurance
Thisisanundertakingbymorethanoneinsurancecompanytoprovide
insurancecoverforthesameriskforaninsured.Thiswillusuallyoccur
forpropertiesthathavegreatvalueandfacegreatriskexposuresthat
aninsurercannotsuccessfullymakecompensationfore.g.valueof
aeroplanes,shipse.t.c
Co-insurancehelpspreadriskstoseveralinsurers,eachinsurer
coveringonlyacertainproportionofthetotalvalue.Theinsurance
companywiththelargestshareiscalledthe“leader”andactson
behalfofalltheparticipatinginsurancecompanies’e.g.incollecting
premiumsfrom theinsuredandcarryingoutdocumentationwork,
makingclaim aftercollectingeachinsurerspremium contributione.t.c
Note:Co-insuranceisdifferentfrom double-insuranceinthatinco-
insurancecompanyapproachesanotherinsurancecompanytohelpin
coveringtheinsuredpropertywhileindouble-insurance;it’stheinsured
whodecidestoapproachdifferentinsurancecompaniestoinsurethe
samepropertyagainstthesamerisk.
Re-insurance
‘Re-insurance’meansinsuringagain.Thisisasituationwherean
insurancecompanyinsuresitselfwithabiggerinsurancecompany
calledle-insurerforallorpartoftherisksinsuredwithitbymembers
ofthepublic
Re-insuranceindirectlyinsureanindividualsrisks.Re-insurancehelps
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toreducetheburdenonaninsurancecompanywhenthelossistoo
highforasingleinsurer.Whensuchlossesoccurs,theclaim ismetby
boththeinsurerandre-insurer(s)proportionately(accordingtoagreed
percentages)
Note:
Re-insurancedealwiththeprotectionofinsurancecompaniesonly,
whileinsurancecompaniesprotectindividualsandbusiness
organizations.
FactorsthatmaymakeitnecessaryforaninsurancecompanytoRe-
insure

. Valueofproperty-Whenthevalueofpropertyisgreat,suchas
ship,theriskistoohightobebornebyasingleinsurer

ii. Highriskofloss-Whenchancesoflossthroughtheinsuredrisks
arehigh,itbecomesnecessarytore-insure.

iii. Numberofriskscovered-Whentheinsurancecompanyhas
insuredmanydifferentrisks,itwouldbetoocostlytocompensate
manyclaimsatonce,hencetheneedforre-insurance

iv. Needtospreadtherisk-Whentheinsurancecompanywishesto
shareliabilityintheeventofamajorlossoccurring

v. Governmentpolicy-Thegovernmentmaymakealegal
requirementforaninsurancecompanytore-insure

Under-insurance
Thisoccurswhenthesum insuredascontainedinthepolicyisless
thantheactualvalueofthepropertye.g.Apropertyofshs.500,000
canbeofferedforinsuranceashavingavalueofshs.400,000

Over-insurance
Thisisasituationwherethesum insuredismorethanthecorrect
valueofpropertye.g.apersoninsurespropertyofshs.300,000for
shs.600,000.Iftotallossoccurs,heiscompensatedthecorrectvalue
ofthepropertyi.e.thatwhichhehaslost
Agents
Thesearepeoplewhosellinsurancepoliciesonbehalfofthe
insurancecompany.Theyarepaidoncommissionthatisdependent
uponthetotalvalueofpoliciessold
InsuranceBrokers
Theseareprofessionalmiddlemenintheinsuranceprocess.They
connectthepeoplewishingtotakeinsurancewiththeinsurers.They
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actonbehalfofmanydifferentinsurancefirms,unlikeagents.Their
activitiesinclude:

Examinationofinsurancemarkettrends
Correspondencebetweentheinsuredandhisclients
Advisingtheinsuredandwouldbepolicyholdersonthebest

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

PRINCIPLESOFINSURANCE
Principlesofinsuranceprovideguidancetotheinsurancefirmsatthe
timetheyareenteringintoacontractwiththepersontakingthecover.
Theseinsuranceprinciplesinclude:

i. Helptodeterminewhetheravalidinsurancecontractexists
betweenthetwopartiesatthetimeclaimsaremade.

ii. Providechecksandcontrolstoensuresuccessfuloperationsof
insuranceforthebenefitofboththeparties

Itisthereforeimportantthataprospectiveinsured(personwishingto
takeinsurancepolicy)hasbasicknowledgeoftheseprinciplesas
statedintheinsurancelaw.
Theinsuranceprinciplesinclude;

i) InsurableInterest
Thisprinciplestatesthataninsuranceclaim cannotbevalidunlessthe
insuredpersoncanprovethathehasdirectlysufferedafinancialloss
andnotjustbecausetheinsuredriskhasoccurred.
Goingbythisprincipleonecannotinsurehisparentsorfriendsorother
people’spropertysincehe/shehasnoinsurableinterestinthem.If
suchpropertiesaredamagedorcompletelydestroyed,he/shewillnot
sufferanyfinancialloss.
Forexample,Mr.xhasnoinsurableinterestinthepropertyofhis
neighbours.Hedoesnotsufferanyfinanciallossshouldtheybe
destroyed.Thisprincipleensuresthatpeoplearenotdeliberately
destroyingotherpeople’sproperties/lifeinorderforthem toreceive
compensation.
Inlifeinsurance(lifeassurance)itisassumedthatapersonhas
unlimitedinterestinhis/herownlife.Similarlyitisassumedthatone
hasinsurableinthelifeofspouseandchildrene.g.awifemayinsure
thelifeofherhusband,afatherthelifeofhischildbecausethereis
sufficientinsurableinterest.

ii) Indemnity
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Theessenceofthisprincipleisthattheinsurerwillonlypaythe
“replacementvalue”ofthepropertywhentheinsuredsufferslossasa
resultofaninsuredrisk.
Thisprinciplethusputstheinsuredbacktothefinancialpositionhe
enjoyedimmediatelybeforethelossoccurred.
Itisthereforenotpossible,then,foranybodytogainfrom amisfortune
bygettingcompensationexceedingtheactualfinanciallosssuffered
asthiswillmakehim gainfrom amisfortune.
Thisprincipledoesnotapplyinlifeassurancesinceitisnotpossibleto
valueone’slifeorapartofthebodyintermsofmoney.Instead,the
insurancepolicystatestheamountofmoneytheinsuredcanclaim in
theeventofdeath.

iii) Utmostgoodfaith(uberrimafides)
Inthisprinciplethepersontakingoutapolicyissupposedtodisclose
therequiredrelevantmaterialfactsconcerningthepropertyorlifeto
beinsuredwithallhonesty.Failuretocomplytothismayrenderthe
contractnullandvoidhencenocompensation.

e.g.
-Apersonsufferingfrom aterminalillnessshouldrevealthis
informationtotheinsurer.
-Oneshouldnotunder-insureorover-insurehis/herproperty.

iv) Subrogation
Thisprinciplecomplimentstheprincipleofindemnity.Itdoessoby
ensuringthatapersondoesnotbenefitfrom theoccurrenceofloss.
Accordingtothisprinciple,whateverremainsofthepropertyinsured
aftertheinsuredhasbeencompensatedaccordingtothetermsofthe
policy,becomesthepropertyoftheinsure.

Example
AssumingthatDaisy’scariscompletelydamagedinanaccidentand
theinsurancecompensatesforthefullvalueoftheloss,whatever
remainsoftheoldcar(nowscrap),belongstotheinsurancecompany
ScrapmetalcanbesoldforsomevaluesandshouldDaisytakethe
amountshewouldendupgettingmoreamountthanthevalueofthe
carwhichwillbeagainsttheprincipleofindemnity.
Note:Thisprinciplecannotbeapplicabletolifeassurancesincethere
isnothingtosubrogate.
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v) Proximatecause
Thisprinciplestatesthatfortheinsuredtobecompensatedthere
mustbeaverycloserelationshipbetweenthelosssufferedandrisk
insuredi.e.thelossmustarisedirectlyfrom theriskinsuredorbe
connectedtotheriskinsured.
Example

i)Ifapropertyisinsuredagainstfirethenfireoccursandlooters
takeadvantageofthesituationandstealsomeoftheproperty,the
insuredwillsufferlossfrom ‘theft’whichisadifferentriskfrom the
oneinsuredagainst,sohe/shewillnotbecompensated.

Howeverifthepropertyburnsdownasaresultofsparksfrom thefire-
place,theproximatecauseofthelossissparkswhicharedirectly
relatedtofire.Sotheinsuredisentitledforcompensation.
CLASSESOFINSURANCE
Insurancecoversaremainlyclassifiedintotwo,

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

1.LifeAssurance
Theterm assuranceisusedinrespectoflifecontracts.Itisusedto
meanthatlifecontractsarenotcontractsofindemnityaslifecannot
beindemnifiedi.e.putbacktothesamefinancialpositionhewasin
beforetheoccurrenceofloss.(lifehasnomoneyvalue,noamountof
moneycangivebackalostorinjuredlife)
Lifeinsurance(assurance)isenteredbythetwopartiesinutmost
goodfaithandthepremiumspayableinsuchlifecontractsdependon:

i) Age:Thehighertheagethehigherthepremiumsastheage
factorincreasethechancesofoccurrenceofdeath.

ii) Healthcondition:Apersonwithpoorhealthi.e.sicklyperson
payshigherpremiumsasopposedtooneingoodhealth.

iii) Exposuretohealthrisks:Thenatureofaperson’soccupation
canmakehim susceptibletohealthproblemsanddeath.

Typesofpolicies
i)Wholelifeassurance-Inwholelifeassurance,theassuredpays

regularpremiumsuntilhe/shedies.Thesum assuredispayabletothe
beneficiariesuponthedeathoftheassured.
-Wholelifeassurancecoversdisabilitiesduetoillnessoraccidentsi.e.
iftheinsuredisdisabledduringthelifeofthepolicyduetoillnessor
accidents,theinsurerwillpayhim/herfortheincomelost.
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ii) Endownmentpolicy/insurance
Thisiswherebytheinsuredpaysregularpremiumsoveraspecified
periodoftime.Thesum assuredispayableeitherattheexpiryofthe
period(maturityofpolicy)orondeathoftheinsured,whichevercomes
first.
Theinsured,atexpiryofpolicyisgiventhetotalsum assuredtouse
foractivitiesofhisownchoice.(ordinaryendownmentpolicy)
-Wheretheinsureddiesbeforematurityofcontract,thebeneficiaries
aregiventheseamounts.
Note;Theassuredpersonmaybepaidacertainpercentageofthesum
assuredatintervalsuntiltheexpiryofthepolicyaccordingtotheterms
ofcontract.SuchanarrangementisknownasAnticipated
Endownmentpolicy.
AdvantagesofEndownmentpolicies

i. Theyareaform ofsavingbytheinsured,forfutureinvestments
ii. Premiumsarepayableoveraspecifiedperiodoftimewhichcan

bedeterminedtosuithis/herneedse.g.retirementtime
iii. Wheretheassuredlivesandtimepolicymatures,hereceivesthe

valueofsum 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
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iv) Aimsatfinancial

securityofdependants

Aimsatfinancial

securityoftheassured

anddependants

iii)Term insurance
Theinsuredherecovershislifeagainstdeathforagiventimeperiod
e.g.1yr,5yrse.t.c.
Ifthepolicyholderdieswithinthisperiod,his/herdependantsare
compensated.
Iftheinsureddoesnotdiewithinthisspecifiedperiod,thereisno
compensation.However,arenewalcanbetaken.
IV)Educationplan/policies
Thispolicyisnormallytakenbyparentsfortheirchildren’sfuture
educationalneeds.
Thepolicygivesdetailsofwhenthepaymentsaredue.
v)Statutoryschemes
TheGovernmentofferssometypesofinsuranceschemeswhichare
aimedatimproving/providingwelfaretothemembersofthescheme
suchasmedicalservicesandretirementbenefits.
Amemberandtheemployercontribute,atregularintervals,certain
amountsofmoneytowardsthescheme.
Examples

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

Annuity
CharacteristicsoflifeAssurance

Itisacoverforlifeuntildeathorforaspecifiedperiodoftime
Itmaybeasavingplan
Itisnormallyalongterm contractanddoesnotrequireanannual

renewal
Ithasasurrendervalue
Ithasamaturitydatewhentheassuredispaidthesum assured

bonusesandinterests.
Alifeassurancepolicycanbeassignedtobeneficiaries
Thepolicycanbeanyamountdependingontheassureds’

financialabilitytopaypremiums
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Thepolicycanbeusedassecurityforaloan
2.Generalinsurance(propertyinsurance)

Thistypeofinsurancecoversanyform ofpropertyagainsttherisksof
lossordamage.Apersoncaninsureanypropertyhehasaninsurable
interestin
Generalinsuranceisusuallydividedinto:

i. Fireinsurance/department
ii. Accidentinsurance/department

iii. Marineinsurance/department
i) Accidentinsurance

Thisdepartmentcoversallsortsofriskswhichoccurbyaccidentand
includesthefollowing;

a)Motorpolicies
-Theseprovidecompensationforpartialortotallosstoavehicleifthe
lossresultsfrom anaccident.
-Thepolicycouldeitherbethirdpartyorcomprehensive.
-Thirdpartypoliciescoveralldamagescausedbythevehicletopeople
andpropertyotherthantheownerandhis/hervehicle.Thisincludes
pedestrians,fare-payingpassengers,cows,fencesandothervehicles
InKenya,amotor-vehicleownerisrequiredbylawtohavethispolicy
beforethevehicleisallowedontheroads.Onecanalsotakeathird
party,fireandtheftpolicy.
Comprehensivepolicycoversdamagescausednotonlytothethird
partybutalsotothevehicleitselfandinjuriessufferedbytheowner.
Comprehensivepoliciesincludefullthirdparty,fire,theftandmalicious
damagetothevehicle.

b)Personalaccidentpolicy
-Thesepoliciesareissuedbyinsurancecompaniestoprotectthe
insuredagainstpersonalaccidentscausing;

Injurytotheperson
Partialortotalphysicaldisabilityasaresultoftheinjury
Lossofincomeasaresultofdeath

-Ifdeathoccursduetoanaccident,theinsured’sbeneficiariesarepaid
thetotalsum assured.
Incaseofapartialortotaldisabilityasaresultofaccident,theinsured
canbepaidonregularperiods,e.gmonthlyasstipulatedinthepolicy.
Compensationforinjurieswhereonelosesapartofhis/herbodycan
bedoneonalumpsum basis.
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Theinsuredisalsopaidthevalueofhospitalexpensesincurredif
hospitalizedasaresultofanaccident.

c)Cashand/orGoodsinTransitpolicies
Thesearepoliciesthatspecificallyprovidecoverforlossofcashand
goodsintransitbetweenanytwolocations.
E.g.Goodsandcashmovedfrom businesstothemarkets,from
supplierstobusinesse.t.c
d)BurglaryandTheftpolicies
Thesepoliciescoverlossescausedbyrobbersandthieves
Burglarypoliciesareenforceableonlyiftheinsuredhasmetthe
specifiedsafetyandprecautionarymeasuresforprotectionofthe
insureditems.
E.g.-Howmuchmoneyshouldbemaintainedindifferentkindsof
safetyboxes
-Positioningofeachofthecashboxesisalsoanimportant
precautionarymeasure.
NB:Thecontrolmeasuresareaimedatreducingboththeextentand
probabilityoflossoccurring
e)FidelityGuaranteepolicies
Thesepoliciescovertheemployersagainstlossofmoneyand/or
goodscausedbytheiremployeesinthecauseofduty.
-Thelossesmaybeasaresultofembezzlement,fraud,arithmetical
errorse.t.c
-Thepoliciesmaycoverspecifiedemployeesoralltheemployees
7)Workmen’scompensation(Employer’sAccidentliability)
Thesepoliciesprovidecompensationforemployeeswhosuffer
injuriesinthecourseofcarryingouttheirduties.
Theemployerinsureshisemployeeagainstindustrialinjuriesi.ethe
employerisonlyliableforthecompensationofworkerswhosuffer
injuriesatwork.
f)Publicliability
Thisinsurancecoversinjury,damagesorlosseswhichthebusinessor
itsemployeescausetothepublicthroughaccidents.
Theinsurerpaysallclaimsfrom thepublicuptoanagreedmaximum
g)Baddebts
Thispolicycoversfirmsagainstlossesthatmightresultfrom debtor’s
failuretopaytheirdebts.
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iii)MarineInsurance
Thistypeofinsurancecoversshipsandcargoagainsttheriskof
damageordestructionatthesea.Themainrisksseavesselsare
exposedtoinclude;fire,theft,collisionwithothers,stormyweather,
sinkinge.t.c

TypesofMarineInsurancepolicies
ThemarineinsurancecoversareclassifiedasHull,cargo,freightand
shipowners’liability.

a)MarineHull
Thispolicycoversthebodyoftheshipagainstlossordamagethat
mightbecausedbyseaperils.
Includedhereareanyequipment,furnitureormachineryontheship.
Aspecialtypeofmarinehullisthepartpolicy,whichisforaspecified
periodwhentheshipisloading,unloadingoratservice.

b)MarineCargo
Thistypeofpolicycoversthecargoorgoodscarriedbytheship
Thepolicyistakenbytheownersoftheseavesselstocoverthecargo
beingtransported.Ithasthefollowingsub-divisions.

i. Voyagepolicy-Herecargoandshipareinsuredforaspecific
voyage/journey.Thepolicyterminatesautomaticallyoncethe
shipreachesthedestination.

ii. Timepolicy-Hereinsuranceistakentocoverlossesthatmay
occurwithinaspecifiedperiodoftime,irrespectiveofthevoyage
taken

iii. Fleetpolicy-Thiscoversafleetofships,i.eseveralshipsbelonging
tooneperson,underonepolicy.

iv. Floatingpolicy-Thispolicycoverslossesthatmayoccurona
particularroute,coveringalltheshipsinsuredalongthatroutefor
aspecifiedperiod

v. Mixedpolicy-Thispolicyprovidesinsurancefortheshipandcargo
onspecifiedvoyagesandforaparticularperiodoftime.No
compensationcanbemadeiftheshipwasonavoyagedifferent
from theonesspecifiedeveniftimehasnotexpired

vi. Compositepolicy-Thisiswhereseveralinsurancecompanies
haveinsuredonepolicyofaparticularshipespeciallywhenthe
sum insuredistoolargetobeadequatelycoveredbyoneinsurer.

vii. Constructionpolicy/builderspolicy-Thiscoversrisksthatashipis
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exposedtowhileitiseitherbeingconstructed,testedorbeing
delivered.

c)Freightpolicy-Thisisaninsurancecovertakenbytheownerofthe
shipforcompensationagainstfailuretopayhiringchargesbya
hireroftheship.

d)Thirdpartiesliability-Thisisaninsurancepolicytakenbythe
owneroftheshiptocoverclaimsthatmightarisefrom damage
causedtootherpeople’sproperty.

Descriptionofmarinelosses
Thefollowingaresomeofthelossesencounteredinmarineinsurance.

i. Totalloss,
Thisoccurswherethereiscompletelossordamagetotheshipand
cargoinsured.Totallosscanbeconstructiveoractual.
InActualtotalloss,theclaimsareasaresultoftheshipsand/or
cargoscompletedestruction.Itcouldalsooccur;
-Whenashipanditscargoaresodamagedthatwhatissalvagedisof
nomarketvaluetoboththeinsurerandtheinsured.
-Whenashipismissingforaconsiderableperiodoftimeenoughto
assumethatithassunk.
-Constructivetotallossoccurswhentheshipand/orcargoaretotally
damagedbutretrieved.Itmayalsooccur;
-Whereashipanditscargoaredamagedbutofmarketvalue.This
couldbeasaresultofdecisiontoabandontheshipandcargoasthe
probabilityoftotallossappearsimminent.
-Ifthecostofpreventingtotallossmaybehigherthanthatoftheship
anditscargowhenretrievede.g.manylivesmaybelostintheprocess
oftryingtopreventtotalloss.

ii)Generalaverage-Thisisalossthatoccursasaresultofsomeof
thecargobeingthrownintotheseadeliberatelytosavetheshipand
therestofthecargofrom sinking.Thelossesmadearesharedbythe
shipownersandthecargoownersproportionatelyastheeffortwasin
theinterestofboth.

iii)Particularaverage-Thisoccurswherethereisapartialbut
accidentallosstoeithertheshiporthecargo.Whenthishappenseach
oftheaffectedpartyissoldyresponsibleforthelossthathasoccurred
tohisproperty.Aclaim can,howeverbemadeifthelossincurred
amountstomorethan3%ofthevalueinsured.
Fireinsurance-Thistypeofinsurancecoverspropertydamageorloss
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causedbyaccidentalfire.Coverisofferedtodomesticcommercial
andindustrialpremises,plantandmachinery,equipment,furniture
fittingsstocke.t.c
-Inordertoclaim forcompensationasaresultoflossbyfire,the
followingconditionsmustbefulfilled;

Firemustbeaccidental
Firemustbeimmediatecauseofloss
Theremustbeactualfire.

Thereareseveraltypesoftypesoffireinsurancepolicies.These
include:

a)Consequentiallosspolicy;(profitinterruptionpolicy)
Thiscoversorcompensatestheinsuredforthelossofprofitsuffered
whenbusinessoperationshave
Itisofferedtoprotectfutureearningsofanenterpriceafterfire
damage.

b)Sprinklerleakagepolicy-Thisprovidescoveragainstlossor
damagecausedtogoodsorpremisesbyaccidentalleakagesfrom fire
fightingsprinklers

c)FireandRelatedperilspolicy-Thiscoversbuildingswhichinclude
factories,warehouses,shops,officesandtheircontents.Thepolicy
doesnotcoverlossofprofitarisingfrom firedamage.
CHARACTERISTICSOFGENERALINSURANCE

It’sacontractofindemnity
Itcannotbeassignedeventoonesrelatives
Theinsuredmusthaveaninsurableinterestintheproperty

tobeinsured
Premiumschargeddependsonthedegreeofrisk,thehigher

thepremium charged.
Compensationforlosscanonlybeuptoamaximum ofthe

valueoftheinsuredpropertyorthesum insuredincaseof
underinsurance.

Ithasnosurrendervalue
It’snormallyashortterm contractwhichcanberenewed

periodically,usuallyafteroneyear.
FactorstobeconsideredwhenDeterminingPremiumstobecharged

Healthoftheperson
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Frequencyofoccurrenceofpreviouslosses
Extentofthepreviouslosses
Valueofthepropertyinsured
Occupationoftheinsured
Ageofthepersonorofthepropertyinquestion
Locationoftheinsured(addressandgeographical

location)
Periodtobecoveredbythepolicy
Residenceoftheinsured

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

Procedureofclaimingcompensation
i)Notificationtotheinsurer-Theinsurerhastobenotifiedaboutthe

occurrenceofanyincidentimmediately.
ii)Fillingaclaim form-Theinsurerprovidestheinsuredwithaclaim

form whichhefillstogivedetailsoftheriskthathasoccurred
iii)Investigationoftheclaim-Theinsurerarrangestoinvestigatethe

causeoftheincidentandtoassesstheextentofthelossincurred.
Theinsureristhenabletoestablishwhethertheinsuredistobe
compensatedandifso,forhowmuch.

iv)Paymentofclaim-Onreceiptofthereportoftheassessor,the
insurerpaystheduecompensationtotheinsured.(Paymentof
thecompensationshowsthatboththeinsurerandtheinsured
haveagreedontheextentofthelossandthepaymentisthe
settlementoftheclaim)

INSURANCEANDGAMBLING
Inmostcases,insuranceiserroneouslytakentobethesameas
gamblinginthatsmallamountsarecontributedbymanypeopleintoa
commonfundwhichlaterbenefitsjustafewpeople.Theyarehowever
differentandtheirdifferencesinclude;
Insurance Gambling

-Theinsuredmusthave

insurableinterest

-Agamblerhasnoinsurable

interest
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-Reinstatestheinsuredbackto

thefinancialpositionjustbefore

loss

-Aimsatimprovingthewinners

financialposition

-Theinsuredisexpectedtopay

regularpremiumsforthe

insurancecovertoremainin

force

-Gamblingmoneyispaidonly

once

-Insuranceinvolvespurerisks -Gamblinginvolvesspeculative

risks

-Theeventoflossmightnever

occur

-Theeventofbetmusthappen

todeterminethewinnerandthe

loser.

PASTKCSEQUESTONS
1. 1995Describetheproceduresthatshouldbefollowedwhentakingan

insurancepolicy.(10mks)
2. 1996explainfourwaysinwhichtheinsuranceindustrypromotesthe

growthofbusinessenterprises.
(5mks)

3. 1997Explainfourwaysinwhichtheinsuranceindustrycontributestothe
developmentofKenya’seconomy. (10mks)

4. 1998Discussvariousinsurancepoliciesunderwhichaninsurance
companywouldnotcompensatetheinsuredintheeventoftheloss.

(10mks)
5. 1999Discussvariousinsurancepoliciesthattheownerofasupermarket

mayfinditusefulforthebusiness.
(12mks)
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6. 2000Explainfourbenefitsofthe‘poolingofrisks’toaninsurance
company.(8mks)

7. 2001Explainthefactorsthatmaymakeitnecessaryforaninsurance
companyre-ensure.

8. 2002Explainthemeaningofthefollowingtermsasusedininsurance
(10mks)
i) Uberrimaefidei
ii)Indemnity

i) Thirdpartymotorvehicleinsurance
iv)Contribution.
v)Subrogation

9. 2003Discussfourcircumstancesunderwhichaninsurancecontractmay
beterminated.(8mks)

10. 2004Explainfivebenefitsthatcouldbeenjoyedbyapersonwho
decidedtotakeoutanendowmentpolicy.
(10mks

PRODUCTPROMOTION

Productisanitem orserviceofferedtotheconsumersataprice.
Therefore,productpromotionisthecommunicationoranyactivity
undertakentoinform theconsumers,persuadeandremindthem to
buytheproductfrom themarket.
Thepurpose/Importanceofproductpromotion
Itinformsthecustomeroftheavailability,price,andwhereto

obtaintheproducttosatisfytheirwants
Itpersuadethebuyertobuytheirproductsaheadoftheir

competitorsproductsinthemarket
Itremindsthecustomersofthecontinuedexistenceofagiven

productinthemarket
Iteducatetheconsumersoftheusageoftheproducttosatisfy

theirneedsfully
Itinformsthem onanyimprovementthathasbeenmadeonthe

product
Itstimulatesthedemandoftheproductbeingpromotedinthe

market
Itbringsoutthepositivefeaturesoftheproduct
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Itopensnewmarketfortheproductintheenvironment
Methodsofproductpromotion
Productpromotionmaybecarriedoutinthefollowingways:

I. Personalselling
II. Advertising

III. Salespromotion
IV. Publicity

i. Personalselling
Thisisamethodofpromotionwherethereisanoralpresentationin
theconversationwiththeprospectivecustomer.Itisdonebywiththe
useofsalesmenwhoinformstheprospectivebuyerofalltheaspects
oftheproduct
Methodsofpersonalselling
Personalsellingcanbecarriedoutinthefollowingways;
Throughsalespersonapproachingthecustomers

Acasewherethesalespersonapproachestheprospectivecustomers
afterdrawingtheirattention,explainingdetailsoftheproductandeven
demonstratinghowtheproductworksinordertopersuadethe
customertobuy.
Stepsinvolvedinpersonalsellingthroughsalesperson

i. Identifyprospectivecustomerswhocouldpossiblyrequirethe
product

ii. Preparingthepresentationbygatheringallthepossible
informationabouttheproduct,aswellasdesigningan
appropriatemethodsthathewillbeusedtopresenttothe
customer

iii. Establishingthecustomerscontact,aswellaschoosingan
appropriatetimetomeetthecustomertobe.Thatisthetime
whenthecustomermayreceivehim

iv. Arousingtheconsumersinterestintheproductbyattracting
his/herattentionthroughapproachandlanguages,aswellas
makingtheprospectivecustomerdevelopinterestintheproduct

v. Dealingwiththeobjectionsontheproductwhichmayhavebeen
broughtaboutbythecustomertobe

vi. Closingthesalebyinquiringwhethertheprospectivecustomer
willbeinterestedintheproductornot.Thisshouldbedoneina
politemanner

vii. Offeringaftersaleservicetothecustomerontheproductthat
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hasbeensold
Shows,tradefairsandexhibitions

Thisiswherethemanufacturerofagivenproductgetsachanceto
displaypubliclytotheprospectivecustomertoinform them aboutthe
product.Theprospectivecustomers’attentionisthendrawntothe
productandmoreinformationisgiventohim abouttheproductatthe
pointwhereitisdisplayed.
Advantagesofshows,tradefairandexhibitions

Itgivesthecustomeranopportunitytocomparevariousproducts
beforemakingadecisiononwhattobuy

Itgivesthesalespersonanopportunitytoexplaininfinedetails
thefeaturesoftheproducttotheprospectivecustomers

Themanufacturersoftheproductgetsachancetoreceive
immediatefeedbackfrom theircustomersthroughinteractions
duringtheshows

Thenumberofpeoplevisitingtheirstalltoassestheirproducts
willhelpthem determinetheirpotentialmarketsizeforthe
product

Disadvantagesofshows,tradefairsandexhibitions
Itisexpensivetohireastallfortheexhibitionoftheproduct
Thesalespersonmayhavetoexplainoverandoveragainforthe

prospectivecustomersastheymaynotenterintothestallatthe
sametime

Thetradefairsarenotfrequentlyorganized,thereforean
organizationrelyonitastheonlymeansofproductpromotion
maynotsucceed

Showrooms
Thesearelargeroomswheregoodsaredisplayed,especiallybulkyand
durablegoodslikecars,furniture’s,etcforthecustomertoseeandbe
informedaboutthem tostimulatetheirinterestinthem
Theroom allowsthecustomertogetmoreinformationaboutthe
productfrom thesalespersonintheshowroom
Advantagesofshowrooms

Theyenablesthesellertogetimmediatefeedbackonthe
product

Theyenablethecustomerstogetclarificationontheproductthey
needtopurchase
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Itisacheapmethodofproduction
Itprovidesanopportunityfortheusageofgoodstobe

demonstrated
Theinformationtheprospectivecustomergetfrom theshow

room ismorereliable
Disadvantagesofshowrooms

Theyareusuallylocatedawayfrom thetowncenters,making
them notbeaccessiblebymany

Itisexpensivetohireshowrooms
Theyrequiresecuritytoprotectthegoodsinsidethem whichmay

beveryexpensive
Someprospectivecustomersmaytamperwithgoodsintheroom

whiletryingtooperatethem
FreeGifts

Agiftisanitem giventothecustomerfreeofchargeafterbuyinga
productwhichitispeggedonorbuyingproductsofagivenvalue.The
giftmaynotnecessarilybethesameastheproductbought,butthey
aremeanttoencouragethecustomertobuymoreorgivethe
customeropportunitytoexploretheproductgivenasagift.
Advantagesoffreegifts

Itenablethecustomertoenjoytheproductgivenasagiftwithout
payingforit

Itpersuadesthecustomertobuymoreoftheproductinorderto
getthegift

Itisanadditionalproduct,andthereforeincreasesthecustomers
satisfaction

Itmayhelpincreatingloyaltyintheproductbeingpromoted
Disadvantagesoffreegifts

Itmakesthecustomerbuyincludingproductstheydidn’trequire
inordertothesaidgift

Thecostoftheproductmaybeveryexpensiveforhecustomer
Somemiddlemenmayremovethegiftandkeeporevensellto

thecustomertomaximizeprofit
FreeSample

Thisisaproductontrialgiventothecustomersfreelytoinfluence
theirdemandtowardstheproduct.Itmainlyusedwhentheproductis
newandthecustomermayhavenotknownabouttheexistenceofthe
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product

Advantagesoffreesample
Itenablesthecustomertrytheproductbeforemakingadecision

tobuyit
Thecustomerisabletoenjoytheproductthatotherwisehemay

havenotenjoyed
Theorganizationisabletogetimmediatefeedbackfrom the

customerabouttheirnewproduct
Itenablestheorganizationtoacquiremorecustomersfortheir

product
Disadvantagesoffreesample

Someofthosereceivingthesamplemaynotcomebacktobuy
Itmaybeanexpensivemethodofpromotionespeciallywhere

manysamplesaretobegiven
Goodsgivenforfreemayreducethevalueofgoodsthatmay

havebeensoldtoearnprofit
Itisnotsuitableforexpensiveproducts

Circumstancesunderwhichpersonalsellingisappropriate
i. Whenlaunchinganewproductinthemarketwhichrequiresalot

ofawarenesstotheprospectivecustomerstoenablethem make
achoice

ii. Whenaproductistailoredtomeetthecustomer’sneeds,as
differentconsumershavedifferentneeds,tasteandpreferences
tobeaddressed.

iii. Whendemonstrationisrequiredonhowtheproductworks,
especiallythetechnicalproducts

iv. Whentheorganizationhasthecapacitytofinancethesalesforce
carryingoutthepersonalselling

v. Wherethemarketisconcentratedwithinagivenregionthatcan
easilybeaccessiblebythetaskforce

Advantagesofpersonalselling
Itismoreflexiblethananyothermethodforthemarketerisable

tomeettheneedsofdifferentpeople
Itenabletheprospectivecustomertoknowmoredetailsabout

theproductbeforemakingadecision
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Thesalespersonisabletodemonstratetheuseoftheproduct
Thesellerisabletogetimmediatefeedbackontheproduct
Thesellerisabletoobtainthepersonalcontactofthe

prospectivebuyer
Itgivesthebuyeranopportunitytonegotiatethetermsof

purchase
Ittakescareofbothliterateandilliterateprospectivecustomer
Thesellerisabletopersuadetheprospectivebuyertobuythe

product
Disadvantagesofpersonal
Itislabourintensiveandthereforeveryexpensivewhenthearea

tobecoverediswidemethod
Itistimeconsumingasitinvolvesexplanationanddemonstration
Itmayonlytargetaparticulargroupofpeople
Thesellerhastomeetthetravellingandotherexpensesinvolved

whichmaybeveryexpensive
Salespersonsmaymisusetheresourcesallocatedforthem,

makingthetargetnottobeachieved
Theprocessmayinconveniencetheprospectivebuyer’sprogram
Itmayonlycoveragivenregionwhichmaynotbewideenough
ii. Advertising

Thisisthepresentationofinformationaboutaproductthroughpublic
mediasuchasnewspapers,radios,billboards,etc
TypesofAdvertising
Productadvertising:-thisisaform ofadvertisementmeantto

promoteagivenproductoraparticularbrandofproduct
Institutionaladvertising:-thisisaform ofadvertisementmeant

toimprovetheimageoftheinstitutionororganizationandnota
particularproduct.Itismeanttocreateconfidenceinthe
customersabouttheinstitution

Primarydemandadvertising:-aform ofadvertisementmeanttoa
newproductthathasbeenintroducedinthemarketforthefirst
time.Itismainlytocreateawarenessoftheexistenceofthat
particularproduct

Celebrityadvertising:-aform ofadvertisementwherea
famous/popularpersonisusedtopromoteaparticularproduct.It
ismeanttoconvincethosewhoidentifythemselveswiththat
personalitytobuytheproduct
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Informativeadvertising:-aform ofadvertisementmeanttogive
thecustomermoreinformationabouttheproducttoenablethem
makeaninformeddecision

Competitive/persuasiveadvertising:-aform ofadvertisement
carriedoutwithorganizationsproducingsimilarproductto
persuadethecustomerstobuytheirproductsaheadoftheir
competitors

Correctiveadvertising:-aform ofadvertisingmeanttocorrecta
misleadinginformationthatmayhavebeengivenoutaboutthe
product

Reminderadvertising:-aform ofadvertisingmeanttoremindthe
customersthattheproductstillexistsinthemarketandisstill
capableofsatisfyingtheirneeds.

Advantages/Importanceofadvertisingtothebusiness
i. Itmaintainthesalesofanalreadyexistingproduct

ii. Itcreateawarenessinthecustomersaboutanewproductinthe
market

iii. Itinformsthecustomersaboutthechangesthatmayhavebeen
madeintheproduct

iv. Ithelpsinbuildingimageorreputationofthesellingorganization
v. Itmayincreasethevolumeoftheexistingsalesofaproduct

vi. Itreachespeopleswhomayhavenotbeenreachedbythesales
person

vii. Itcomplementstheeffortofthesalespersontoenablethem
achievetheirsalesobjectives

viii. Itclearsthecustomersmisconceptionandprejudiceaboutthe
product

ix. Itopensupnewmarketsfortheproducts.
Disadvantagesofadvertisingtothebusiness
Itmaybecostlytothebusinessintermsofmoneyandother

resources
Itleadstoincreaseincostofproductionifatallithastobedone

frequently
Thecostoftheadvertisementwillalwaysreducetheprofit

marginofthebusiness
Poorlyplannedadvertisementmaynegativelyaffectthebusiness
Misleadingadvertisementmayreducethelevelofbusiness

operation
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Advantagesofadvertisingtothecustomer
Theyeducatethem ontheusageoftheproduct
Theyinform them ontheproductsavailability
Theyguidethem onwheretogettheproduct
Theoutlinesallthefeaturesabouttheproductincludingpricesto

thecustomer
Competitiveadvertisementmayleadtoimprovedqualityofgoods

tobenefitthecustomer
Informationondifferentpricesthroughcompetitive

advertisementmakesthecustomertobenefitfrom thereduced
prices

Disadvantagesofadvertisingtotheconsumer
Theadvertisementmaynotdisclosethesideeffectoftheproduct
Theadvertisingcostmaybepassedtotheconsumersthrough

increasedprice
Someadvertisementmaypersuadecustomerstobuywhatthey

donotrequireleadingtoimpulsebuying
Somecustomersmaybuysubstandardgoodsduetomisleading

advertisement
Advertisingmedia
Thesearechannelsoragentsthroughwhichanadvertisement
messageisconveyedtothetargetgroup.Theyincludesboththeprint
andelectronicmediawhichincludes;newspapers,journals,magazines,
posters,bill-boards,brochures’,radio,television,neonsigns,etc

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

Thecanreachareasthatothermeansmaynotreach
Manypeoplecanaffordthem astheyarerelativelycheap
Theycoverawidergeographicalarea,leadingtoawidermarket
Themessageonthenewspapercanlastforalongerperiodof

time,makingittoreachmorecustomers
Theadvertisementappearinginthenewspaperisreadily

acceptablebythereader
Coloredprintmakestheadvertisementtobemoreattractiveto

thereaderwhointurngetstheinformation
Disadvantagesofthenewspaper
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Manyofthem arewritteninEnglishorKiswahili,makingthem to
onlytargetthosewhocanreadandunderstandthelanguage

Itdiscriminateagainsttheilliterategroupwhocannotreadthe
information

Theyhaveshortlifespanastheymaybereadonlyonthedayitis
circulated

Itcannotbeusedtofocusonaspecifictargetastheyarereadby
almosteverybody

Someoftheprospectivecustomersarealwaysinahurrytoread
thenewspaperandmaynotpayattentiontotheadvertisement

b)MagazinesandJournals
Theseareperiodicpublicationsmeanttotargetaparticularclassor
groupofpeople.Theymaybepublishedmonthly,quarterly,annually,
etc.Theinformationreachesthetargetedgroupastheyreadthem
AdvantagesofmagazinesandJournals

Thespecificinformationforthetargetedpeoplecanbepublished
Theycanbereadandre-readbeforethenextpublicationmaythe

informationtolastlongerandpleadwiththeprospective
customer

Theirpublicationisofhighqualityandcolourful,makingthem to
drawtheattentionoftheirtargetedgroupeasierandpassingthe
informationtothem

Thequalitymaterialtheyaremadeofmakesthem tolastlonger
andcanbeaccessedevenbythosewhomayhavenotbeen
aroundduringtheirpublication

Disadvantagesofmagazinesandjournals
Ifthetimegapbetweenthepublicationtimeandcirculationtime

iswide,theadvertisementmayfail
Theyareabitexpensivewhichmakessomeofthepotential

customersnottoaffordthem
Thecostofadvertisingonthem maybeexpensiveforthe

organization
Theircirculationsmaybelimitedtoasmallgeographicalregion
Thepublicationsmaynotbeavailableinthevernacularlanguage

toreachthosewhoarenotabletoreadeitherEnglishorKiswahili
c)PostersandBillboards

Aform ofadvertisingthatmaycontaintheinformationaboutthe
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producteitherinwords,picturesorbothforthecustomertoseeand
read.
Advantagesofpostersandbillboards

Theyareabletoconveytheinformationtothelargeaudience,as
theyareplacedinstrategicposition

Postersarecheapandeasytoprepare
Theuseofdifferentcolorsmakesthem tobemoreattractiveand

appealingtomoreaudience
Itcanbeusedbybothliterateandilliterategroup
Themessagemaylastforalongerperiodoftime
Billboardsareconspicuousandhenceattractivetotheaudience

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

thetargetedgroup
Billboardsareexpensivetomakeandmaintain
d)Transit/transportadvertising

Aform ofadvertisementwherebyvehiclessuchastrailers,matatus,
buses,etcareusedtocarryandconveytheadvertisementmessage
Advantagesoftransitadvertisement

Themessagereachesmostofthepeopleintheenvironment
Theymessagelastlongasthepaintsalwayslastonthevehicle
Transitvehiclesmaycarrythemessagealongwaytotheirfinal

destination
Itiscaptivatingtothemembersofthepublicespeciallythe

promotionconvoy,hencecaneasilyreachthetarget
Disadvantagesoftransitadvertisement

Duringtherushhour,thecrowdmayhindersomefrom gettingthe
information

Itmainlyrelaytheinformationtothoseservedbythevehicles
Thenoiseproducedbythepromotionconvoymaybeanuisance

tosomemembersofthepublic
e)Brochures

Thesearesmallpamphletscarryingmessageandpicturesabout
productbeingadvertised.
AdvantagesofBrochures



203

Theyareeasytocarryaroundastheyaresmallinsize
Theyareeffectiveinmeetingthetargetedgroup
Theircostofproductionisnotveryhigh
Theycanbedistributedatdifferentplacestomeetthetargeted

group
Canbemadeattractivebytheuseofdifferentcolours
Theyhavealonglifeandthereforecanbeusedrepeatedly
Theycanbeusedtodirectothersonwheretogettheproduct

DisadvantagesofBrochures
Theinformationmaynotreachtheilliterategroup
Theymaybeignoredbytheintendedusers
Theymayrequirefrequentupdatingifmanychangesaremadeon

theproductmakingitexpensive
f)Radio

Thisisachannelthatallowsfortheadvertisedmessagestobe
conveyedthroughsoundtothelisteners,withsomebackgroundmusic
accompanyingthemessage
AdvantagesofRadio

Differentlanguagesmaybeusedtoreachdifferentpeople
Itisaccessibleeventotheremoteareasthatisnotcoveredby

othermedia
Onecanchoosethetimetoadvertisetoreachthetargetedgroup
Abletoservemanypeopleatthesametime
Itcanbeusedforbothliterateandilliteratemembersofthegroup
Theadvertisementcanberepeatedoverandoveragainaccording

totheadvertisersneeds
Themusicaccompanimentmayattractmanypeopletolistento

theinformation
Canreacheventheblindastheyareabletohear
Themessagecanbeconveyedindifferentlanguages

DisadvantagesofRadio
Theiradvertisementdoesnothaveanyreference
Itmaybemoreexpensivethantheprintmedia
Poortimingmaymakethemessagenotoreachthetargeted

group
Itmayinterruptsomeprogrammestotheannoyanceofthe
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listener
Itshortandbriefadvertisementmaybemissedbythelisteners
Itisdifficultforthelistenertovisualizetheproduct
g)Television(T.V)andCinema

Televisionisaform ofmediaadvertisementwherethewrittenwords
arecombinedwithmotionpicturesandsoundtopasstheinformation
Cinemaiswheretheadvertisedmessagedisconveyedduringfilm

showsinthecinemahalls.Itmaybebeforeorafterthemovie.
AdvantagesofTelevision(T.V)andCinema

Itappealstomostpeopleasitisentertaining
Itmakesitpossibleforthedemonstrationoftheuseofthe

product
Itisabletoreachboththeliterateandilliterateviewers
Theadvertisementcanbeairedoverandoveragaintomeetthe

targetedgroup
Theadvertisementmaybemodifiedwhenneedarise
Ithaswideappealtomanypeople
Themessagecanbeconveyedindifferentlanguages

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

maynothavethem
Theirusesarelimitedtoplaceswithelectricity
Theadvertisementmaynotlastlonger
Thetimeforairingtheinformationmaynotsuitthetargeted

audience
h)NeonSigns

Thisisaform ofadvertisementwherethemessageispassedtothe
publicthroughtheuseofelectricalsignalstransmittedthroughneon
lights.Theyareusuallycommoninthebanks,airlines,jewelshops,etc
AdvantagesofNeonSigns

Theuseofdifferentcoloursmakesthem veryattractiveandcatch
attentionofdifferentpeople

Theycanbeputstrategicallymakingthem tobevisibletomany
people

Canbeusedbothatnightandday
Theydirectthecustomeronwherethegoodsaretobefound
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DisadvantagesofNeonSigns
Canonlybeusedwherethereiselectricity
Theyareexpensivetobuyandmaintain
Themessagemaynoteasilyreachtheilliterate

AdvertisingAgencies
Thesearebusinessesthatspecializeinadvertisingworkandarehired
tocarryoutthefunctionsforotherbusinesses.Theyarepaida
commissionforthis
FunctionsofAdvertisingAgencies

iii. Theyhelptheorganizationsindesigningtheirtrademarks,
logosandadvertisingmaterials

iv. Theybookspaceandairtimefortheirclientsinvariousmedia
v. Theyofferadvisoryservicestotheirclientonselling

techniques
vi. Theyadvertiseonbehalfoftheirclients
vii. Theychooseonbehalfoftheirclientstheappropriatemediato

beused
iii. Publicity
Thisisthementioningoftheproductortheorganizationinthemass
mediatomakeitbeknowntomanypeople.Theretwotypesof
publicity,thatisfreepublicity(wherethepaymentisnotrequired)and
Specialfeaturedpublicity(wherethereispayment,forexample
sponsoringaneventinthepublic)
AdvantagesofPublicity

Itsavestheorganizationmoneyincaseoffreepublicity
Itislikelytocoverawiderregionasthepublicityisinthemedia
Theorganizationmayearncredibilityduetopositivepublicity
Theinformationmaybereceivedpositivelybythecustomersas

themessageislikelytobemoreobjective
Itmayimprovethecompetitivenessofthefirm

DisadvantagesofPublicity
Unfavourableinformationabouttheorganizationmayreachthe

publicespeciallyinfreepublicity
Itisirregularandshortlived
Mightrequirespecialoccasionoreventinordertoattractthe

massmedia
Thefirm doesnothavecontrolonhowtheinformationwillappear
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inthemediaandtheextendofthecoverage
iv. Publicrelations
Aprocessofpassinginformationwithanintentionofcreating,
promoting,ormaintaininggoodwillandafavourableimageofthe
organizationinthepublic.Itinvolvesinformingthepublicaboutthe
firm’sachievementandhowitiscontributingtothecommunitywelfare
anddevelopment,togetmoreapprovalofthepublic
Advantagesofpublicrelations

Maybeusedtocorrectthedentedimageofthefirm
Itinformsthepublicabouttheactivitiesofthefirm
Assistinupholdingthegoodimageofthefirm
Itimprovestherelationshipbetweenthefirm anditscustomers

Disadvantagesofpublicrelations
Itiscostlyintermsoftimeandfinanceinvolved
Thecustomermaymakeprematurebuyingarisingfrom the

picturecreatedbythefirm
Effectsmaytakelongbeforetheyareactuallyrealized
Itmaybedifficulttoevaluatetheimpactofthemessage,since

thecustomersarenotobligedtorespondtoit
v. Pointofpurchase(Window)display

Thisiswheretheitemsarearrangedintheshopsstrategically,
allowingthecustomerstoseethem easily.Thearrangementismeant
toattractthecustomer’sattentionandinducethem tobuygoodsas
theypassclosetotheshop
AdvantagesofPointofpurchasedisplay
Mayinducethecustomertobuytheproductduetotheir

arrangement
Asthecustomersgetintotheshop,theyarelikelytobuy

includingtheothergoodsthatwerenotbeingdisplayed
Thecustomersareabletodeterminethefeaturesoftheproduct

withease
Itisrelativelyacheapermethodofpromotion

Disadvantagesofpointofpurchase
Themethodonlyworkwellwiththepotentialcustomerswhoare

neartheshopandnotfaraway
Theymayalsoattractthievesespeciallyiftheproductdisplayed

isofhighvalue
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Incasethearrangementdoesnotappealsomuchtothe
customers,theymaynotgetintotheshop

Itmaybeexpensivesettingupthedisplayarea
vi. DirectmailAdvertisement
Aform ofadvertisementwhichissenttothepotentialcustomers
directlyintheform ofamail,forexamplethepricelistbeingsenttothe
potentialcustomers
Advantagesofdirectmailadvertisement
Itisabletoreachthetargetedgroupastheyaresenttothe

potentialcustomerdirectly
Themessagemaybemadetosuittherequirementofthespecific

customertobe
Theremaybeanimmediaterespondonthemessage
Thepotentialcustomersincursnocosttoacquiretheinformation

Disadvantagesofdirectmailadvertisement
Somemailsmaynotgettotheintendedcustomersintime
Theprospectivecustomermayignoretheadvertisement
Maynotbeeffectivewherethecustomerneedstoexaminethe

product
Thismethodmaybeexpensiveespeciallyintermsofmaterialand

money
Itmayonlyappealtotheliterategrouponly

vii. Catalogue
Abookletthatgivesinformationabouttheproductthatthe
organizationdealsin.Itgivesthedescriptionabouttheproduct,the
pictureaswellasthepricesoftheproduct.
Advantagesofcatalogue
Itmaybeusedtoadvertisealltheproductsintheorganization
Theowner/organizationhasthetotalcontroloverthecatalogue
Itgivesdetailedinformationabouttheproduct
Itscolourfulnaturemakesitanattractivepromotiontool

Disadvantagesofcatalogue
Itisexpensivetoproduceincreasingthecostofproduction
Changeinpricemayaffectthewholecatalogue

viii. Guarantee(warrantyissue)
Anassurancegiventothecustomerthattheproductwillserveas
expectedifusedaccordingtotheinstructionsgivenbythe
manufacturer.Fortheguaranteedperiodthesellerwillbewillingto
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maintainrepairorreplacetheproductforthecustomer
AdvantagesGuarantee
Theconfidencebuiltinthecustomerbytheguaranteetothe

customersmakesthem tobuymoreproducts.
Itmaycreatethecustomersloyaltytotheproductofthefirm
Thefactthattheproductcanbereplacedifitgetsspoiltwithin

theperiodisanadvantagetothecustomer
Disadvantagesofguarantee
Repairingorreplacingtheproductmaybeverycostlytothe

organization
Themethodmayonlybesuitableforthedurablegoods
Thecustomermaybetemptedtomishandlethegoodduringthis

period
ix. Discount
Thisisareductioninpriceofthecommodity,allowingthebuyertopay
lessthanwhathewouldhavepaidthegoods.
Typesofdiscount

Quantitydiscount:-Allowedbytradertoencouragehim/herto
buymorequantityoftheproductbeingoffer

Tradediscount:-Allowedtoanothertraderwhoisbuying
productsforresaletotheconsumers

Cashdiscount:-Allowedtothecustomertoenablehim pay
promptlyforthegoodsbought

x. Lossleader:-Sellingthepricebelowthemarketpricetoentice
thecustomertobuy

11. Psychologicalselling:-Playingwiththecustomerspsychologyin
termsofpricingbyquotingoddpricessuchas999,199,99,etcto
convincethecustomerthatthepricehasbeenreduced

xii. Creditfacilities:-wherethecustomerisallowedtotakeaproduct
forhisconsumptionandpayforitlater.Thisenticesthecustomer
tobuymoreoftheproduct

xiii. Aftersalesservice:-theseareservicesofferedtothebuyerafter
thegoodshavebeenbought.Theymaybeintermsofpackaging,
transportationorinstallationwhichmaybeofferedtothe
customersfreeofcharge.Thismakesthecustomertobuymore
goodswithconfidence

Salespromotion
Theseareactivitiescarriedouttoincreasethesalesvolumeofa
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business.Theyareactivitiesoutoftheordinaryroutineofbusiness
thatiscarriedoutbythesellertoincreasehissalesvolume.
Themethodsofcarryingoutsalespromotionincludesallthemethods
ofcarryingoutproductpromotionasdiscussedearlier,thatis,shows
andtradefair,showrooms,freegifts,freesample,personalselling,
advertisement,windowdisplay,creditfacilities,aftersalesservices,etc
Factorstoconsiderwhenchoosingapromotionmethod

i.Thecostofthepromotionthatiswhetherthecompanycanafford
itornot,forsomepromotionmethodsareveryexpensivethat
maynotbeeasilyaffordabletothecompany.

ii.Thenatureoftheproductbeingpromotedespeciallywhetherit
requiresdemonstrationornot.Productswhichrequires
demonstrationarebestpromotedthroughpersonalselling

iii.Thetargetedgroupfortheadvertisement,onwhethertheycanbe
reachedbythatmethodornot.Thepromotionmethodmust
reachthetargetedgroup,ifithastobeeffective

iv.Theobjectivethatthefirm wouldliketoachievewiththe
promotion,andwhetherthemethodishelpingthem toachieve
thatparticularobjective

v.Themethodusedbythecompetitorinthemarkettoenablethem
chooseamethodthatwillenablethem competefavourably

vi.Therequirementofthelawconcerningproductpromotion,to
enablethem notusewhatthelawdoesnotallow

Ethicalissuesinproductpromotion
Thesearerulesandregulationstobefollowedwhencarryingout
promotiontoavoidviolatingotherpeopleorbusinessesright.They
include;
Cheatingonperformanceoftheproducttoattractmore

customersbygiventhem wrongandenticinginformationabout
whattheproductcando.

Cheatingontheingredientsoftheproductbytellingthem thatthe
productcontainsasuitabletypeofingredientwhichdoesnot
existjusttolurethem tobuytheproduct

Nottellingthem thesideeffectsoftheproductwhichmayaffect
them shouldtheycontinuouslyusetheproductduetofearof
losingcustomer

Falsepricing,especiallyacasewheretheyoverpricetheirand
lateronreducethem slightlyjusttolurethecustomer,yetexploit
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them
Notcaringaboutthenegativeeffectoftheproductonthe

environment,whichmayincludeslitteringoftheenvironmentby
thepostersusedforadvertisement

Socialculturalconflict,especiallyputtingupsomeformsof
advertisementwhichareconsideredataboobuythecommunity
leavingaround,suchashangingabillboardofafemale
advertisinginnerwearsnexttoachurch

Trendsinproductpromotion
Thefollowingaresomechangesthathavetakenplacetoimprovethe
productpromotionactivities
Useofwebsite/internettoadvertiseproductworldwide,whichhas

increasedthecoverage
Encouraginggendersensitivityandawarenessinproduct

promotiontobringaboutgenderbalance
Useofelectronicbillboardsinadvertisementtoincreasetheir

visibilityevenatnight
Intensifyingpersonalsellingbythebusinesstoreachmore

customers
Developmentofpromotionconvoystomovefrom oneplaceto

theotherwithmusicanddancerstoattractmoreprospective
customers

Cateringfortherightsoftheyouthswhencarryingoutproduct
promotionandeveninvolvingthem incarryingoutthepromotion

Cateringfortheinterestofthosewithspecialneedswhen
carryingoutadvertisement

Advertisementthroughmobilephonesbysendingthem s.m.s
abouttheproduct

BUSINESSSTUDIESFORM THREENOTES

THEORYOFTHEFIRM
Defination:

(i)Afirm;Thisisasingleunitofbusinessorganizationthatbrings
togetherthefactorsofproductiontoproduceanygivencommodity.
-Afirm mayalsobedefinedasabusinessenterpriseunderone
managementandcontrol.



211

Example;Mumiassugarfactory,BataShoeCompanye.t.c
-Firmsmaybesoleproprietorship,partnershipsorcompanies.They
maythereforebesmalle.g.anartisanormechanicworkinginher/his
garageorlargelikeamultinationallimitedcompanyproducingmany
differentproductse.g.coca-colacompany.
-Afirm eventhoughunderonemanagementandcontrolmayhave
severalbranches/plants.

(ii) Anindustry;Thisreferstoallthosefirmsproducingthe
sameproductforaspecificmarket/agroupofrelatedfirmsthat
competewithoneanotheri.e.

a)Firmsthatproducethesameproducte.g.thefirms
operatingassugarmanufacturesasMumiasSugarCompany,Sony
SugarCompanyandMiwaniSugarCompany.

b)Firmsthatextractthesamerawmaterialse.g.thesalt
miningfirms,MagadiSodaCompanyandotherfirmswhichminesalt
attheNorthcoastRegionnearMalindi.

c)Firmsthatprovidesimilarservicese.g.thetransportindustry
suchasAkambaBusservice,coastBusCompanyandEasyCoach
Company.
NOTE:Inthedefinitionofthefirm,weassumethatafirm inaunitthat
makesdecisionwithrespecttotheproductionandsaleofgoodsand
servicesintheregard,weassumethat
-Allfirmsareprofit-maximisersi.e.theyseektomakeasmuchprofit
aspossible.
-Eachfirm canberegardedasasingleconsistentdecisionmakingunit.
Thelifeofallbusinessenterprises/firmsarethereforecharacterizedby
severaldecision-makingprocesseswhichareallaimedatfacilitating
realizationoftheobjectives(profitmaximization)suchdecisionsmay
include;whattoproduceandhowmuch,whereandwhentoproduce,
howmuchtoinvestandhowmuchtopricegoods/servicese.t.c
DECISIONONWHATGOODSANDSERVICESTOPRODUCE
Afirm makesanumberofimportantproductiondecisions.Someof
thedecisionmayinvolve;

i. Whattoproduce
ii. Howproductionistotakeplacee.g.whatraw

materialsandmachineryshouldbeutilized
iii. Whereaproductionplantshouldbelocated
iv. Whentoproduce
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v. Thescaleofproductione.g.howbigshouldthe
factory

vi. Whenandwheretoinvest
vii. Howtheproductioncanbeimprovedandcontrolled

viii. Whattypeofbusinessactivitytoengagein
NOTE:Oneproductiondecisionmayleadtoaseriesofdecisions
requiringtobemadee.g.
-forafirm todecideonwhatgoodsandservicestoproduce,market
researchtoevaluatethelikelysuccessoftheproductisnecessary.
-afterestablishingtheviabilityoftheproductinthemarket,other
activitieslikeproductdesignarecarriedout(thefirm mayconsider
redesigningexistingproducts,introducingaproductsimilartotheone
inthemarketordevelopingacompletelynewproduct.
-productionmaythenfollow
Factorsthatinfluencedecisionsonwhatgoodsandservicesto
produce
Certainfactorshavetobeconsideredbeforecommittingafirm into
productionofeitheranewproduct,adoptingorredesigningthe
existingproduct.
Thesefactorsinclude;

i. Whetherthefirm isproduct-orientedormarket-oriented
Productorientedfirms:Thisiswhenthenatureoftheproductitself(its
functionsanduniquequalities)areenoughtomakesurethatthe
productsellse.g.whencarswerefirstdeveloped,itsuniquenesssoldit
Marketorientedfirms;Thesearefirmsthatproduceproductsthatare
meanttomeettheconsumerneedse.g.overtimecarsarebeing
developedtosuitconsumerneeds.
ii. Levelofcompetition

Inordertosurviveinacompetitivemarket,firmsmustcomeupwith
productsthatconsumersprefer.
Firmsmaythereforedevelopproductswhicharenotcurrentlyavailable
orcopyrivalsideasandimproveonthem
iii. Levelofavailabletechnology
Theleveloftechnologyhasastronginfluenceontheproductthata
firm produces
Newinventionsandinnovationsoftenresultinnewproductsor
improvedproducts
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-Improvedtechnologymayalsoreducethecostsofproduction.This
meansthesameoutputmaybeproducedusinglessfactorsof
productionormoreoutputmaybeproducedusingthesamefactorsof
production.

iv. Managementrole
Seniormanagementhavethesoleresponsibilityofdecidingonwhat
producttoproduce.Awrongdecisionmayruinratherthanbailedthe
enterprise.Themanager’sabilitytodesignaviableproductistherefore
avitalfactorinproductdevelopment
v. Financialviability

Inordertodeterminewhetheraproductwillbeviableornot,thecost
ofproductionandtheexpectedreturnsshouldbeconsidered.Funds
mayonlybeapprovedfortheproductthatpromiseslongterm benefits
tothefirm.Soifthebenefitsoftheproductoutweighthecosts,then
suchproductwillbedevelopedandifnotso,itwillbedropped.
vi. Amountandtypeofcapitalinthefirm
Capitalreferstomachines,equipment,factories,plantsandother
humanmadeaidstoproduction.
Bothfinancialandphysicalcapitalfacilitatestheproductionprocess.
Theamountofcapitalinabusinesswillthereforeinfluencewhat
goodsitcanproduceandinwhatqualitiesi.e.afirm withphysical
capitalthatisveryspecificmaynotbeabletoproduceothertypeof
productse.g.aclothingfactorymaynotbeabletoproduceanyother
goodssuchascement.

Otherfactorsmayinclude;
-Needoftheconsumers
-Needforbetterqualityormorefashionableproduct
-Needforaneasiertomarketproduct
-Unmetneeds
-Needforaproductforwhichfactorsofproductionandtechnologyare
easilyavailable

COSTOFPRODUCTION
Def:Cost:Thisisapaymentmadetothefactorsofproductionfor
theirservices.
Productioncoststhusreferstotheexpensesincurredinacquiring
factorsofproduction(inputs)Thesum totalofallpaymentstothe
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factorsofproductionengagedinitsproduction.
Typesofproductioncosts:

I. Opportunitycosts;Thesearevaluesofanyalternatives
forgone.Thecostforgonewhenthechoiceofonethingrequiresthe
nextbestalternativetobeabandoned
Example:Astudentwithonlysh.50mayhavetodecideonwhetherto
buyatextbookorapairofshoes.Ifshedecidestobuyatextbook,the
pairofshoeswillhavetobeforgonebecauseit’snotpossibletobuy
bothwithonlysh.500.
Theopportunitycostofbuyingatextbookinthiscaseisthecostof
thepairofshoeswhichwasabandoned.

II. Fixedandvariablecosts
Costsmaybeclassifiedaccordingtotheirbehaviorinrelationto
variouslevelsofoutputasfollows:

a)Fixedcosts
b)Variablecosts
c)Semi-variablecosts

a)Fixedcosts
Theseareexpenseswhichdonotchangewithchangesinlevelsof
output/quantityofoutput.Thesecoststhereforeremainthesame
whetherthefirm isproducinganythingornoti.e.whetherproductionis
maximum 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:
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b)Variablecosts
Thesearecoststhatvaryproportionatelywithchangesinlevelsof
output.Thismeansthatwhenoutputdecreasesthevariablecosts
decreaseinthesameproportionandwhenoutputincreases,theyalso
increaseinthesameproportion.IfnothingisproducedVC=0
Examples;

a)Paymentsonrawmaterials
b)Wagespaidtocasuallabour
c)Water,transportandelectricitybills

Output(units) variablecost(shs)
0 0
100 200
200 400
300 600
400 800
500 1000
Thiscanberepresentedgraphicallyas;

c)Semi-variablecosts
Thesearecoststhatvaryinrelationtochangesinoutputbutnot
proportionatelye.g.ifoutputdoubles,thesemi-variablecostsmight
increasebyhalf.
Thoseproductioncoststhatdonotfitineitherfixedorvariablecosts
aresemi-variablecosts.
Example

(i)Labour(permanentemployees);Nomatterwhatlevelofoutput,
theirsalaryisfixed.Howeverifoneisaskedtoworkextratimeandon
weekendstocopewithextraproductionlevels,thentheextracostis
variable.Thusbecauselabourisnottotallyfixednortotallyvariable,it
becomessemi-variable.

(ii) Costoftelephonecharges.Thisisbecausethereisoftena
fixedorstandingchargeplusanextraratewhichvariesaccordingto
thenumberofcallsmade.
-Thussemi-variable(semi-fixed)costshavebothfixedandvariable
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component.
Output(units) cost(sh)

0 4
1 10
2 18
3 24
4 27
5 32

(iii) Totalcosts
Totalcostisthesum ofallcostsincurredintheproductionatagiven
levelofoutputi.e.thesum offixedandvariablecosts
Totalcost=Fixedcosts+variablecosts.
-Asoutputincreasestotalcostswillalsoincrease.
Illustration
NOTE:Ithasbeenassumedthatsemi-variablecostsarepartoffixed
andvariablecosts.

(iv) Directandindirectcosts
Costscanbeclassifiedaccordingtothewaytheyaffecttheproduct.
Theycaneitherbedirectorindirectcosts.

a)Directcosts
Thesearecoststhatcanbephysicallytracedtothefinal
product/process.
Examples

i) Rawmaterialsi.e.allthematerialsthatcanbephysicallytraced
tothefinalproduct

ii) Directlabouri.e.wagesforthosefactoryemployeesdirectly
engagedinthemanufactureoftheproducte.g.wagesfor
machineoperators,packers,mixers,assemblerse.t.c

iii) Packingmaterialsused.
iv) Directexpensesi.e.expenseswhicharedirectlyallocatedtoa

particularunitofgoodsbeingmade.e.g maintenancecostsof
machinesandequipment,designsanddrawings,hirefor
specialtoolsorequipmentforaparticularproduction.

-Thesecostsarealsoknownasprimecosts.Theyareusually
variablecosts.

Indirectcosts(factoryoverheads)
Thesearecostswhichcannotbetracedordirectlyidentifiedinthe
finalproducti.e.theycannotbeattributedtoanyspecificoutput.
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Theyalsoincludethecoststhatappearinsuchsmallquantitiesthat
theireffectsarenegligible.
Examples:

i) Paymentforstationaryandotheritemssuchas
lubricatingoil,smalltools,telephoneuse,cleaningandtransportfor
employees.

ii) Wagesandsalariesformanagers,supervisers,store
keepers,clerksandwatchmen.

iii) Paymentforrent,landlease,insurance,advertising,
warehousingandauditfees.

iv)Paymentforthepowerusedintheproductionprocess
Indirectcostsarealsoknownasoverheads.Theyare

usuallyfixedcosts.
Averagecosts
-Averagecostsrefertocostsperunitoutput
-Itisdeterminedbydividingthetotalofaparticularcostbythetotal
outputateachlevelofoutput.(Theyarealsoknownasunitcosts)
TypesofAveragecosts

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

Averagefixedcost(AFC)isthetotalfixedcostateachlevelofoutput
dividedbythetotaloutputatthatlevel.
AFC=Totalfixedcosts
Totalunitsproduced

Output(units) Fixedcosts(sh) Averagefixedcosts

(AFC)

200 200

100 200 2

200 200 1

300 200 0.66

400 200
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500 200

b)Averagevariablecosts(AVC)
AVCreferstototalvariablecostsateachleveldividedbythetotalunits
ofoutputproducedatthatlevel.
Averagevariablecosts(AVC)=Totalvariablecosts

Totalunitsproduced
Output(units) Variablecosts(sh) AVC

100 200 2

200 400 2

300 600 2

400 800 2

500 1000 2

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

i)Dividingthesum offixedandvariablecosts(totalcosts)bythe
totalunitsproduced.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
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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

300 0.66 2 2.66

400 0.5 2 2.5

500 0.4 2 2.4

(V)MARGINALCOSTSMC
Themarginalcostisthechangeintotalcost(ATC)whichresultsfrom
aunitchangeinoutput
Marginalcostisthecostofproducingoneextraunitofoutput
E.g.whentotalcostsincreasefrom sh.300tosh.350whenan
additionalunitisproduced,thenMC=sh.50

LOCATIONOFTHEFIRM
Location;isthesiteorplacefrom whichthebusinessoperations/firm
wouldbeestablished.
Themanagementhastomakeappropriatedecisionsconcerningthe
locationofthefirm sinceagoodlocationwouldleadtosuccesswhile
abadlocationwouldleadtofailureofthebusinessenterprise.
Factorsdeterminingthelocationofthefirm

a.Rawmaterials



220

Theavailabilityofrawmaterialsisoneofthefactorsthatdetermine
thelocationoffirms.Firmsshouldbelocatednearthesourceofraw
materialswhen:
(i) Therawmaterialsareheavyandbulkysothatcostsof

transportingthem tofardistanceswouldbetoohigh.
(ii) Therawmaterialsareperishable

Advantagesoflocatingfirm nearsourceofrawmaterials:
-Transportcostofrawmaterialsisminimized
-productionprocesscanrununinterruptedbecauseofconstantsupply
ofrawmaterialsthuscontinuousproduction
-storagecostoftherawmaterialwillbeminimized
-Itiseasierforthefirm toselectthequalityofrawmaterialsrequired.
-Easiertogetfreshrawmaterials/undamagedrawmaterials

b.Labour(HumanResources)
Thisisdividedinto3categories;semi-skilledandunskilledlabour
-Labourintensivefirmsmustbelocatedinareaswherethereisboth
abundantlabourforceandappropriatelabourforce.
-Firmsrequiringlabourofanykindmaybelocatedintheurbancentres
becauseinsuchareaslabourisinplentifulsupply
-Agriculturalprocessingfirmsarefoundintheruralareas
-Locationofthefirmsnearthesourceoflabourreducesthecostof
transportinglabourforcetofactoriesandalsoreducestimewastingin
transportinglabourfrom far.

c.Market
Afirm maybelocatednearthemarketforitsproductstocutdownon
productioncosts.i.etoavoidthecostsinvolvedintransportationof
thefinishedproducts.
Reasonslocatingnearmarkets
-wherethefinishedproductismorebulkyormoredifficultthantheraw
materials,thentheindustrywouldbelocatednearthemarkete.g.
blocksandbricksusedinbuildingwillbemanufacturedneartheplace
wheretheyarerequiredthanthesourceofrawmaterialsbecausethe
finishedproductismoredelicatetotransportandissusceptibleto
damage.
-itreducesthecostoftransportingtheproductstothemarket.
-Tominimizethedamageofthefinalproduct
-wherethefinishedproductisperishableorfragile,theindustryshould
belocatednearthemarkettoavoidbreackagesorspoilage.Examples
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arecommoditieslikemilkorbreadwhichusuallygobadveryquickly
andthereforeneedtobeconsumedimmediatelytheyareproduced.

d.TransportandCommunication
Efficienttransportisthelifelineofmodernbusinesses.Firmswill
choosethoselocationsthathavewell-developedtransportfacilities
suchasroads,railwaylines,seaportsandairportsbecause;

i) Theyrequireconstantsuppliesofrawmaterials
ii) Theyneedtodistribute/sendoutfinishedproductstodifferent

destinations
iii) Theyneedtobeincontactwithotherbusinessassociateslike

suppliers,customersandcompetitors.
Poorlydevelopedtransportfacilitiesmayleadto:
-Hightransportationcostsespeciallywhererawmaterialsorthe
finishedproductsarebulky
-Delaysinreceivingtherawmaterialsanddistributingthefinished
products
-Wherecommunicationnetworkispoor,businesspeoplewillnotbe
abletogiveorgetinformationintime.

e.PowerandWaterSupply
Fuelandpowerarerequiredtorunmachinesandensuressmooth
operationsforthebusiness.
Waterisrequiredforcleaning,coolingandevenasarawmaterial.
Theyarethereforestrongfactorsindeterminingthelocationofafirm
i.e.firmsthatrequirealotofpowerandwaterneedtobelocated
wherethereisadequatesupplyofthesefactors.

f.Governmentpolicy
Thegovernmentmayformulatepoliciesthatmayhaveimplicationson
thelocationofthefirms,especiallywithregardtophysicalplanning.
Suchplanningmaybeaimedatcheckingrural-urbanmigration,
environmentaldegradationorforstrategicconcerns.
Thegovernmentmaythereforeencouragethedevelopmentoffirmsin
someareasbyofferingconcessionstoindustrialistssuchas:

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

Otherfactors:
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Proximitytosourceofcredit:Somefirmsthatneedcredittofinance
theiroperationsfrom timetotimemightrequirelocatingnearareliable
sourceforsuchfunds
Availabilityofsecurityservices:Thisisanimportantconsideration
whendecidingwhereafirm willbelocatedasthishasimplicationsin
almostallfactorsofproduction.Firmswilltendtoavoidlocationsthat
donothaveadequatesecurity.
Socialamenities:Somefirmstakeintoaccountvariousactivitiesand
institutionsthatwillbenefittheiremployees.Suchwillinclude
hospitals,schools,socialhallsorstudios.
Availabilityforampleroom forexpansion:Businesseswilltendto
preferlocationsthatcanprovideampleroom forexpansioninfuture.
Thiswilleliminatetheneedforrelocationwhenthefirm experiences
expansion
Climate:Thisisanimportantfactorforagro-basedbusinesses(such
asfloriculture,horticulture,dairyfarminge.t.c)whichhavetoseek
locationswithsuitableclimaticconditions
LOCALISATIONANDDELOCALIZATIONOFFIRMS
LOCALISATIONOFFIRMS
Localisationoffirmsmeanstheconcentrationofsimilarfirmsinone
particulararea/region.
Subsidiaryindustriesusuallydeveloparoundthemainindustries,either
tousetheby-productsofthemainindustriesortosupplythem with
componentparts.
Thefactorswhichencouragelocalizationoffirmsinclude:

i) Awelldevelopedinfrastructureinanareawhichattractsfirms
intothatarea

ii) Availabilityoflargepopulationwhichmayprovidebothlabour
andmarket

iii) Interdependenceamongvariousfirmsinareassuchastraining
ofpersonnel

iv) Governmentpolicyrequiringfirmstobelocatedinacertain
area

v) Availabilityofrawmaterialsinacertainarea
vi) Availabilityofancillaryservicessuchasbanking,insuranceand

warehousing
Advantagesoflocalization
Serviceindustries/Ancillaryservices:Itencouragestheestablishment
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ofsupportbusinessenterprisese.g.ifmanyfirmsarelocatedinone
region,institutionssuchasbanks,insurancecompaniesand
distributorsarelikelytosetupbusinessesintheareatoofferservices
required
Creationofpooloflabour:Whenindustriesareconcentratedinone
area,peopletendtomigratetothatregioninsearchofemployment
thusencouragingcreationofapooloflabourforce.Thisenablesfirms
tomeettheirlabourforcerequirements.
Creationofsubsidiaryindustries:Localisedfirmsarelikelytoattract
otherswhichusethefinishedproductsoftheestablishedfirmsasraw
materialsorsellingrawmaterialstotheexistingfirms.
Disposalofwaste:Localisedfirmsareabletoeasilydisposeofftheir
wastebyeithersellingthem tootherfirmsforrecyclingorbyjointly
undertakingwastedisposalprojects.
Creationofemployment:Itencouragescreationofemployment
opportunitiesintheregion(itcreatesinterestsinthetypeoflabour
requiredtherebyleadingtocreationofemploymentopportunities.
Developmentofinfrastructure:Concentrationoffirmsinonearea
encouragesdevelopmentofthenecessaryinfrastructuresuchas
watersystems,roads,communicationnetwork,healthandeducation
facilitiesintheregion
Economiesofscale:Firmscancombinetoemploybenefitsoflarge-
scaleproductionforthebenefitsofconsumers.
Reductionincosts:Firmsthatdependoneachotherforinputsor
disposalofoutputsareabletosaveontransportcostswhentheyare
locatedneareachother.
Disadvantagesoflocalization
Adverseenvironmentalproblems:Concentrationoffirmsinoneregion
mayhaveanegativeimpactonenvironmentinthatregione.g.
emissionsfrom factoriesmaycausebothairandwaterpollution;there
mayalsobenoisepollutionandpoordisposalofrefuse.
Unbalancedregionaldevelopment:Localisationoffirmsmayleadto
regionalimbalanceindevelopment.Forinstance,areasofindustrial
concentrationtendtoenjoyprovisionofsocialamenitiesintermsof
roads,schools,hospitalsandotherfacilitieswhileotherregionssuffer.
Thismaycausedissatisfactionamongthecitizensanddisturb
nationalcohesionandunity.
Rural-urbanmigration:Localisationofindustriescontributestorural-
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urbanmigration.Peoplemigratefrom ruraltourbanregionsinsearch
ofemploymentandbetterlivingconditions.Suchmovementsmay
cause;

i) Openunemploymentintownswhileinruralareastheymay
causelabourdeficiency

ii) Increasedpopulationintheareasofindustrialconcentration
sparkingaseriesofproblemssuchascongestion,increased
rateofcrime,poorlivingconditions,spreadofdiseasese.g.
HIVandhousingproblems.

Possiblemassiveunemployment:Afallindemandofproducts
producedbylocalizedfirmswouldresultintoawidespread
unemploymentintheaffectedarea.
Strategicreasons:Theconcentrationoffirmsinoneareaisriskyfora
countryespeciallyintimesofwarorterrorism activitiesassuchare
easytargetsforattack.Thismaydestroythecountry’sindustrial
base/capabilitywhichmaytakemanyyearstorebuild.
Dependence:Localisationoffirmsinoneareacreatesanover-
dependenceontheproductsofasingleindustry.Incaseofacalamity,
thesupplyoftheproductfrom thefirmsmaybedisrupted,resultingin
seriousshortages.
Delocalizationoffirms
Delocalizationreferstoestablishmentoffirmsindifferentpartsofthe
countryasopposedtolocalizationwherefirmsareconcentratedinone
area.
Delocalizationisusuallyadeliberategovernmentpolicyofencouraging
establishmentoffirmsinvariouspartsofthecountry,andisapplicable
underthefollowingcircumstances:
-wherethereisneedtocurbmigrationtocertaintowns
-Duetoneedtoreducetherateofurbanunemployment
-Inordertoachievebalancedeconomicdevelopment
-Asameasureofreducingpollutionandsocialevilsincertainurban
areas
Advantagesofdelocalization
Employmentcreationinmanypartsofthecountry:itprovides
employmentopportunitiestopeoplelivinginruralareasthereby
improvingthepeopleslivingstandardsandreducingrural-urban
migration.
Balancedeconomicdevelopment/balancedregionaldevelopment:
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economicdevelopmentisinitiatedformany,ifnotallpartsofthe
country.Thispromotesnationalcohesionandunity;andalsoreduces
rural-urbanmigration.
Marketforrawmaterials:delocalisationcreatesmarketforlocally
producedrawmaterialstherebycreatingemploymentandearning
producersincome.
Urbanization:Thisacceleratestherateofurbanizinginmanypartsof
thecountry,especiallytotheruralareas.
Servicedeliverytoruralareas/Developmentofsocialamenities:It
encouragesthegrowthofbothsocialamenitiessuchashospitals,
schoolsandsecurityfirmsandinfrastructure.
Reducestheeffectscausedbyoccurrenceofwar,terrorism attacksor
earthquakes.
Disadvantages

a)Difficultyofattractingrequisitepersonnel;Thisismainlyinthe
remoteorruralareaswherethedelocalisationmaybedone.These
areasdonotusuallyhavethecomfortofsocialamenitiesoftheurban
areas,hencearelessappealingtohighlyqualifiedpersonnel.

b)Difficultyofaccessingcertainassentialservices;Theseare
servicesthatmaynotbeintheruralareaswheredelocalisationisdone
e.g.banks,insuranceco’se.t.c

c)Spreadofpollution,congestionandsocialevils;Thesevices
spreadtovariouspartsofthecountry.

d)Taxburden;Theincentiveswhichareprovidedbythegovernment
topromotesmoothrelocationareexpensiveandareanextraburden
tothetaxpayer.

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

competitionbythegovernmentmaymakethefirm tocontinue
producingsubstandardproducts.
ECONOMIESOFSCALE
Economiesofscalearethebenefitsthefirm orindustryderivesfrom
expandingitsscaleofproduction/theadvantagesofoperatingonlarge
scale.
Therearetwotypesofeconomiesofscale;

i) Internaleconomiesofscale
ii) Externaleconomiesofscale
i) Internaleconomiesofscale
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Theseareadvantagesthataccruetoasinglefirm asitsproduction
increases,independentofwhathappensintheotherfirmsinthe
industry.
Internaleconomiesofscaleresultfrom anincreaseinthelevelof
outputandcannotberealizedunlessoutputincreases.
Theinternaleconomiesofscalemaybeachievedbyasingleplantof
thefirm ortheymayarisefrom anincreaseinthenumberofplants.
Theinternaleconomiesofscaleinclude:

i) Marketingeconomies(Buyingandsellingeconomies)
Thesearethebenefitswhichafirm derivesfrom largepurchasesof
inputsorfactorsofproductionduetothediscountsofferedinthe
processe.g.tradeandquantitydiscounts
Thefirmsmayalsoincurlesscostperunitintransportationofthe
goodsbought
Sellingeconomiesofscalearisefrom thedistributionandsaleofthe
finishedproductasthescaleofproductionincreases,i.e.itislikelyto
incurlesscostperunitinareassuchasadvertising,distributione.t.c

ii)Financialeconomies;Asafirm grows,itsassetsalsoincrease.
Theseassetscanbeusedassecuritytoborrowmoney/loanfrom
financialinstitutionsatlowinterestrates.
Largefirmscanalsoraisemorefundsthroughsellingandbuyingof
sharesanddebentures.

iii)Riskbearingeconomies;Largefirmscanreducerisksinvolvedin
themarketfailurethroughdiversificationofproductsormarkets.
Diversificationofmarketsorproductscanbedonesothat:

a)Failureofoneproductisoffsetbythesuccessofotherproducts
b)Afailureofaproductinonepartofthemarketmaybeoffsetby

thesuccessofthesameproductinanotherpartofthemarket
-Largescalefirmsarealsoabletoobtainsuppliesfrom alternative
sourcessothatfailureinonedoesnotsignificantlyaffecttheactivities
ofthefirm.
iv)Managerialeconomies/staffeconomies
Largefirmsareabletohire/employspecializedstaffandmanagement.
Thisincreasesthefirmsefficiencyandproductivityi.e.

a)Thestaffisabletomakeviabledecisionsthatcangoalongway
inincreasingthefirmsoutput.

b)Thefirm/managementisalsoabletoputinplacebetter
organizationalstructureswhichallowfordepartmentalizationand
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subsequentdivisionoflabour.Divisionoflabourleadsto
specializationandhencetheoverallincreaseinthefirmsoutput.

-thecostsofhiring/employingthespecializedstaff/managementare
spreadoveralargenumberofunitsofoutputofvariablecostof
production.Thus,thecostoflabourisminimizedwhenproduction
increasesleadingtoincreasedprofits.
v) Technicaleconomies:
Thesearebenefitsthataccruetoafirm from theuseofspecialized
labourandmachinery.Largefirmshaveaccesstolargecapitalwhich
theyutilizetoobtainthosemachinesandhirethespecialized
labour.Themachinesusethelatesttechnologyandareputtofulluse,
makingthefirm productionmoreefficienti.e.costofthemachines
andlabourarespreadovermanyunitsofoutputhencelesscostlybut
givinghigherprofits.
vi)Researcheconomies:
Largefirmscanaffordtocarryoutresearchintobettermethodsof
productionandmarketing.(Researchisnecessarybecauseofthe
increasedcompetitioninthebusinessworldtoday)Thisimprovesthe
qualityoftheproductsandincreasesthesalesandprofitsmadebythe
firm.

vii) Staffwelfareeconomies:
Largefirmscaneasilyprovidesocialamenitiestotheiremployees
includingrecreations,housing,education,canteensandwiderangeof
allowances.Theseamenitiesworkasincentivestoboostthemoraleof
theemployeestoworkharderandincreasethequalityandquantityof
output.Thisleadstohighersalesandprofits.

viii)Inventoryeconomies
Alargesizedfirm canestablishwarehousestostockrawmaterials
andthereforeenjoylargestocksofrawmaterialsforusewhentheraw
materialsareinshortsupply.Thus,thefirm canavoidproduction
stoppagesthatcanbeoccasionedbyshortagesoftherawmaterials.
Thesuppliersofsuchmaterialmaybesoldatahigherpricetorealize
profit.

Externaleconomiesofscale:
Externaleconomiesofscalearethosebenefitswhichaccruetoafirm
asaresultofgrowthofthewholeindustry.Theyarerealizedbyafirm
duetoitslocationnearotherfirms.Theyinclude;

a)Easieraccesstolabour:Wheremanyfirmsarelocatedinone
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areaapooloflabourofvariousskillsisusuallyavailable.
Thereforefirmsrelocatingtotheareafinditeasytoobtain.

b)Improved/efficientinfrastructure:Usuallywheremanyfirmsare
located,infrastructurewouldbehighlydevelopede.g.roads,
power,waterandcommunicationfacilities.Firmsrelocatingin
thatareathusenjoytheservicesofinfrastructurealreadyinplace.

c)Firmsmaybeabletodisposeofftheirwasteproducteasily
d)Readymarketmaybeavailablefrom thesurroundingfirms
e)Readilyavailableservicessuchasbanking,insuranceandmedical

care
f)Adequatesupplyofpowerduetolargevolumeofconsumption

e.t.c
Diseconomiesofscale
Afirm cannotcontinuetoexpandindefinitelyorwithoutalimit.Asa
firm growsorindustryexpands,thebenefitsthefirm canreaporget
from suchgrowthorexpansionhavealimit.
Anyfurtherexpansioninthescaleofproductionbeyondthelimitwill
actuallycreatenegativewhichwouldincreasethecostofproduction.
Thenegativeeffectstoafirm duetoitssizeorscaleofproductionare
referredtoasdiseconomiesofscale.
Diseconomiesofscalearethereforetheproblemsafirm experiences
duetoexpansion.
Sourcesofdiseconomiesofscale
Diseconomiesofscalemayarisefrom:

a)Managerialfunctionswhichbecomeincreasinglydifficultto
perform asthefirm expands.Communicationandconsultations
takemoretimethanbefore.

b)Changingconsumertasteswhichmaynotbefulfilledimmediately
becausedecision-makingmaytaketoolong.

c)Increaseinthecostsoftransportingrawmaterials,components
andfinishedproducts.

d)Labourunrestordisputesandlackofcommitmentfrom the
employeesbecausetheyarenotinvolvedindecisionmaking

e)Stoppageofproductionprocesswhendisputesarisesinceall
productionstagesareinterdependentandlabourspecialized.

f)Lackofadequatefinancesforfurtherexpansionofthefirm.
Therearetwoformsofdiseconomiesofscalefizinternal
diseconomiesandexternaldiseconomiesofscale.
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Internaldiseconomiesofscale
Thesearetheproblemsafirm experiencesasaresultoflargescale
productionduetoitspersistentgrowth.Theyinclude;

i) Managerialdiseconomiesofscale
Thesearethelosseswhichmayariseduetothefailureof
managementtosuperviseandcontroltheoperationsproperly.This
maybebecausethefirm islargeresultinginto;

a)Difficultiesincontrollingandcoordinatingthedepartments
leadingtolaxityamongemployees.

b)Difficultindecisionmakingandcommunicationandco-ordination
betweenmanagementandworkers.Delaysindecisionmaking
meanslostopportunities.

c)Impersonalrelationshipbetweenmanagementandworkers,and
staffproblemsnoteasilyestablishedwhichcouldleadtolow
morale,disputes,unrests/skills.

d)Anincreaseinmanagementtasksleadingtoincreaseinnumber
andimpactofrisksi.e.anyerrorinjudgementonthepartof
managementmayleadtobiglosses.

ii) Marketingdiseconomiesofscale
Thesearelosseswhichmayariseduetochangesinconsumertastes.
Thesemaybeasaresultof;

a)Achangeintastesleadingtofallindemandforthefirms
products.Alargefirm mayfinditdifficulttoimmediatelyadjustto
thechangesinthetastesofconsumers,henceitwillexperience
fallinitsscale.

b)Anincreaseinthescaleofproduction,whichleadstohigher
demandforfactorofproductionsuchaslabour,rawmaterials
andcapital.Thiswillresultintohigherpricesforthem.Thiswill
pushupthepricesofthegoodsandservicesproduced,whichwill
causeafallinsales.

iii) Highoverheadcosts
Whentheoutputofafirm increasesbeyondacertainlimit,some
factorsmaysetintoincreasetheaveragecosts.e.gtheoverhead
costsincurredinproductionandmarketingactivitiesmayincrease.
Thisisbecausefirmsmayintensifytheirpromotionalcampaign,
incurheavytransportexpensesandbeforcedtooffergenerous
discountsinanefforttoattractmoreclients.Allthesearefactors
thatmayincreaseoverheadswithoutanycorrespondingincreasein
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realbenefitstothefirm.
iv) Financialdiseconomiesofscale
Thesearelosseswhichmayariseduetoafirm’sinabilitytoacquire
adequatefinancesforitsexpansion.Thiswillpreventthefirm from
expandingfurthertherebylimitingitscapacitytoincreasethe
volumeofitsoutput.

Externaldiseconomiesofscale
Thesearedemeritsthataffirm experiencesasaresultofgrowthofthe
entireindustry.Theseinclude;
-scrambleforrawmaterials
-unavailabilityoflandforexpansion
-scrambleforavailablelabour
-competitionforavailablemarket
-easytargetsespeciallyintimesofwar
Existenceofsmallfirmsinaneconomy
Asthefirm growsinsize,itsscaleofproductionincreases.However,
manyfirmsremainsmalleventhoughtheyfacestiffcompetitionfrom
largerfirms.Someofthereasonsforexistenceofsmallscalefirms
include;

a)Sizeofthemarket
Large-scaleproductioncanonlybesustainedbyahighdemandfora
product.Ifthedemandforaproductislow,itmaynotbeadvisablefor
afirm toproduceonalargescale,henceitwillremainsmall.

b)Natureoftheproduct;
Thenatureoftheproductsometimesmakesitimpossibletoproduce
inlargequantitiese.g.personalservicese.g.hairdressing,paintingor
nursingcanonlybeprovidedbyanindividualorasmallfirm.

c)Simplicityoforganization
Smallfirmshavetheconsiderableadvantageofsimplicityin
organization.Theyavoidbureaucracy,wastageandmanagerial
complexityassociatedwithlargescaleorganizations.
Whereafirm intendstotakeadvantageofsimplicity,theproprietor
maymaintainitssmallfirm.

d)Flexibilityofsmallfirms
Smallfirmsareflexiblei.e.onecaneasilyswitchfrom onebusinessto
anotherwhereanownerofabusinesswishestomaintainflexibilityso
astotakeadvantageofanynewopportunity,he/shemayhaveto
maintainasmallfirm.
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e)Quickdecisionmaking
Inasituationwhereproprietorswanttoavoiddelayindecision-making,
theymayopttomaintainasmallbusinessasthiswouldinvolveless
consultation.

f)Beliefthatasmallfirm ismoremanageable
Manysmallbusinesseshavethepotentialofexpansion,yettheir
ownersprefertohavethem remainsmallbelievingthatbigbusinesses
aredifficulttorun.

g)Risingcostsofproduction
Insituationswhereproductioncostsrisetoofast,suchthat
diseconomiesofscalesetisveryearly,thefirm hastoremainsmall.

h)Needtoretaincontrol
Inordertoretaincontrolandindependence,theownersofthefirm may
wishtokeepitsmall.

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

j)Smallcapitalrequirements
Asopposedtolargescalefirms,smallfirmsrequirelittleamountsof
capitaltostartandoperate.
Implicationofproductionactivitiesonenvironmentalandcommunity
health
Asproductionactivitiestakeplaceinagivenarea,theenvironmentand
thehealthofthecommunityaroundmaybeadverselyaffectedby
theseactivities.Someoftheseeffectsinclude:

a)Airpollution
Thisiscausedbywastewhichisdischargedintotheatmosphere
leadingtocontaminationoftheair.Suchwastemaybeinfunsof
industrialemissionsandtoxicchemicalsfrom thefirms.These
pollutantscauseair-bornediseases.Acidrainduetosuchemission
mayalsoaffectplants.
PRODUCTMARKET
Theterm ‘market’isusuallyusedtomeantheplacewherebuyersand
sellersmeettotransactbusiness.InBusinessstudies,however,the
term ‘market’isusedtorefertotheinteractionofbuyersandsellers
wherethereisanexchangeofgoodsandservicesforaconsideration.
NOTE:Thecontactbetweensellersandbuyersmaybephysicalor
otherwisehenceamarketisnotnecessarilyaplace,butanysituation
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inwhichbuyingandsellingtakesplace.Amarketexistswhenever
opportunitiesforexchangeofgoodsandservicesareavailable,made
knownandusedregularly.
Definition:
i) Productmarket;Isaparticularmarketinwhichspecificgoods

andservicesaresoldandwithparticularfeaturesthatdistinguish
itfrom theothermarkets.

-Thefeaturesaremainlyintermsofthenumberofsellersandbuyers
andwhetherthegoodssoldarehomogeneousorheterogeneous
-Productmarketisalsoreferredtoasmarketstructure.
-Marketsmaybeclassifiedaccordingtothenumberoffirmsinthe
industryorthetypeofproductssoldinthem.
TYPESOFPRODUCTMARKET
Thenumberoffirmsoperatinginaparticularmarketwilldeterminethe
degreeofcompetitionthatwillexistinagivenindustry.Insome
marketstherearemanysellersmeaningthatthedegreeofcompetition
isveryhigh,whereasinothermarketsthereisnocompetitionbecause
onlyonefirm exists.
Whenmarketsareclassifiedaccordingtothedegreeofcompetition,
therearefourmaintypes,theseare;
i)Perfectcompetition
ii)Puremonopoly(monopoly)
iii)Monopolisticcompetition
iv)Oligopoly
i) Perfectcompetition
Theword‘perfect’connotesanidealsituation.
Thiskindofsituationishoweververyrareinreallife;aperfect
competitionisthereforeahypotheticalsituation.
Thisisamarketstructureinwhichtherearemanysmallbuyersand
manysellerswhoproduceahomogeneousproduct.Theactionofany
firm inthismarkethasnoeffectonthepriceandoutputlevelsinthe
marketsinceitsproductionisnegligible.
FeaturesofPerfectCompetition
a) Largenumberofbuyersandsellers:Thebuyersandsellersareso
manythatseparateactionsofeachoneofthem havenoeffectonthe
market.Thisimpliesthatnosinglebuyerorsellercaninfluencethe
priceofthecommodity.Thisisbecauseasinglefirms(sellers)supply
oftheproductissosmallinrelationtothetotalsupplyintheindustry.



233

Similarly,thedemandofonebuyerissosmallcomparedtothetotal
demandofonebuyerissosmallcomparedtothetotaldemandinthe
marketthathe/shecannotinfluencetheprice.
Firms(suppliers)insuchamarketstructurearethereforepricetakers
i.e.theyaccepttheprevailingmarketpricefortheirproducts.
b)Identicalorhomogeneousproducts:Commoditiesfrom different

producersareidenticalinallaspectse.g.size;brandandquality
suchthatonecannotdistinguishthem.Buyerscannottherefore
showpreferencefortheproductsofonefirm overthoseoftheother.

c)Perfectknowledgeofthemarket:Eachbuyerandsellerhasperfect
knowledgeaboutthemarketandthereforenoonewouldaffect
businessatanypriceotherthantheequilibrium price(market
price).Ifonefirm raisesthepriceofitscommodityabovethe
prevailingmarketprice,thefirm willmakenosalesinceconsumers
areawareofotherfirmsthatareofferingalowerpricei.e.market
price.Allfirms(sellers)arealsoassumedtoknowtheprofitsbeing
madebyotherfirmsintheindustry(insellingtheproduct)

d)Freedom ofentryorexitintheindustry;Thebuyersandsellershave
thefreedom toenterandleavethemarketatwilli.e.firmsarefree
tojointhemarketandstartproductionsolongastheprevailing
marketpriceforthecommodityguaranteesprofit.Howeverif
conditionschangethefirmsarefreetoleaveinordertoavoid
makingloss.
Inthismarketstructure,itisassumedthatnobarrierexistsin
enteringorleavingtheindustry.

e)Uniformityofbuyersandsellers;Allbuyersareidenticalintheeyes
oftheseller.Therearetherefore,noadvantagesordisadvantagesof
sellingtoparticularbuyers.Similarly,allthesellersareidenticaland
hencetherewouldbenospecialbenefitderivedfrom buyingfrom a
certainsupplier.

f)Nogovernmentinterference;Thegovernmentplaysnopartinthe
operationsoftheindustry.Thepriceprevailinginthemarketis
determinedstrictlybytheinterplayofdemandandsupply.There
shouldbenogovernmentinterventioninform oftaxesand
subsidies,quotas,pricecontrolsandotherregulations.

g)Noexcesssupplyordemand;Thesellersareabletosellallwhat
theysupplyintothemarket.Thismeansthatthereisnoexcess
supply.Similarly,thebuyersareabletobuyallwhattheyrequirewith
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theresultthatthereisnodifficultinsupply.
h)Perfectmobilityoffactorsofproduction;Theassumptionhereis

thatproducersareabletoswitchfactorsofproductionfrom
producingonecommoditytoanotherdependingonwhich
commodityismoreprofitabletosell.Factorsofproductionarealso
freelymovablefrom onegeographicalareatoanother.

i)Notransportcosts;Theassumptionhereisthatallsellersare
locatedinonearea,thereforenoneofthem incursextratransport
costsorcarriageofgoods.Thesellerscannothencechargehigher
pricestocoverthecostoftransport.Buyers,ontheotherhand,
wouldnotprefersomesellerstoothersinanattempttocutdown
ontransportcosts.

NOTE:Themarket(perfectcompetition)hasnormaldemandand
supplycurves.Theindividualbuyersdemandcurveishowever;
perfectlyelasticsinceonecanbuyallwhathe/shewantsatthe
equilibrium price.Similarly,theindividualsellerssupplycurveisalso
perfectlyelasticbecauseonecansellallwhathe/sheproducesatthe
equilibrium price.
Perfectcompetitionmarketholdonthefollowingassumptions;
i)Therearenotransportcostsintheindustry
ii)Buyersandsellershaveperfectknowledgeofthemarket
iii)Factorsofproductionareperfectlymobile
iv)Thereisnogovernmentinterference
Examplesofperfectcompetitionsareverydifficulttogetinthereallife
butsometransactionse.g.onthestockexchangemarket,arevery
closetothis.
Criticism oftheconceptofperfectcompetition
Inreality,thereisnomarketinwhichperfectcompetitionexists.Thisis
duetothefollowingfactors:
i)Veryfewfirmsproducehomogenousproducts.Eveniftheproducts

werefairlyidentical,consumersareunlikelytoviewthem assuch.
ii)Inrealsituations,consumersprefervarietyforfullersatisfactionof

theirwants;hencehomogenousproductsmaynotbeverypopularin
thesecircumstances.

iii)Thereisacommontendencytowardslarge-scaleoperation.This
tendencyworksagainsttheassumptionofhavingmanysmallfirms
inanindustry.

iv)Firmsarenotfoundinoneplacetocutdownontransportcostsas
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thismarketstructurerequires.
v)Governmentsusuallyinterfereinbusinessactivitiesinavarietyof

waysintheinterestoftheircitizens.Theassumptionofnon-
interferencebythestateisthereforeunrealisticinrealworld
situations.

vi)Informationdoesnotfreelyflowinrealmarketssoastomakeboth
sellersandbuyersfullyknowledgeableofhappeningsinallpartsof
agivenmarket.

MONOPOLY
Amonopolyisamarketstructureinwhichonlyonefirm producesa
commoditywhichhasnoclosesubstitutes.
Someofthefeaturesinthismarketstructureare:
a)Onesellerorproducer;supplyingtheentiremarketwithaproduct

thathasnoclosesubstituteconsumersthereforehavenooptionbut
tousethecommodityfrom themonopolisttosatisfytheirneed.

b)Manyunorganizedbuyers;inthemarketthebuyerscompeteforthe
commoditysuppliedbythemonopolyfirm.

c)Themonopolyfirm istheindustry;becauseitsuppliestheentire
market,thefirmssupplycurveisalsothemarketsupplycurve,and
thedemandcurveofthefirm isalsothemarketdemandcurve.

d)Entryintothemarketisclosed;suchbarriersareeitherputbythe
firm ortheyresultfrom advantagesenjoyedbythemonopolyfirm
e.g.protectionbythegovernment.

e)Hugepromotionalandsellingcosts;areincurredinordertoexpand
themarketbaseandtomaintaintheexistingmarket.Thisalsohelps
tokeepawaypotentialcompetitors.

f)Themonopolyfirm isapricemakerorapricegiver;thefirm
determinesthepriceatwhichitwillsellitsoutputinthemarket.It
canthereforeincreaseorreducethepriceofitscommodity,
dependingontheprofititdesirestomake.

g)PriceDiscriminationismaybepossible;Thisisasituationwherethe
firm chargesdifferentpricesforsamecommodityindifferent
markets.

Pricediscriminationmaybefacilitatedbyconditionssuchas;
Consumersbeingindifferentmarketssuchthatitisdifficultfor

onetobuytheproductinthemarketwhereitischeaper.
Theproductionofthecommodityisinthehandsofamonopolist.
Marketseparation.
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Marketseparationmaybebasedonthefollowingfactors;
Geographical;Goodsmaybesoldatdifferentpricesindifferent

markets.
Income;Sellermaychargedifferentpricesforhis/herproductsto

differentcategoriesofconsumersdependingontheirincome.
Time;afirm maysellthesamecommodityatahigherprice

duringthepeakperiodandlowerthepriceduringtheoffpeak
period.

Sourcesofmonopolypower
i)Controlofanimportantinputinproduction;Afirm maycontrola

strategicinputortheentirerawmaterialsusedintheproductionof
acommodity.Suchafirm willeasilyacquiremonopolybynotselling
therawmaterialstopotentialcompetitors.

ii)Ownershipofproductionrights;wheretherighttoproductionor
ownershipofcommodityi.e.patentrights,copyrightsandroyalties
belongtoonepersonorfirm,then,thatcreatesamonopoly.
Similarly,ifthegovernmentgiveslicencetoproduceacommodityto
onefirm,thenthiswillconstituteamonopoly.

iii)Internaleconomiesofscale;Theexistenceofinternaleconomiesof
scalethatenableafirm toreduceitsproductioncoststothelevel
thatotherfirmscannotwillforcetheseotherfirmsoutofbusiness
leavingthefirm asamonopoly.

iv)Sizeofthemarket;wherethemarketisrathersmallandcanonlybe
suppliedprofitablybyonefirm.

v)Additionalcostsbyotherfirms;Afirm mayenjoymonopolyposition
inaparticularareaifotherfirmshavetoincuradditionalcostssuch
astransportinordertosellinthearea.Theseadditionalcostsmay
increasethepricesofthecommoditytothelevelthatitbecomes
lessattractivehencegivingthelocalfirm monopolystatus.

vi)Whereagroupoffirmscombinetoactasone;Somefirmsmay
voluntarilycombine/amalgamateorworktogetherforthepurpose
ofcontrollingthemarketoftheirproduct.Examplesarecartels

vii) Restrictivepractices;Afirm mayengageinrestrictive
practicesinordertoforceotherfirmsofbusinessandthereforebe
leftasamonopoly.Suchpracticesmayincludelimitpricingi.e.
whereafirm sellsitsproductsataverylowpricetodriveaway
competitors.

viii) Financialfactors;wheretheinitialcapitaloutlayrequiredis
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verylarge,therebypreventingotherfirmsfrom enteringthemarket.
ix)Wherethegovernmentestablishesafirm andgivesitmonopoly

powertoproduceandsell‘cheaply’(GovernmentPolicy)
Advantagesofmonopoly

i. Amonopolyisabletoprovidebetterworkingconditionsto
employeesbecauseofthehighprofitsrealised

ii. Insomemonopolies,highstandardsofservices/goodsareoffered
iii. Monopoliesalwaysenjoyeconomiesofscale.Thismayhelpthe

consumerinthatthegoodssuppliedbyamonopolywillbearlower
prices.

iv. Amonopolistmayusetheextraprofitearnedtocarryoutresearch
andthusproducehigherqualitygoodsandservices.

v. Theconsumerisprotectedinthatessentialservicessuchaswater
andpowersupplyisnotlefttoprivatebusinesseswhowouldexploit
theconsumers.

Disadvantagesofmonopoly
i. Amonopolistcancontroloutputsoastochargehighprices

ii. Consumerslackfreedom ofchoiceinthattheproductproducedby
amonopolyhasnosubstitute

iii. Lowqualityproductsmaybeavailedtoconsumersduetolackof
competition.

MONOPOLISTICCOMPETITION
Monopolisticcompetitionisamarketstructurethatfallswithinthe
rangeofimperfectcompetitioni.e.fallsbetweenperfectcompetition
andpuremonopoly.Itisthereforeamarketstructurethatcombines
theaspectsofperfectcompetitionandthoseofamonopoly.
Sinceitisnotpossibletohaveamarketthatisperfectlycompetitiveor
amarketthatispuremonopolyinrealworld,allmarketstructuresin
realworldliebetweenthetwoandarethusknownasimperfectmarket
structures.
Inamonopolisticmarket,therearemanysellersofasimilarproduct
whichismadetolookdifferent.Thisisknownasproduct
differentiation.Thesesimilarproductsaremadedifferentthrough
packaging,design,colour,brandinge.t.c
Thefollowingaretheassumptionsofamonopolisticcompetition.

i. Alargenumberofsellers;Whooperateindependently.
ii. Differentiatedproducts;Eachfirm manufacturesaproductwhichis

differentiatedfrom thatofitscompetitors,yettheyarerelatively
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goodsubstitutesofeachother.Thedifferencesmayberealinthat
differentmaterialsareusedtomaketheproductormaybe
imaginaryi.e.createdthroughadvertising,branding,colour,packaging
e.t.c

iii. Nobarrierstoentryorexitfrom industry;Thereisfreedom ofentry
intotheindustryfornewfirmsandforexistingfirmstoleavethe
industry.

iv. Firmssettheirownprices;Thepricesaresetdependingonthe
costsincurredinproductionandthedemandinthemarket.

v. Nofirm hascontroloverthefactorsofproduction;Eachfirm
acquiresthefactorsattheprevailingmarketprices.

vi. Presenceofnon-pricecompetitions;Sinceproductsareclose
substitutesofeachother,heavyadvertisingandothermethodsof
productpromotionaremajorcharacteristicsoffirmsin
monopolisticcompetition.

vii. Buyersandsellershaveperfectknowledgeofthemarket.
OLIGOPOLY
Thisisamarketstructurewheretherearefewfirms.Thefirmsare
relativelylargeandcommandasubstantialpartofthemarket.Itisa
marketstructurebetweenthemonopolisticcompetitionandmonopoly.
TypesofOligopoly
Oligopolymaybeclassifiedaccordingtothenumberoffirmsorthe
typeofproductstheysell.Theyinclude:

a)Duopoly;Thisreferstoanoligopolymarketstructurewhich
comprisesoftwofirms.MastermindTobaccoandBritish
AmericanTobacco(BAT)areexamplesofduopolyinKenya.

b)Perfect/Pureoligopolyreferstoanoligopolisticmarketthatdeals
inproductswhichareidentical.Examplesofpureoligopolyare
companiesdealingwithpetroleum productssuchasoilLibya,
Caltex,Total,Shell,NationalOil,KenolandKobil.Thesefirm sell
productswhichareidenticalsuchaskerosene,petrolanddiesel.

c)Imperfect/DifferentiatedOligopoly;thisisanoligopolisticmarket
structurewherefirm haveproductswhicharethesamebutare
madetoappeardifferentthroughmethodssuchaspackaging,
advertisingandbranding.

Featuresofoligopoly
i)Hasfewlargesellersandmanybuyers.
ii)Thefirmsareinterdependentamongthemselvesespeciallyin
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theiroutputandpricing.
iii)Non-pricecompetition,firmsareinapositiontoinfluencethe

prices.However,theytrytoavoidpricecompetitionforthefearof
pricewar.

iv)Thereisbarrierstoentryoffirmsduetoreasonssuchas;
requirementoflargecapital,Ownershipofproductionrights,
controlovercrucialrawmaterials,Restrictivepracticesetc

v)Highcostofsellingthroughmethodsofadvertisementdueto
severecompetition.

vi)Productsproducedareeitherhomogeneousordifferentiated.
vii) Uncertaindemandcurveduetotheinter-dependenceamong

thefirms.Hencetheshiftingofthedemandcurveisnotdefinite.
viii) Thereispricerigidityi.e.onceapricehasbeenarrivedatin

anoligopolisticmarket,ittendstoremainstable.
Thisfeatureexplainswhyafirm inoligopolisticmarketfacestwosets
ofdemandcurvesresultingtoaKinkedDemandCurve.Onecurve,for
pricesabovethedeterminedone,whichisfairlygentleandtheother
curveforpricesbelowthedeterminedonewhichisfairlysteep.

CHAIN/CHANNELSOFDISTRIBUTION
Introduction

Channelsofdistributionarethepathsthatgoodsandorservices
followfrom theproducerstothefinalusers.

Thepersonsinvolvedinthedistributionofgoodsfrom the
producertoconsumerarecalledmiddlemenorintermediaries.

Therearedifferentchannelsthatdifferentproductsfollow.Some
ofthechannelsincludethefollowing:

(i) Producertoagenttowholesalertoretailertoconsumer.
(ii) Producertoco–operativesocietytomarketingboardto

wholesalertoretailertoconsumer.
(iii) Producertomarketingboardtowholesalertoretailerto

consumer.
(iv) Producertowholesalertoretailertoconsumer.
(v) Producertowholesalertoconsumer
(vi) Producertoretailertoconsumer
(vii)Producertoconsumer

Costsincurredbymiddlemenwhiledistributinggoods
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a)Buyingcosts.Theyincurthiscostbypayingforthem from the
producersorothermiddlemen.

b)Transportcost.Somemiddlemendotransportgoodsfrom the
producertoothermiddlemenortothefinalusers.

c)Storagecosts.Middlemendokeepthegoodsuntiltheirdemand
arises.Thiswillthereforerequirethem tohireorconstructtheirown
warehouses.

d)Advertisingormarketingcosts.Somemiddlemendocarryout
marketingofgoodsonbehalfoftheproducersandothermiddlemen.
Intheprocess,theypayforsuchservices.

e)Insurancecosts.Middlemendoinsurethegoodstheyaretrading
intoensurecompensationintheeventofloss.

f)Operationcosts.Middlemenjustlikeotherbusinessesdoincur
operatingcostssuchassalariestoemployees,electricity,
maintenanceamongothers.

g)Preparationcosts.Somemiddlementopreparegoodsbefore
theyaresoldtotheconsumers.Suchactivitiesincludepacking,
assemblingandblending.Theyhavetomeetsuchcostsonbehalfthe
producer,othermiddlemenandconsumers.
CHANNELSOFDISTRIBUTINGVARIOUSPRODUCTS(refertoInventor
bookthreepages50to53)
ROLESOFMIDDLEMEN
Thefollowingaresometherolesperformedbymiddlemeninthechain
ofdistribution

(i)Bulkaccumulation(assembling).Theysimilargoodsfrom
differentproducersinsmallquantitiesandthenofferingthelarge
amountgatheredtobuyerswhomaywanttobuyinlargevolumes.

(ii) Reducingtransactions.Theinteractionsbetweenthe
producersandtheconsumerswillbereducedsincethemiddlemenare
theoneswhowillbecommunicatingtotheconsumers.

(iii) Bulkbreaking.Theybuyinlargequantitiesandthensellin
smallquantitiesasdesiredbytheconsumers.

(iv) Risktaking.Theyassumealltherisksrelatedwiththe
movementofgoodsfrom theproducerstotheconsumers.Suchrisks
includetheft,damages,lossduetobaddebts.

(v) Financeprovision.Middlemenprovidefinancetothe
producersbybuyinggoodsinlargequantitiesandpayingforthem in
time.
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(vi) Provisionofinformation.Middlemengathermarket
informationfrom theconsumersthenpasstotheproducerswhoin
turnproducegoodsinlinewiththetastesofconsumers.

(vii) Marketing/productpromotion.Middlemenareinvolvedin
marketingofgoodshencestimulatingtheinterestofconsumers.

(viii) Provisionoftransport.Middlemendotransportgoodsfrom
theproducersuptothewheretheconsumerscanaccessthem.Both
theproducersandconsumersarehencerelievedoftransportcosts.

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

FACTORSTOCONSIDERBEFORESELECTINGADISTRIBUTION
CHANNEL
Factorsthatinfluencethechoiceofadistributionchannelincludethe
following:

(i) Productnature.Perishableproductsshouldbesolddirectly
totheconsumersbecausedelaysmayresulttolossessincetheygo
badfast.Inaddition,bulkyproductsneeddirectsellinginorderto
reducetransportationandstockhandlingcosts.

(ii) Natureofthemarket.Wherethemarketisconcentratedin
onearea,directsellingisappropriate.Alongerchannelofdistribution
ispreferredwherethemarketiswidelyspread.

(iii) Roleofintermediary.Thechannelchosenshouldbeableto
perform theservicesrelatedtotheproductbeingsolde.g.fortechnical
goods,themiddlemanshouldbeabletooffertechnicalsupporttothe
customers.

(iv) Resourcesandsizeofthefirm/producer.Iftheproduceris
small,thendirectsellingwouldbeappropriate.Largefirmswith
sufficientfinancialresourcescanoptforlongchannelsofdistribution.

(v) Channelsusedbycompetitors.Ifafirm wantsitsproducts
tocompetewiththoseofthecompetitors,thenisitprudenttouse
similarchannels.Afirm thatwantstoavoidcompetitionshouldusea
differentchannelofdistribution.

(vi) Governmentpolicy.Thechannelchosenshouldbeableto
meetgovernmentregulationssuchasallmiddlemendistributing
pharmaceuticalproductsmustberecognizedbytherelevant
governmentbodies(PharmacyandPoisonsBoard).

(vii)Marketingrisks.Intheeventthefirm wantstoavoidrisks
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relatedtodistribution,itwilloptformiddlemen.
Questions

1.Statefourchannelsfordistributingimportedgoods.
2.Explainfivefactorsthatcaninfluencethechoiceofachannelof

distribution.
3.Outlinefivecostsincurredbymiddlemeninthedistribution

process.
4.Describetherolesplayedbymiddlemeninthedistributionchain.
5.Outlinethecircumstancesunderwhichaproducerwouldsell

directlytoconsumers.

NATIONALINCOME

Thisisthetotalincomereceivedbytheproviders/ownersofthe
factorsofproductioninagivencountryoveragiventimeperiod.
Termsusedinnationalincome

(i) GrossDomesticProduct(GDP).Thisisthetotalmonetary
valueofallgoodsandservicesproducedinacountryduringa
particularyear.Suchgoodsandservicesmusthavebeen
producedwithinthecountry.

(ii) NetDomesticProduct(NDP).ThisistheGDPlessdepreciation.
Depreciationisthelossinvalueoftheassetssuchas
machinesusedintheproductionofgoodsandservices.

(iii) GrossNationalProduct(GNP).Thismeasuresthetotal
monetaryvalueofallthegoodsandservicesproducedbythe
peopleofacountryregardlessofwhethertheyinoroutsidethe
country.Ittakesintoaccountexportsandimports.The
differencebetweenexportsandimportsiscallednetFactor
Incomefrom abroad.GNPthereforeisthesum ofGDPandnet
factorincomefrom abroad.

(iv) NetNationalProduct(NNP).Thisrecognizesthelossinvalue
ofthecapitalusedintheproductionofgoods.Capitalhere
referstocapitalgoods.NNPisthedifferencebetweenGNP
andthedepreciation.

(v) Percapitaincome.Thisistheaverageincomeperheadper
yearinagivencountry.Itisalsothenationalincomedividedby
thepopulationofthecountry.
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CIRCULARFLOW OFINCOME
Thisisthecontinuousmovementofincomebetweenthe

households(providersoffactorsofproduction)andthefirms
(producersofgoodsandservices).

Thefactorsofproductionarereceivedfrom households.
Thefirmspaytherewardsofsuchfactorstothehouseholds

(expendituretothefirmsandincometothehouseholds).
Thehouseholdsinturnusetheincometobuythegoodsand

servicesproducedbythefirms(expendituretohouseholdsand
incometofirms).

Assumptions/featuresofcircularflowofincome
(i) Existenceoftwosectorsonly.Itisassumedthattheeconomy

hasonlytwosectorsthatishouseholdsandfirms.The
householdsprovidethefactorsofproductionwhilefirmsare
involvedintheproductionofgoodsandservices.

(ii) Totalspendingbyhouseholds.Itisassumedthatthe
householdsspendalltheirincomeonthegoodsandservices
producedbythefirmsi.e.nosavings.

(iii) Totalspendingbythefirms.Itisassumedthatthefirmsspend
themoneyreceivedfrom thesaleofgoodsandservicestopay
fortherewardsofproductionfactors.

(iv) Lackofgovernmentintervention.Thegovernmentdoesnot
influencehowthefirmsandhouseholdscarryouttheir
activities.Suchinterventionsareintheform oftaxes,price
controlsamongothers.

(v) Closedeconomy.Exportsandimportsdonotexistinsuchan
economy.

Factorsaffectingthecircularflowofincome
Thefactorscaneitherleadtoincreaseinincomeandexpenditure

(injections)orleadtoareductioninthevolumeofflow
(withdrawals).

Thefactorsincludethefollowing:
(i) Savings.Thistakesplacewhenthehouseholdsdonotspend

alltheirincomeonthepurchaseofgoodsandservices.This
reducestheincometobereceivedbyfirmshencesavingsisa
withdrawalfrom thecircularflowofincome.

(ii) Taxation.Taxationreducestheamountofmoneyavailablefor
spendingthereforeitisawithdrawal/leakagefrom thecircular
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flowofincome.
(iii) Governmentexpenditure.Thegovernmentmaybuygoodsfrom

thefirmsorprovidesubsidies.Thiswilltranslateintoan
injectionintothecircularflowofincome.

(iv) Investments.Whenfirmsputmorecapitalintotheproduction,
outputwillincreasehenceanincreaseinincome(injection).

(v) Imports.Whengoodsandservicesareboughtfrom other
countries,moneywillbespenthenceareductioninthecircular
flowofincome(withdrawal).

(vi) Exports.Throughexports,acountryisabletoreceivemoney
from othercountries(injections)

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

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

APPROACHESUSEDINMEASURINGNATIONALINCOME
(i) ExpenditureApproach

Nationalincomeisarrivedatsummingexpenditureonallfinalgoods
andservices(thathavereachedthefinalstageofproduction).Such
expenditureisdividedinto:

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

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

Lackofaccuraterecordsparticularlyintheprivatesector
Approximationofexpenditureofthesubsistencesector
Difficultyindifferentiatingbetweenfinalexpenditureand

intermediateexpenditure
Doublecountingmayexist
Fluctuatingexchangeratesmaycauseproblemsinthevaluation

ofimportsandexports.
(ii) Incomeapproach
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Inthismethod,thenationalincomeisarrivedatbysummingall
themoneyreceivedbythosewhoparticipateintheproductionof
goodsandservices.

Suchincomesareintheform ofrewardstotheproduction
factors(wages,rent,interestandprofits).

Publicincomeisalsotakenintoaccounti.e.itistheincome
receivedbythegovernmentfrom itsinvestments(Parastatals,
jointventures).

Transferpaymentsareexcludedsincetheyrepresenta
redistributionofincomesfrom thosewhohaveearnedthem to
therecipient’se.g.Nationalinsuranceschemes.

Problemsrelatedtothismethod
a)Determinationofwhatproportionoftransferpaymentsconstitute

intheincomeofacountry.
b)Inaccuratedatamayexistsincebusinesspeoplemaynottellthe

truthabouttheirincomeinordertoevadetax.
c)Pricefluctuationsmaymakenationalincomedetermination

difficult.
d)Incomefrom illegalactivitiesisnotcaptured.
e)Valuationofincomefrom subsistenceeconomymaybedifficult

e.g.housewives.
Assignment:ReadandmakeshortnotesonOutputapproach(referto
Inventorbookthreepages65–66).
USESOFNATIONALINCOMESTATISTICS

Indicatorsofstandardsofliving.Ifthenationalincomeis
equitablydistributed,thenthestandardsoflivingwillbehigh.

Measuringeconomicgrowth.Thestatisticsofoneyearare
comparedwithpreviousyeartoshowwhetherthereis
improvementornot.

Intercountrycomparison.Theyareusedtocomparethe
economicwelfareamongcountrieshenceknowingwhichcountry
isbetteroffandbyhowmuch.However,thefollowingchallenges
maybefacedwhencarryingthecomparisons:differentin
currencies,differentgoodsandservices,disparityinincome
distributionanddifferenceintastesandpreferences.

Investmentdecisions.Theyassistthegovernmentandother
investorstoknowthesectorsto



246

puttheirmoney.Thestatisticsproviderelevantinformation
concerningtheperformanceofeachsector.

Basisofequitabledistributionofincome.Thestatisticscanbe
usedtospreadincometothehandsofmajorityofthecitizens
incaseafewindividualscontroltheeconomy.

Planningpurposes.Thestatisticswillshowthecontributionof
eachsectorthushelpingthegovernmentinallocatingthefunds
tothevarioussectors.

Factorswhichinfluencesthelevelofnationalincome.
Quantityandqualityofproduction.Ifthefactorsaremorein

termsofquantityofgoodquality,theoutputwillbehighhence
increasinginnationalincome.

Stateoftechnology.Acountrywithhighleveloftechnologywill
producegoodsinlargevolumeshencehighnationalincome.

Politicalstability.Countrieswhicharerelativelystablepolitically
experiencehighproductionhencehighnationalincomelevel.

Accuracyofaccountingsystems.Ifthemethodsusedtogather
dataareaccurate,thentheoverallstatisticalfigureswillthe
accuratehencereliable.

Proportionofthesubsistencesector.Subsistencesector’soutput
isnotnormallyincludedinthestatisticalfigures.Ifitrepresentsa
largeproportion,thereforethenationalincomelevelwillbelow.

NB.ForotherfactorsrefertoInventorbookthreepages68–69.
Reasonswhyhighpercapitaincomeisnotanindicatorofabetter
livingstandardinacountry
Statisticalproblems.Thecollectionofthenationalincomedata

maybeinaccuratemeaningthatthenationalincomefigures
mightbeincorrecthencewrongpercapitaincome.

Changesinmoneyvalue.Ifthecurrencyhasbeendevalued,there
canbechangeinthevalueofmoneywithoutnecessarily
representinganychangesinthewelfareofthepeople.

Incomedistribution.Thepercapitamaybehigheventhoughthe
incomeisinthehandsofveryfewpeoplethusitisnota
representativeofthemajority.

Natureofproducts.Iftheproductsarenotmeanttosatisfy
immediatewantsofthepeople,thenanincreaseinpercapita
incomemaynotleadtoahighereconomicwelfare.

Peoples’hardworkandattitude.Increasednationalincomemay
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meanlesssleepandmoreworries.Peoplehavenotimetoenjoy
whattheyproduceandtheirwelfaremaybelowdespitetherisein
nationalincome.

Socialcosts.Peoplemaymigratefrom ruralareastourbanareas
strainingfamilyrelationshipswhileanincreaseinindustriesmay
createpollution,congestionandotherenvironmentaldisruptions.

Questions
1.Statefourproblemsencounteredincomparingstandardsofliving

indifferentcountriesusingnationalincomestatistics
2.Usingadiagram,describethecircularflowofincome.
3.Explainfivefactorsthatmayinfluencethelevelofnational

incomeofacountry
4.Outlinefourlimitationsofexpenditureapproachusedin

measuringnationalincome.
5.Explainfivereasonswhyhighpercapitaincomemaynottranslate

tobetterlivingstandardsinacountry.
6.Describefivefactorsthataffectthecircularflowofincome.

THECASHBOOKSANDTHELEDGER

Thecashbook
Thisisaspecialledgerwhichisusedtorecordcashandcheque
transactions.
Itcontainsonlythecashinhandandcashatbank(i.e.cashandbank)
accounts

i)Nominalledger
Thisledgerisusedtorecordbusinessexpensesandincomes(gains).
Itcontainsallthenominalaccounts.

ii)Privateledger
Thisledgerisusedinrecordingprivateaccountsi.e.confidentialand
valuablefixedassetsandthepersonalaccountsoftheproprietors
suchascapitalaccountsanddrawingaccounts.

iii)Thegeneralledger
Thegeneralledgercontainsallotheraccountsthatarenotkeptinany
otherledgere.g.buildings,furnitureandstockaccounts.
-Personalaccountsofdebtorsorcreditorswhodonotariseoutofsale
orpurchaseofgoodsoncreditarefoundinthegeneralledgere.g.
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debtorsasaresultofsaleoffixedassetoncreditandexpense
creditors.

C)Privateaccounts
Theseareaccountsthatthebusinessconsiderstobeconfidentialand
arenotavailedtoeverybodyexceptthemanagementandtheowners.
-Theseaccountsmaybepersonalorimpersonal.
-Theyincludecapitalaccount,drawingsaccounts,trading,profitand
lossaccounts.
Typesofledgers
Thefollowingarethemaintypesofledgersthatareusedtokeepthe
variousaccounts

i.Thesalesledger(Debtorsledger)
Thisistheledgerinwhichaccountsofindividualdebtorsarekept.
-Itisusedtorecordthevalueofgoodssoldoncreditandthe
customerstowhom thecreditsalesaremade,hencecontainsthe
personalnamesofthedebtors.
-Itiscalledasalesledgerbecausetheaccountsofdebtorskeptherein
areasaresultofsaleofgoodsoncredit.Anaccountiskeptforeach
customertowhichisdebitedthevalueofcreditsale.Paymentmade
bythedebtorarecreditedtotheaccountanddebitedinthecashbook.

ii.Purchasesledger(creditorsledger)
Thepurchasesledgercontainsaccountsofcreditorsi.e.containsthe
recordsofthevalueofgoodsboughtoncreditandthesuppliersof
suchgoods.
Itisarecordofthedebtspayablebythebusinessduetocredit
purchases.
Anaccountiskeptforeachcreditortothecreditsideofwhichis
postedthevalueof.

b)Impersonalaccounts
Thiscategoryofledgeraccountsincludesallotheraccountsthatare
notpersonalinnaturee.g.buildings,purchases,rent,salesand
discountsreceived.
Impersonalaccountsfallintotwotypes

1)Realaccounts
2)Nominalaccounts

1) Realaccounts:Theseareaccountsoftangibleassetsor
propertye.g.buildings,land,furniture,fittings,machinery,stock,cash
(atbankandinhand)e.t.c
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Theseaccountsarealsousedtodrawupthebalancesheet.
2) Nominalaccount:Theseareaccountsofitemsthatrelateto

gainsandlossesandwhosebalancesattheendoftheaccounting
period.
-Allexpenses,revenues,salesandpurchasesarehencenominal
accounts.
-Themainbusinessexpensesinclude
purchases,sales,returns,insurance,stationary,repairs,depreciation,heati
ng,discountallowed,lightinginterests,printing,wages,rent,ratesand
advertising.
Thevalueoflossesisincludedinthesamesideastheexpenseswhen
drawingupthefinalaccountsthoughitisnotanexpense.
-Theincome(revenues)includesales,returns,claimsout,interest
receivable,dividendsreceivableandcommissionreceivable.Profitis
usuallycategorisedtogetherwiththeseincomeswhendrawingupthe
finalaccounts.
Classificationofledgeraccounts
Manybusinesseshandlefewtransactions,hencetheyhavefew
recordstokeep.Theiraccountscanthusbekeptinasingleledger
referredtoasthegeneralledger
Asabusinessgrowsthevolumeoftransactionsincreases.Thissingle
ledger,therefore,becomesverybulkywithaccountsanditbecomes
difficulttomakereferencetoit.
Inordertosimplifytherecordingoftransactionsandfacilitate
referencetotheaccounts,ledgeraccountsareusuallyclassifiedand
eachcategorykeptinaspecialledger.
NOTE(i)Sincemanytransactionsarecashtransactionswhichare
normallyrecordedinthebankandcashaccountsaneedarisesto
removethem from themain/generalledgertoaseparateledgercalled
thecashbook.

(ii)Thenumberofledgerskeptdependsonthesizeofthe
business.

Classesofaccounts
Allaccountscanbeclassifiedintoeitherpersonalorimpersonal
accounts.

a)Personalaccounts
-Theseareaccountofpersons
-Theyrelatetopersonal,companiesorassociations.
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-Theyaremainlyaccountsofdebtorsandcreditors.
NOTE:capitalaccountistheproprietorspersonalaccount,showingthe
networthofthebusinesshenceitisapersonalaccount.
-Theaccountbalancesoftheseaccountsareusedtodrawupthe
balancesheet.
-Intheledger,thetrialbalancetotalisnotaffected.
Purposeofatrialbalance
Thepurposeofatrialbalanceinclude:

a)Checkingtheaccuracyintheledgeraccountsastowhether;
i-Theruleofdoubleentryhasbeenadheredtoorobserved/complied
with.
ii-Therearearithmeticalerrorsintheledgeraccounts

b)Givesasummaryoftheledgeri.e.summaryofthetransactions
whichhavetakenplaceduringagivenperiod

c)Provideinformation(accountbalances)forpreparingfinal
accountssuchasthetradingaccount,profitandlossaccount
andthebalancesheet.

d)Testwhethertheledgeraccountbalanceshavebeenpostedto
therightsideofthetrialbalance.

Limitationsofatrialbalance
Evenwhenthetrialbalancetotalsareequal,itdoesnotmeanthat
therearenoerrorsmadeintheledgers.Thisisbecausethereare
someerrorsthatdonotaffectthetrialbalance.
Atrialbalanceonlyassuresthebookkeeperthatthetotalofdebit
entriesisequaltototalcreditentries.Theerrorsthatdonotaffectthe
trialbalancesare:

i. Erroroftotalomission;Thisoccurswhenatransaction
takesplaceandnothingaboutitisrecordedinthebooksofaccounts
i.e.itiscompletelyomittedsuchthatneitheracreditnoradebitentry
ismadeintheledgers.

ii. Erroroforiginalentry;thisoccurswhereboththedebit
andcreditentriesaremadeusingsimilarbuterroneousfigures.Asthe
wrongamountisrecordedinthetwoaccounts.

iii.Errorofcommission;Thisoccurswheredoubleentryis
completedbutinthewrongpersonsaccountsespeciallyduetoa
confusioninnamese.g.adebitentryofshs.2000wasmadein
Otieno’saccountinsteadofAtieno’saccount.

iv.Compensatingerrors;Theseareerrorswhoseeffectscancel
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oute.g.overdebitingdebtorsaccountbysh.300andunderdebiting
cashaccountbysh.300.

v.Completereversalofentries;Thisoccurswheretheaccount
tobedebitediscreditedandtheaccounttobecreditedisdebitede.g.
thesaleofgoodstoLydiaoncreditmayberecordedasfollows;

Dr.salesa/c
Cr.Lydiusa/c insteadof

Dr.Lydiusa/c
Cr.salesa/c

iv) Errorofprinciple;Thisiswhereatransactionisrecordedin
thewrongaccountofadifferentclassfrom thecorrectonee.g.repairs
ofmachinerywasdebitedinthemachineryinsteadofdebitingthe
repairsaccount.
TRIALBALANCE
-Atrialbalanceisastatementpreparedataparticulardateshowingall
thedebitbalancesononecolumnandallthecreditbalanceson
anothercolumn.
NOTE:Atrialbalanceisnotanaccountbutmerelyalistofassets,
expensesandlossesontheleftandcapitalliabilitiesandincomes
(includingprofits)ontheright.
-Thetotalsofatrialbalanceshouldagreeifthedoubleentryhasbeen
carriedoutcorrectlyandtherearenoarithmeticerrorsbothinthe
ledgeraswellasinthetrialbalanceitself.
-Ifthetwosidesofatrialbalancearenotequal,itmeansthereisan
errororerrorseitherinthetrialbalanceorintheledgeraccountsorin
both.
Errorsthatmaycauseatrialbalancenottobalance

i. Partialomission:Atransactionwasrecordedononlyoneaccounti.e.
adebitoracreditentrymighthavebeenomittedinoneofthe
affectedaccounts.

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

enteredintheaccounts(AmountDr.differentfrom amountcr)
iv. Failuretopostabalancetothetrialbalance(omissionofabalance

from thetrialbalance
v. Postingabalancetothewrongsideofthetrialbalance
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vi. Recordingatransactiononthesamesideoftheaffected
accounts(partialreversalentry)

vii. Arithmeticmistakesmighthavebeenmadewhenbalancingthe
ledgeraccounts

viii. Arithmeticerrorsinbalancingthetrialbalance

BUSINESSSTUDIESFORM FOURNOTES

FINANCIALSTATEMENTS
Thesearepreparedattheendofagiventradingperiodtodetermine
theprofitandlossesofthebusiness,andalsotoshowthefinancial
positionofthebusinessatagiventime.
Theyincludes;tradingaccount,profitandlossaccount,tradingprofit
andlossaccountandthebalancesheet.
Theyarealsoreferredtoasthefinalstatements.
Thetradingperiodisthedurationthroughwhichthetradingactivities
arecarriedoutinthebusinessbeforeitdecidestodeterminesit
performancesintermsofprofitorloss.Itmaybeoneweek,month,six
monthsorevenayeardependingonwhattheownerwants.
Mostofthebusinessuseoneyearastheirtradingperiod.Itisalso
referredtoastheaccountingperiod.
Attheendoftheaccountingperiod,thefollowingtakesplace;

Alltheaccountsarebalancedoff
Atrialbalanceisextracted
Profitorlossisdetermined
Thebalancesheetisprepared

Determiningtheprofitorlossofabusiness
Whenabusinesssellsitsstockabovethebuyingprice/costof
acquiringthestock,itmakesaprofit,whileifitsellsbelowitmakesa
loss.Theprofitrealizedwhenthebusinesssellitstockbeyondthe
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costiswhatisreferredtoasthegrossprofit,whileifitisalossthenit
isreferredtoasagrossloss.
Itisreferredtoasthegrossprofit/lossbecauseithasnotbeenused
tocaterfortheexpensesthatmayhavebeenincurredinsellingthat
stock,suchasthesalaryofthesalesman,rentforthepremises,water
bills,etc.itthereforeimpliesthatthebusinessmancannottakethe
wholegrossprofitforitspersonalusebutmustfirstdeductthetotal
costofallotherexpensesthatmayhavebeenincurred.
Theprofitrealizedafterthecostofalltheexpensesincurredhasbeen
deductediswhatbecomestherealprofitfortheownerofthebusiness,
andisreferredtoasNetprofit.Thenetprofitcanbedetermined
throughcalculationorpreparationofprofitandlossaccount.
Incalculatingthegrossprofit,thefollowingadjustmentsareputin
place
Returninwards/Salesreturn:-thesearegoodsthathadbeensoldto

thecustomers,buttheyhavereturnedthem tothebusinessforone
reasonortheother.Itthereforereducesthevalueofsales,andis
thereforesubtractedfrom salestoobtainthenetsales

ThereforeNetsales=Sales–Returninwards
Returnoutwards/purchasesreturn:-thesearegoodsthathadbeen

boughtfrom thesupplierstothebusinessandhavebeenreturnedto
them foronereasonortheother.Itreducesthepurchasesandis
thereforesubtractedfrom thepurchasestoobtainthenet
purchases.

Drawings:-thisreferstogoodsthattheownerofthebusinesshas
takenfrom thebusinessforhisownuse.Itreducesthevalueof
purchases,andisthereforesubtractedfrom purchaseswhen
determiningthenetpurchases.Itisdifferentfrom theotherdrawing
inthatitispurelygoodsandnotmoney

Carriageinwards/Carriageonpurchases:-thisisthecostincurred
bythesuppliersintransportingthegoodsfrom hispremisestothe
customersbusiness.Itistreatedaspartofthepurchases,and
thereforeincreasesthevalueofpurchases.Itisaddedtopurchases
todeterminetheactualvalueofpurchases/Netpurchases.

ThereforeNetPurchases=Purchases+Carriageinwards–
ReturnOutwards-Drawings

Carriageoutwards/Carriageonsales:-thisisthecostthatthe
businesshasincurredintransportinggoodsfrom itspremisesto
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thecustomer’spremises.Thecostreducesthebusinessprofitthat
wouldhavebeenrealizedasaresultofthesale,andistherefore
treatedasanexpenseandissubtractedfrom thegrossprofit,
beforedeterminingthenetprofit.

Openingstockisthestockofgoodsatthebeginningofthetrading
period,whiletheclosingstockisthestockofthegoodsattheend
ofthetradingperiod

Grossprofitisthereforecalculatedasfollows;
GrossProfit=Sales–Returninwards–(Openingstock+

Purchases+carriageinwards–Returnoutwards–
Closingstock)

Or
Grossprofit=Netsales–CostofGoodsSold(COGS)

COGS=OpeningStock+NetPurchases–Closingstock

NetProfit=Grossprofit–Totalexpenses

TradingAccount
Thisispreparedbythebusinesstodeterminethegrossprofit/loss
duringthattradingperiod
Ittakesthefollowingformat:
Nameofthebusiness
TradingAccount

Dr Fortheperiod(date) Cr
Shs

Shs

Openingstock

xxxxxx

addPurchases xxxxx

addCarriageinwards xxx

lessReturnOutwards xxx

lessDrawings xx

xxxxx

Shs

Shs

Sales xxxxxx

LessReturninwardsxxx

Netsales

xxxxxx
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Goodsavailableforsale

xxxxxx

LessClosingStock

xxx

CostOfGoodsSold(COGS)

xxxxxx

Grossprofitc/d

xxxx

xxxxxx

xxxxxx

Grossprofitb/d

xxxx

Thetradingaccountiscompletedbythetimethegrossprofitb/dis
determined
Forexample
Thefollowingbalanceswereobtainedfrom thebooksofRamera
Tradersfortheyearendingmay31st2010

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

Additionalinformation:
Duringtheyeartheownertookgoodsworthsh5000forhis

familyuse
Thestockasat1stJune2009wasshs60000,whilethestockas

at31stMay2011wasshs70000
Required;PrepareRameraTraderstradingaccountfortheperiod
ending31stMay
2010

RameraTraders
TradingAccount

Dr Fortheperiodending31/5/2010
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Cr
Shs

Shs

Openingstock 60

000

addPurchases 380000

addCarriageinwards10000

lessReturnOutwards20000

lessDrawings 5000365

000

Goodsavailableforsale 425

000

LessClosingStock 70000

CostOfGoodsSold

(COGS)355,000

Grossprofitc/d 275,000

630,000

Shs

Shs

Sales 670000

LessReturninwards40000

Netsales 630

000

630000

Grossprofitb/d 275000

NB:Carriageoutwardsisnotanitem ofTradingaccount,butprofitand
lossaccountasanexpense.
ImportanceofTradingaccount

i. Itisusedtodeterminethegrossprofit/lossforagiventrading
periodforappropriatedecisionmakingbythemanagement.

ii. Itisusedindeterminingthecostofgoodsthatwassoldduringthat
particularaccountingperiod.

iii. Itisusedtorevealthevolumeofturnoveri.enetsales
iv. Maybeusedtocomparetheperformanceofthebusinessinthe

currentaccountingperiodandthepreviousperiods.Itcanalso
compareitsperformancewithothersimilarbusinesses
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v. Itfacilitatesthepreparationofprofitandlossaccount,sincethe
grossprofitiscarriedforwardtotheprofitandlossaccount.

ProfitandLossaccount
Inpreparationofthisaccount,thegrossprofitisbroughtdownonthe
creditsides,withallotherrevenues/incomeofthebusinessbeing
creditedandtheexpensestogetherwiththenetprofitbeingdebited.
Netprofit=TotalRevenues(includingGrossProfit)–Totalexpenses

Nameofthebusiness
ProfitandLossAccount

Dr Fortheperiod(date) Cr

Shs

Expenses

Insurance

xxx

Electricity xxx

Waterbills

xxx

CarriageOutwards

xxx

Generalexpenses

xxx

ProvisionforDepreciation

xxxx

Discountallowed

xxx

Commissionallowed

Shs

Grossprofitb/d

xxxxxx

Discountreceived

xxx

Rentincome

xxx

Commissionreceived

xxx

Anyotherincomereceived

xxx
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xxxx

Rentpaid xxxx

Anyotherexpense

xxxx

Netprofitc/d

xxxx

xxxxxx

xxxxxx

Netprofitb/d xxxx

TheProfitandLossAccountiscompletewhennetprofitb/dis
obtained.Inthetrialbalance,therevenues/incomesarealways
credited,whiletheexpensesaredebited,andthesametreatmentis
foundintheProfitandLossAccount.(Anyitem thatistakentothe
ProfitandLossAccountwithabalanceappearingintheDebit(Dr)side
ofatrialbalanceistreatedasanexpense,whilethoseappearinginthe
Credit(Cr)sidearerevenuee.g.discountbalanceappearingintheDr
SideisDiscountAllowed,whiletheoneonCrsideisDiscountReceived)
Forexample
ThefollowinginformationrelatestoAkinyi’sTradersfortheperiod
endingMarch28th2010.Useittoprepareprofitandlossaccount.
Grossprofit 100000 Discountreceived 12000
Salariesandwages 20000 Powerandlighting 10000
Openingstock 150000 Rentincome 10
000
Commissionallowed 15000 Commissionreceived
16000
Repairs 10000 Discountallowed 8000
Provisionfordepreciation 6000 Carriageoutwards 4
000

AkinyiTraders
ProfitandLossAccount



259

Dr Fortheperiodending28thMarch2010 Cr

Shs

Expenses

Powerandlighting 10

000

CarriageOutwards 4

000

Salariesandwages 20

000

ProvisionforDepreciation 6

000

Discountallowed 8

000

Commissionallowed 15

000

Repairs 10

000

Netprofitc/d 65

000

138

000

Shs

Grossprofitb/d 100

000

Discountreceived 12

000

Rentincome 10

000

Commissionreceived 16

000

138000

Netprofitb/d 65

000

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

=73000
Therefore;Netprofit=Grossprofit+Totalotherrevenues–Total
expenses

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

theaccountingperiod
Itusedtodeterminethenetprofit/netlossofagiventradingperiod
Itisarequirementbythegovernmentforthepurposeoftaxation
Maybeusedbytheemployeestogaugethestrengthofthe

business,intermsofitsabilitytopaythem well
Itisvitalfortheprospectiveinvestorinthebusiness,intermsof

determiningtheviabilityofthebusiness
Thecreditorsorloanersmayuseittoassessthebusinessabilityto

paybacktheirdebts
Itisusedbythemanagementtomakeadecisiononthefutureof

theirbusiness.
Trading,ProfitandLossAccount
Thisisthecombinationoftradingaccountandtradingprofitandloss
accounttoform asingledocument.Itendswhenthenetprofit/loss
broughtdownhasbeendetermined.Thatis;
Nameofthebusiness
Trading,ProfitandLossAccount

Dr Fortheperiod(date)
Cr

Shs Shs

Openingstock

xxxxxx

addPurchases xxxxx

addCarriageinwardsxxx

lessReturnOutwardsxxx

Shs

Shs

Sales xxxxxx

LessReturninwardsxxx

Netsales

xxxxxx
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lessDrawings xx

xxxxx

Goodsavailableforsale

xxxxxx

LessClosingStock

xxx

CostOfGoodsSold(COGS)

xxxxxx

Grossprofitc/d

xxxx

Xxxxxx

Expenses

Insurance

xxx

Electricity xxx

Waterbills

xxx

CarriageOutwards

xxx

Generalexpenses

xxx

ProvisionforDepreciation

xxxx

Discountallowed

xxx

xxxxxx

Grossprofitb/d

xxxx

Discountreceived

xxx

Rentincome

xxx

Commissionreceived

xxx

Anyotherincomereceived

xxx
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Commissionallowed

xxxx

Rentpaid

xxxx

Anyotherexpense

xxxx

Netprofitc/d

xxxx

xxxxxx

xxxxxx

Netprofitb/d

xxxx

EndYearAdjustments
Thefollowingitemsmayrequiretobeadjustedattheendofthe
tradingperiod
Revenues/Income
Expenses
Fixedassets
Adjustmentonrevenues
Therevenuemayhavebeenpaidinadvanceinpartorwhole(prepaid
revenue)ormaybepaidlaterafterthetradingperiod(accrued
revenue).
Prepaidrevenueissubtractedfrom therevenue/incometobereceived
andthedifferenceiswhatistreatedintheprofitandlossaccountor
tradingprofitandlossaccountasanincome,whiletheaccrued
revenueisaddedtotherevenue/incometobereceivedandthesum is
whatistreatedintheaboveaccountsastheactualrevenue.
Onlytheprepaidamountandtheaccruedamountsarewhatarethen
takentothebalancesheet.
Adjustmentontheexpenses
Theexpensesmayhavebeenpaidforinadvanceinpartorwhole
(prepaidexpenses)ormaybepaidforlaterafterthetradingperiod
(accruedexpenses).
Prepaidexpensesissubtractedfrom theexpensestobepaidforand
thedifferenceiswhatistreatedintheprofitandlossaccountor
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tradingprofitandlossaccountasanexpense,whiletheaccrued
expensesisaddedtotheexpensestobepaidforandthesum iswhat
istreatedintheaboveaccountsastheactualexpenses.
NB:Onlytheprepaidamountandtheaccruedamountsarewhatare
thentakentothebalancesheet.
Adjustmentonfixedassets
Thefixedassetsmaydecreaseinvalue,duetotearandwear.This
makesthevaluetogodownovertime,whatisreferredtoas
depreciation.Theamountofdepreciationisalwaysestimatedasa
percentageofcost.
Theamountthatshallhavedepreciatedistreatedintheprofitandloss
accountorT,P&Lasanexpense,whilethevalueoftheassetis
recordedinthebalancesheet,lessdepreciation.
Forexample;

1. 1997ThefollowingTrialbalancewaspreparedfrom thebooksof
PakaTradersasat31stDecember1995.TrialbalanceDecember
31st1995

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
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i.Stockasat31stDecemberwas100,000
ii.theprovisionfordepreciationwas10%onthecostofMotorvehicle,

and5%onthecostofMachinery
Required:Preparetradingprofitandlossaccountfortheperiodending31st

December1999
Adjustments:Provisionfordepreciation;

Machinery= ×250000=7500
5

100
(Newbalanceofmachinery=250000–7500=242500.The242500
istakentothebalanceasMachinery(fixedasset),while7500istaken
tothetradingprofitandlossaccountasexpenses)

Motorvehicle= ×150000=15000
10

100
(NewbalanceofMotorVehicle=150000–15000=135000.The135
000istakentothebalanceasMotorVehicle(fixedasset),while15
000istakentothetradingprofitandlossaccountasexpenses)
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

Shs Shs

Sales 980000

LessReturninwards80000

Netsales 900

000

900000

Grossprofitb/d 260
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Grossprofitc/d 260

000

900000

Expenses

Insurance

15000

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

Discountreceived 25

000

Rentincome 45

000

Commissionreceived 12

000

342000

Netprofitb/d 174

500

Thenetprofit/lossmaybetakentothebalancesheet.
Theitemsthathavebeenadjustedwillberecordedinthebalance
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sheetlesstheadjustment.
TheBalanceSheet
Thebalancesheetwillshowthebusinessfinancialpositioninrelation
toassets,capitalandliabilities.Theadjustmentthatcanbemadewill
beonFixedassetsandcapitalonly.Thatis;
Fixedassetsarerecordedlesstheirdepreciationvalue(shouldthere
beprovisionfordepreciation)astheactualvalue.

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

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

AdditionalInvestment:-anyamountorassetthattheowner
addstothebusinessduringthetrading
period

Netprofit:-theprofitobtainedfrom thetradingactivitiesduringthe
period.Incaseofaloss,itissubtracted.
TypesofCapital
Thecapitalinthebusinesscanbeclassifiedasfollows:
CapitalOwned/Owner’sEquity/Capitalinvested;-thisisthecapital

thattheownerofthebusinesshascontributedtothebusiness.Itis
theNetcapital/Closingcapitalofthebusiness(C=A–L)

Borrowedcapital:-theresourcesbroughtintothebusinessfrom the
outsidesources.Theyarethelongterm liabilitiesofthebusiness.

Workingcapital:-theseareresourcesinthebusinessthatcanbe
usedtomeettheimmediateobligationofthebusiness.Itisthe
differencebetweenthetotalcurrentassetsandtotalcurrent
liabilities

WorkingCapital=TotalCurrentAssets–TotalCurrent
Liabilities

Capitalemployed:-thesearetheresourcesthathasbeenputinthe
businessforalongterm.i.e.

CapitalEmployed=TotalFixedassets+WorkingCapital
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Or
Capitalemployed=CapitalInvested+Longterm liabilities

Nameofthebusiness
BalanceSheet

Asat(date)
Shs shs

FixedAssets

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

Shs

shs

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
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Example00A:Thefollowinginformationwereextractedfrom thetrial
balanceofMwematraderson31stDecember2010
Sales 750000 Furniture 288000
Purchases 540000 Electricityexpenses16000
Salesreturn 24000 Motorvehicle 720000
Returnoutwards 30000 Rentexpenses 2500
Generalexpenses72000 Capital 842500
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-Capital
employed
Adjustments:

MotorVehicle= ×720000=108000
15

100
ThereforeMotorvehicle=612000

Furniture= ×288000=17280
6

100
Thereforefurniture=270720

MwemaTraders
Trading,ProfitandLossAccount

Dr Fortheperiod31/12/2010 Cr



269

Shs Shs

Purchases 540000

lessReturnOutwards30000510

000

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

Shs Shs

Sales 750000

LessReturninwards 24000

Netsales

726000

726

000

Grossprofitb/d 288

000

Commissionreceived 24

000
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Motorvehicle 108000

Furniture 17280 125

280

Netprofitc/d 96

720

312

000

312000

Netprofitb/d 96

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

Shs

shs

Capital 842500

AddNetprofit 96720

NetCapital

939220

Longterm liabilities

BankLoan

250000

Currentliabilities

Creditors 216000

Accruedrent 3500 219

500
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1408

720
1408720

BasicFinancialRatios
Aratioisanexpressionofoneitem inrelationtotheother.Itisusedto
comparethegroupsofrelateditemsinthebusiness,forthepurpose
ofassessingtheperformanceofthebusiness.Theyinclude:

a)Mark-up
Thisisthecomparisonofgrossprofitasapercentageofcostof
goodssold.i.e.

Mark-up= ×100
GrossProfit

CostofGoodsSold

= ×100
G.P

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

Mark-up= ×100
GrossProfit

CostofGoodsSold
Grossprofit=288000
COGS=438000

Mark-up= ×100
288000

438000
=65.75%

(ThisimpliesthattheGrossprofitofthebusinessis65.75%ofitscost
ofgoodssold)

b)Margin
Thisistheexpressionofthegrossprofitasapercentageofnetsales.
Thatis:

Margin= ×100
GrossProfit

netsales

= ×100
G.P

sales
Forexample:in(exampleOOA)above,determinethemarginofthe
business

Margin= ×100
GrossProfit

netsales
Grossprofit=288000
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Netsales=726000

= ×100
288000

726000
=39.67%

(Thisimpliesthatthegrossprofitofthebusinessis39.67%ofthenet
sales)
Relationshipbetweenmarginandmark-up
Sincemarginandmark-uparealltheexpressionofGrossprofit,itis
possibletochangeonetotheother.
Changingmark-uptomargin

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

denominatortocomeupwiththenewfraction(marginfraction)that
is

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
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Ifthemarginfraction=
a

n

Mark-upfraction=
a

n-a
(iii) Convertthemark-upfractionasapercentagetoobtain

mark-up
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
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= x100
526000

219500
239.64%

d)Rateofstockturnover
Thisistherateatwhichthestockisboughtorsoldwithinagiven
periodoftime.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

Thisistheexpressionofnetprofitasapercentageofthecapital
invested.Thatis;

Returnoncapital= x100
netprofit

capitalinvested
Itcanbegivenasaratioorapercentage.

Forexample:in(exampleOOA)above,determinethereturnoncapital
ofthebusiness

NetProfit=96720
Capitalinvested/owner’sequity=939220

Returnoncapital= x100
netprofit

capitalinvested
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= x100
96720

939220

=10.33%
f)Acidtestratio/quickratio

Thisshowshowfastthebusinesscanconvertitscurrentassets
excludingstocktosettleitscurrentliabilities.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;settingtheselling

price,calculatingprofitorlossesanddeterminingthesalesfora
givenperiodoftime

Workingcapitalandacidtestratiohelpinshowingwhetherthe
businessisinapositiontomeetitsshortterm obligationsand
checkingwhetherthebusinessisutilizingitsresourcesproperly.
Thatishighworkingcapitalratioshowsthatmostofthe
resourcesareidle

Returnoncapitalshowsthefollowing;
- Theperformanceofthebusinessinrelationtoothersimilar

businesses
- Comparisonoftheperformanceofthebusinessoverdifferent

periods
- Whetherthebusinessfinanceshavebeeninvestedornot
- Helpthepotentialinvestorsonthedecisiononwheretoinvest

Rateofstockturnoveralsohelpindetermininghowfastorslow
thestockismoving.Italsohelpsincomputingthegrossprofitor
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loss.

MONEYANDBANKING

Bartertrade
Thisisaform oftradewheregoodsandservicesareexchangedfor
othergoodsandservices.
Benefits
1.Satisfactionofwants:Andindividualisabletogetwhatheorshe

needs.
2.Surplusdisposal:anindividualorcountryisabletodisposeoffits

surpluses.
3.Socialrelations:itpromotessociallinkssincethecommunities

tradetogether.
4.Specialization:somecommunitiesshallspecializeinaparticular

commodity.
5.Improvedlivingstandards:thisisenhancedbyreceivingwhatoneis

unabletoproduce.
LimitationsofBartertrade
(i)Lackofdoublecoincidenceofwants:-itisdifficulttofindtwo

peoplewiththeneedforeachother’sproductatthesametime.
(ii) Lackofstoreofvalue/perishabilityofsomecommodities:-some

goodsareperishablethustheirvaluecannotbestoredforalong
timeforfuturepurposese.g.onecannotstorevegetablesfor
exchangepurposesinfuture.

(iii) Indivisibilityofsomecommodities:-itisdifficulttodividesome
productslikelivestockintosmallerunitstobeexchangedwithother
commodities.

(iv) Lackofstandardmeasureofvalue:-Itisnoteasytodetermine
howmuchonecommoditycanbeexchangedforagivenquantityof
anothercommodity.

(v) Transportationproblem:Itisdifficulttotransportbulkygoods
especiallywhenthereisnofastermeansoftransport.

(vi) Lackofastandarddeferredpayment:-Theexchangeofgoods
cannotbepostponedsincebythetimethepaymentismade,there
couldbefluctuationinvalue,demandforacommoditymaynotexist
andthenatureandqualityofagoodmaynotbeguaranteed.Itmay
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bethereforedifficultwhattodecidewhattoacceptforfuture
payment.

(vii)Lackofspecialization:-Everyonestrivestoproduceallthegoods
heorsheneedsduetotheproblem ofdoublecoincidenceofwants.

(viii)Lacksunitofaccount-itisdifficulttoassessthevalueof
commoditiesandkeeptheirrecord.

MONEYSYSTEM
Moneyisanythingthatisgenerallyacceptedandusedasamedium of
exchangeforgoodsandservices.
Features/characteristicsofMoney
Foranythingtoserveasmoney,itmusthavethefollowing
characteristics:
Acceptability:Theitem mustbeacceptabletoeveryone.
Durability:Thematerialusedtomakemoneymustbeabletolast

longwithoutgettingtorn,defacedorlosingitsshapeortexture.
Divisibility:Moneyshouldbeeasilydivisibleintosmallerunits

(denominations)butstillmaintainsitvalue.
Cognizability:Thematerialusedtomakemoneyshouldbeeasily

recognized.Thishelpsreducechancesofforgery.Italsohelps
peopletodifferentiatebetweenvariousdenominations.

Homogeneity:Moneyshouldbemadeusingasimilarmaterialsoas
toappearidentical.Thiseliminatesanyriskofconfusionand
forgeries.

Portability:-Moneyshouldbeeasytocarryregardlessofitsvalue.
Stabilityinvalue:Thevalueofmoneyshouldremainfairlystable

overagiventimeperiod.
Liquidity:-itshouldbeeasilyconvertibletootherformsofwealth

(assets).
Scarcity:-Itshouldbelimitedinsupply.Ifitisabundantlyavailable

itsvaluewillreduce.
Malleability-thematerialusedtomakemoneyshouldbeeasyto

castintovariousshapes.
Noteasytoforge-moneyshouldnotbeeasytoimitate.
FunctionsofMoney
(i)Medium ofexchange:Itisgenerallyacceptablebyeveryonein

exchangeofgoodsandservices.Itthuseliminatestheneedfor
doublecoincidenceofwants.

(ii) Storeofvalue:Itisusedtokeepvalueofassetse.g.surplus
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goodscanbesoldandthenmoneykeptforfuturetransactions.
(iii) Measureofvalue:Valueofgoodsandservicesareexpressedin

moneyform.Performanceofbusinessesismeasuredintermsof
money.

(iv) Unitofaccount:Itisaunitbywhichthevalueofgoodsand
servicesarecalculatedandrecordskept.

(v) Standardofdeferredpayment:itisusedtosettlecredit
transactions.

(vi) Transferofimmovableitems(assets):Moneyisusedtotransfer
assetssuchaslandfrom onepersontoanother.

DEMANDFORMONEY
Thisisthetendencyordesirebyanindividualorgeneralpublictohold
ontomoneyinsteadofspendingit.Italsoreferstoasliquidity
preference.
Moneyisheldbypeopleinvariousforms:
Notesandcoins
Securitiesandbonds
Demanddepositssuchbankcurrentaccountbalances.
Timedepositssuchasfixedaccountbalances
REASONS(MOTIVES)FORHOLDINGMONEY
1.TransactionMotive:Moneyisheldwithamotiveofmeetingdaily

expensesforboththefirmsandindividuals.Thedemandformoney
fortransactionpurposebyindividualsdependsonthefollowing
factors:

Size/levelofindividual’sincome:Thehighertheincomeofand
individual,themorethenumberoftransactionsthushighdemand
fortransactions.

Intervalbetweenpaydays/receiptofmoney:iftheintervalislong,
thenhighamountofmoneywillbeheldfortransactionreasons.

Priceofcommodities:ifthepricesarehigh,thevalueof
transactionswillalsoincreasethusmoremoneybalancesrequired.

Individualsspendinghabits-peoplewhospendalotofmoneyon
luxurieswillholdmoremoneythanthosewhoonlyspendmoneyon
basics.

Availabilityofcredit-peoplewhohaveeasyaccesstocreditfacilities
holdlittleamountofmoneyfordailytransactionsthanthosewhodo
nothaveeasyaccesstocredit.
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Thetransactionmotivecanfurtherbedividedto;
Incomemotivei.e.holdingmoneytospendonpersonal/family

needs.
Businessmotivei.e.holdingmoneytomeetbusinessrecurring

needssuchaspayingwages,postage,rawmaterials.Etc
2.PrecautionaryMotive:Moneyisheldinordertobeusedduring

emergenciessuchassicknesses.
Theamountofmoneyheldforthismotivewilldependonthefactors
suchas:
Levelofincome-thehighertheincomethehighertheamountof

moneyheldforprecautionarymotive.
Familystatus-highclassfamiliestendtoholdmoremoneyfor

precautionarymotivethanlowclassfamilies.
Ageoftheindividual-theagedtendtoholdmoremoneyfor

precautionarymotivethantheyoungsincetheyhavemore
uncertaintiesthantheyoung.

Numberofdependant-themorethedependantsonehas,themore
themoneytheyarelikelytoholdforprecautionarymotive.

Individual’stemperament-pessimiststendtoholdmoremoneyfor
precautionarymotivesthantheoptimistsbecausetheynormally
thinkthingswillgowrong.

Durationbetweenincomes-thosewhoearnmoneyafterashort
timearelikelytokeeplessmoneythanthosewhoearnmoneyafter
alongtime.

3.SpeculativeMotive:Moneyisheldtobeusedinacquiringthose
assetswhosevaluesarepronetofluctuationssuchasshares/
moneyisheldanticipatingfallinpricesofgoodsandservices.This
dependsonthefollowing:
Thewealthofanindividual
Therateofinterestongovernmentdebtinstruments
Interestonmoneybalancesheldinthebank.
Howoptimisticorpessimisticapersonis.

SUPPLYOFMONEY
Thisistheamountofmoney/monetaryitemsthatareincirculationin
theeconomyataparticularperiodoftime.Theyincludethefollowing;
1.Totalcurrencyi.e.thecoinsandnotesissuedbythecentralbank.
2.Totaldemanddeposits:moneyheldincurrentaccountsinbanks



280

andarethereforewithdrawableondemand.

Factorsinfluencingsupplyofmoney
Governmentpolicies:Ifthereismoremoneyintheeconomy,the

governmentwillputinplacemeasurestoreducethesupplysuchas
increasinginterestrates.

Policiesofcommercialbanks:Themoretheloansofferedby
commercialbanks,themoretheamountofmoneyincirculation.

Increaseinnationalincome:increaseinnationalincomemeansthat
morepeoplewillbeliquidduetoincreaseineconomicactivities.]

Increaseinforeignexchange:Theforeignexchangereserveswill
increasethussupplyincreases.

BANKING
Thisistheprocessbywhichbanksacceptdepositfrom thepublicfor
safekeepingandlendingoutthedepositsinform ofloans.
Abankisafinancialinstitutionthatacceptsmoneydepositsfrom the
publicforsafekeepingandlendingoutintermsofloans.
COMMERCIALBANKS
Thesearefinancialinstitutionsthatofferbankingserviceswithaprofit
motive.TheiractivitiesareregulatedbytheCentralbank.
Functionsofcommercialbanks

i. Acceptingdeposits:Theyacceptdepositfrom membersofthe
publicinform ofcurrentaccounts,savingsaccountandfixeddeposit
accounts.Suchaccountshelpindividualstokeepmoneysafely.

ii. Provisionofsafemeansofpayments:Theyprovidesafeandreliable
meansofpaymentsuchascheques,bankdrafts,credittransfers,
electronicfundstransfersetc.

iii. Provisionofloanfacilities:Theyprovideloanstomembersinform
ofshortterm andlongterm.Theseloansarerepayablewith
intereststhusincometothebanks.

iv. Facilitatesforeignexchangepayments:Theyprovideforeign
exchangethatisusedininternationaltrade.Theyalsomake
paymentsonbehalfoftheircustomers.

v. Provisionofsafekeepingofvaluables:Theyprovidesecurityfor
valuablestotheircustomersatafee

vi. Discountingbillsofexchange:Thisisprocessbywhichabank
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acceptsbillsofexchangeandpromissorynotesfrom itscustomers
inexchangeofcashlessthanthefacevalueofthebillornote.

vii. Provisionoffinancialinformation:-Theyadvicetheirclientson
financialmattersaffectingtheirbusinessessuchasinvestment
optionandwiseuseofloans.

viii. Moneytransfer:-Theyprovidevaried,safeandreliablemeansof
moneytransfer.Suchmeansincludecheques,standingorders,
credittransfers,bankdrafts,lettersofcredit,creditcards,travelers
chequesetc.

ix. Actasguarantorsandreferees:-Theyactasguarantorstotheir
customerswhowanttoacquirecreditfacilitiesfrom otherfinancial
institutions.

x. Actasintermediaries:-Theyactasalinkbetweenthesaversand
borrowers.

xi. Creditcreation:-Thisistheprocessofcreatingmoneyfrom the
customerdepositsthroughlending.

xii. Provisionoftrusteeship:-Theycanmanageabusinessonbehalfof
theclientespeciallyiftheclientdoesnothavemanagerialskills.
Theycanalsomanagetheassetsofthedeceasedclientiftherewas
nowill.

TYPESOFACCOUNTSOFFEREDBYCOMMERCIALBANKS
1.Currentaccount

Thisisanaccountwheremoneydepositedcanbewithdrawnon
demandbythecustomerbymeansofacheque.Thismeansthat
moneycanbewithdrawnatanytimeduringtheofficialworkinghours
solongastheaccounthassufficientfunds.
Thisaccountisalsoreferredtoasdemanddeposits.
Featurescharacteristicsofcurrentaccounts
Depositsofanyamountcanbemadeatanytime.
Balancesinthisaccountdonotearnanyinterest.
Theaccountholderisnotrequiredtomaintainaminimum cash

balanceinthisaccount
Withdrawalscanbeatanytimewithoutgivingandadvancenotice

aslongasthecustomerhassufficientfunds.
Chequebooksareissuedtotheaccountholdertobeusedasa

meansofpayment/chequesareusuallyusedtowithdrawmoney
from theaccount.

Monthlybankstatementsareissuedtotheaccountholder.
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Overdraftfacilitiesareofferedtotheaccountholders’i.ethebank
canallowcustomerstowithdrawmoremoneythantheyhavein
theiraccounts.

Advantagesofcurrentaccount
Nominimum balanceismaintainedhencetheaccountholdercan

accessallhis/hermoney.
Withdrawalscanbemadeatanytime.
Transactionsaremadeeasierbyuseofchequesforexample;one

doesnothavetogotothebankinordertomakepayment.
Overdraftfacilitiesareavailable..
Itispossibletodepositanyamountatanytimeduringtheoffice

hours.
Useofchequesasmeansofpaymentservesasevidenceof

paymentsmade.
Paymentscanbedoneevenifthereareinsufficientfundsinthe

accountusingpostdatedcheques.
Theaccountholdercanwithdrawanyamountatanytimewithout

noticeaslongastherearesufficientfundsintheaccount.
Disadvantagesofcurrentaccount
Lengthyproceduresofopeningtheaccount.
Theaccountholderdoesnotearnanyincomesincethebalancesin

thecurrentaccountdoesnotearninterest.
Initialdepositwhenopeningtheaccountisusuallyhighhence

discouragesprospectivecustomers.
Customersarenotencouragedtosavesincetheycanaccesstheir

moneyatanytime.
Ledgerfeesarechargedontheaccountmakingtheoperationsof

theaccountexpensive.
2.Savingsaccount(depositaccount)

Thisisanaccountoperatedbyindividualsandfirmsthathavemoney
tosave.
FeaturesofSavingsaccount
Thereisminimum initialdepositthatvariesfrom banktobank.
Aminimum balanceismaintainedatalltimes.
Thewithdrawalsareuptoacertainmaximum withinagivenperiod.

Withdrawalabovethismaximum willrequirenotice.
Accountholdersareissuedwithapassbookoradebitcard(ATM
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card)fordepositsandwithdrawals.
Overdraftfacilitiesarenotallowed.
Ordinarily,withdrawalsacrossthecountercanonlybedonebythe

accountholder.
Thebalanceontheaccountaboveacertainminimum earnssome

interest.
AdvantagesofSavingsaccount
Customersareencouragedtosavebecauseoftherestricted

withdrawals.
Therearerelativelylowbankingcharges.
Initialdepositisusuallylowascomparedtootheraccounts.
Thebalancesearninteresttoaccountholderhenceanincentiveto

save.
ATM facilitieshavemadeaccountoperationsveryconvenientto

customers.
DisadvantagesSavingsaccount
Aminimum balancemustbemaintainedatalltimesandthe

customerisdeniedaccesstothatmoney.
Foracrossthecounterwithdrawals,itisonlytheaccountholder

whocanwithdrawcash.
Withdrawalsarerestrictedandsufficientnoticeisrequiredbefore

largeamountsarewithdrawn.
Theaccountholdersdonotenjoyservicessuchaschequebooks

andoverdraftfacilitieslikethecurrentaccountholders.
EasyaccesstothemoneythroughATM cardsencourages

overdrawals.
Anybodywhoknowsthepinofthecard(ATM card)canwithdraw

moneyfrom theaccount.
Requirementsforopeninganaccount
Thefollowingaresomeoftherequirementsforopeningeithera
currentaccountorasavingsaccount:

i. PhotocopiesofidentificationdocumentssuchasNationalIdentity
CardorPassport.

ii. Passportsizephotographs(numbervariesfrom banktobank).
Somebanksarenowadaystakingthephotographsinsteadofthe
customersprovidingthem.

iii. Forcurrentaccountholders,anintroductoryletterfrom anexisting
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customerfrom theprospectivecustomer’semployer.
iv. Fillingintheapplicationform providedbythebank.
v. Signingofthespecimensignaturecards.Usuallytwo.

NB:Oncetheserequirementsarefulfilled,thebankallocatesthe
customeranaccountnumber,uponpaymentofaninitialdeposit.

3.Fixeddepositaccount
ThisaccountisalsoknownastimeDepositaccount.Itismaintained
bythosewhohavemoneynotmeantforimmediateuse.
Oncemoneyisdeposited,therearenowithdrawalsuntilthetime
expires.
AdvantagesofFixeddepositaccount
Interestearnedisrelativelyhighascomparedtosavingsaccount.
Therearenobankchargestotheaccountholder.
Moneyheldinfixeddepositaccountcanbeusedassecurityto

acquirebankloans.
Restrictedwithdrawalsencouragesavings.
Theaccountholderhastimetoplanforthedepositedmoney.
DisadvantagesofFixeddepositaccount
Accesstomoneyisnotalloweduntiltheendoftheagreedperiod.
Interestisforfeitedifthereispre-maturewithdrawal.
Theminimum amountofmoneyforthisaccountishigh.
Thecustomerisnotallowedtodepositmoremoneyinthisaccount.
Anoticeisrequiredifthecustomerwantstoterminatethecontract

beforeexpirydate.
Thecustomerisdeniedtheuseofthedepositedfundsbeforethe

expiryoftheperiod.
REQUIREMENTSTOOPENANDOPERATEABANKACCOUNT
1.IdentificationdocumentssuchasNationalIdentificationCard,

PassportandDrivingLicense.
2.Referenceletterfrom employeroranexistingcustomer.
3.Fillinganapplicationform givingtheinformationaboutthe

customer.
4.Submissionofaspecimensignaturetobeheldbythebank.
5.Aninitialdepositispaidandtheaccountbecomesoperational.
NON-BANKFINANCIALINSTITUTIONS
Thesearefinancialinstitutionsthatofferfinancesfordevelopment
purposestoindividualsandorganizations.
Theseinstitutionsaddressthemselvestotheneedsofspecificsectors



285

intheeconomy.
Theyofferthefinancesinform ofeithershortterm orlongterm loans.
Thefollowingaresomeofthenon-bankfinancialinstitutionsinKenya
Developmentbanks
Buildingsocieties
Financehouses
SavingsandCreditCo-operativeSocieties
Microfinanceorganizations
Insurancecompanies
PensionFunds’Organizations
HirePurchaseFirms

HousingFinanceCompanies
Theyaremainlyformedtofinancehousingactivitiesthatistheyeither
putuphousesandselltotheindividualsoroffermortgagefinanceto
thosewhowishtoputuptheirownhouses.TheyincludesHousing
FinanceCorporationofKenya(HFCK),NationalHousingCorporation
(NHC)

DevelopmentFinanceInstitutions
Thesearedevelopmentbankswhichareformedmainlytoprovide
medium term andlongterm finances,especiallytothemanufacturing
sector.Theyperform thefollowingfunctions
Financingpeoplewhowishestostarteithercommercialofindustrial

enterprises,aswellastheexistingenterprisesintheabovesectors
forexpansion

Offeringtrainingservicesthroughseminarsandworkshopstoequip
theentrepreneurs’withtherelevantskillinindustrialand
commercialsectors

Offeradvisoryservicestothosepeoplewantingtostartorexpand
theirbusinesses

Actingasguarantorstopeoplewishingtotakeloanfrom other
lendinginstitutionstohelpthem expandtheirbusiness

TheyincludesthefollowingKenyaIndustrialEstates(KIE),
DevelopmentFinanceCompanyofKenya(DFCK),Industrial
DevelopmentBank(IDB),IndustrialandCommercialDevelopment
Corporation(ICDC)
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SavingsandCreditCo-operativesocieties
Theseareco-operativesocietiesthatareformedtoenablemembers
saveandobtainloansatmostconvenientlyandfavorableconditions.
Theyareformedbythoseengagedinsimilaractivities.Theyincludes:
MwalimuSavingsandCreditCo-operativeSocieties;AfyaSavingsand
Creditsocieties;HarambeeSavingsandCreditSocieties

Insurancecompanies
Thesearecompaniesthatassistincreatingconfidenceandsenseof
securitytotheirclientsaswellasofferingfinancialassistancetotheir
clients.Theirfunctionsinclude;
Enablethepolicyholderstosavethroughtheirschemes
Providefinancestotheirpolicyholdersinform ofloans
Offerguaranteeservicestothepolicyholderswishingtoobtainloans

from othernon-bankfinancialinstitutions
Provideadvisoryservicestothepolicyholdersonsecuritymatters
Providefinancestomeettheexpensesincasesofloans
Theyincludesthefollowing:StallionInsuranceCompany;Madison
insurancecompany;Blueshieldinsurancecompany

MicroFinanceCompanies
Thesearefinancialcompaniesformedtoprovidesmallscaleand
medium sizeenterpriseswithfinance.Theyalsocarryoutthefollowing
functions
Offeradvisoryservicestotheirclientsinmatterssuchasbusiness

opportunitiesavailableandhowtooperatethem.
Encouragetheclientstocarryoutbusinessactivitiesbyoffering

loanstothem
Theyencouragethesavingsbyadvancingloanstotheindividual

memberofacertaingroup
Theysupervise,monitorandadvisethosewhom theyhavegiven

loans
Theyincludesthefollowing:KenyaWomenfinanceTrust(KWFT),
FauluKenya
AgriculturalFinanceHouses

Theseareinstitutionsformedtopromotetheagriculturalsector.They
carryoutthefollowing
Givingloanstofarmers
Offeringsupervisoryandtrainingservicestotheloanedfarmer
Offeringtechnicalandprofessionaladvicetoloanedfarmer



287

Carryresearchandcomeupwithbetterwaysandmeansof
agriculturalsector

Comingupwithprojectsthatwouldopenupnewareasfor
agriculture

Differencesbetweencommercialbanksandnon-bankfinancial
institutions
CommercialBanks Non-BankFinancialInstitutions

(i)Offeralltypesofaccounts

(ii) Providebothshortterm and

medium term financestotheir

customers

(iii) Theirfinanceisnot

restrictedtoanysector

(iv) Mayofferforeignexchange

services

(v) Theirfinanceismainlyfor

workingcapital

(vi) Participateinclearinghouse

astheyoffercheque

(vii)Offerfacilitiesforsafe

keepingofvaluableitemssuch

astitledeeds

(viii)Alwaysindirectcontrolof

thecentralbank

(ix) Mayofferoverdraftfacilities

totheircustomers

(i) Offeronlytwotypesof

accountssavingsandfixed

deposit

(ii) Mainlyprovidemedium term

andlongterm finances

(iii) Theirfinanceisrestrictedto

aparticularsector

(iv) Donotprovideforeign

exchangeservices

(v) Theyprovidecapitalfor

development

(vi) Donotparticipateinclearing

housesincetheydon’toffer

(vii)Donotofferfacilitiesfor

safekeepingofvaluableitems

(viii)Notusuallyindirectcontrol

ofthecentralbank

(ix)Donotofferoverdraft

facilitiestotheircustomers

THECENTRALBANK
Thisisabankestablishedbythegovernmentthroughtheactofthe
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parliamenttomanageandcontrolthemonetarymattersinthecountry.
Itwasformedtoperform thefollowingfunctions;
Issuecurrencyinthecountry,whichincludesbothnewnotesand

coinstoreplacetheworn-outones
Bankertothecommercialbanks,byensuringthatallthecommercial

banksinthecountryoperateanaccountwiththem
Beingthegovernment‘sbank,byofferingbankingservicestothe

governmentwhichenablesthegovernmenttooperateanaccount
withthem

Advisortothegovernmentonfinancialissuesintheeconomy
Controllerofthecommercialbanksonhowtheycarryouttheir

functionsintheeconomytoensurethattheircustomersareserved
well

Providelinkswithothercentralbanksinothercountries,facilitating
financialrelationships.Italsoprovidealinkbetweenthecountryand
otherfinancialinstitutionssuchasIMF

Maintainstabilityintheexchangeratesbetweenthelocalcurrencies
andtheforeignones.

Actasthelenderofthelastresorttothecommercialbanksto
enablethem meettheirfinancialobligationswhenneedarise

Facilitatestheclearingofchequesbetweendifferentcommercial
banksthroughitsclearinghouse(adepartmentinthecentralbank)

Administeringofthepublicdebtbyfacilitatingthereceiptand
providingameansthroughwhichthegovernmentpaysbackthe
borrowedmoney

Controlofthemonetarysystem inthecountryinordertoregulate
theeconomy.Indoingthistheyputinplacevariousmonetary
policiesthatcaneitherexpandtheeconomicactivitiesinthecountry
ordepressthem.

Monetarypolicyreferstothedeliberatemovebythegovernment
throughthecentralbanktomanipulatethesupplyandcostofmoney
intheeconomyinordertoachieveadesirableeconomicoutcome.
Theydothisthroughtheuseofvarioustoolsofmonetarypolicies
whichincludesthefollowing:Bankrates;OpenmarketOperation
(OMO);CashLiquidityratiorequirement;Compulsorydeposit
requirement;Selectivecreditcontrol;Directives;Request.
Bankrates

Theymayincreaseordecreasetheinterestrateatwhichtheylendto



289

thecommercialbankstoenablethem increaseordecreasetherateat
whichtheylendmoneytotheircustomersintheeconomytoenable
thegovernmentachievethedesirableeconomicdevelopmentinthe
country
Whentheyincreasetheirlendinginterestrate,thecommercialbanks
alsoraisetheirlendingratestotheconsumerstoreducethenumberof
peopleobtainingloans,leadingtoareductionofmoneysuppliedinthe
economy.
Whentheydecreasetheirlendinginterestrate,thecommercialbanks
alsodecreasestheirlendingratestotheconsumers,increasethe
amountofmoneysuppliedintheeconomy
OpenMarketOperations(OMO)

Thisiswheretheyregulatethesupplyofmoneyintheeconomyby
eithersellingorbuyingthegovernmentsecurities(treasurybillsor
bonds)intheopenmarket.Thatiswhentheywanttoincreasethe
supplyintheeconomy,theybuyingthesecuritiesfrom themembersof
thepublicwhohadboughtthem toincreasemoresupplyofmoneyin
theeconomy.
Whentheywanttoreducetheamountofmoneyincirculationtheywill
sellthegovernmentsecuritytothepublicintheopenmarket,tomop
up/reducetheexcesssupplyintheeconomy
Thepaymentofthesecuritiestakesmoneyfrom theindividuals
accountsinthecommercialbanks,reducingtheamountthatthe
individualcanuseintheeconomy,whilewhenbuyingthecentralbank
paysthesecurityholdersintheirrespectiveaccountsinthe
commercialbanks,increasingtheamountthattheycanuseinthe
economy
Cash/liquidityratiorequirement

Herethecentralbankexpectthecommercialbanktokeepacertain
proportionoftheirtotaldepositsinform ofcashtoenablethem meet
theirdailyneeds,whiletherestareheldinliquidassets.This
proportioncanbereducedbythecentralbanktoreducestheamount
ofmoneyheldbythecommercialbanksinordertoreducetheamount
ofmoneyspentbythecommercialbanksincash,reducingtheamount
ofmoneyinsupply,ortheymayincreasetheproportiontobeheldby
thecommercialbankstoenablethem increasetheamountofmoney
theyspentincash,increasingtheamountofmoneyinsupply



290

Cashratio=
CashHeld

TotalDeposits
Compulsorydepositrequirements

Thecommercialbanksarerequiredtomaintainacertainamountof
depositswiththecentralbankwhichwillbeheldinaspecialaccount
wherethemoneystaysfrozen.Thisreducestheamountofmoneythat
thecommercialbanksholdandareabletospendintheiroperation,
influencingthesupplyofmoneyintheeconomy.
Thedepositmaybeincreasetoreducetheamountofmoneyinthe
commercialbanks,orreducedtoincreasetheamountofmoneyinthe
commercialbanks
Selectivecreditcontrol

Thecentralbankmayissueaspecialinstructiontothecommercial
bankandotherfinancialinstitutiononlytolendmoreinaparticular
sectortocontroltheamountofmoneyreachingtheeconomy.The
instructionmayberemoved,ifthebankfeelsthatthesupplyinthe
economyhasreducedandneedstobeincreased
Directives

Thecentralbankmayissueadirectivetothecommercialbanksonthe
interestratetheyshouldchargeontheirlendingandtoincreaseor
reducethemarginrequirementforborrowingtomakeitharderor
easierforthecustomerstoobtainloan.
Marginrequirementistheproportionofmoneyexpectedtoberaised
bytheclienttofinancetheprojecthe/shewantstoobtaintheloanfor,
beforebeinggivenaloantocompletetheprojectwith.
Request(Moralsuasion)

Thecentralbankmayappealtootherfinancialinstitutionstoexercise
restrainintheirlendingactivitiestothepublictohelpincontrollingthe
moneysupply
TrendsinBanking
Thesearethepositivechangesthathavetakenplaceinthebanking
sectortoimprovetheirservicedeliveriestotheircustomers.They
include;
1.TheuseofAutomaticTellerMachines(ATMs),whichhasmadeit

possibleforthecustomerstoaccesstheirmoneyanytimeofthe
day.TheATM cardsthatareusedforwithdrawalsfrom theATM
machinescanalsobeusedasadebitcardtomakepurchases.

2.Networkingalltheirbranches,whichhasenablethecustomersto
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carryouttheirtransactionsinanyofthebranch.
3.E-Banking,whichisthebankingthroughtheinternet.Thishasmade

itpossibleforthecustomerstotransacttheirfinancialbusinesses
on-line.

4.Relaxationofsomeoftheconditionsonopeningandoperatingsome
oftheaccountstomakethem bemoreattractivetotheircustomers.

5.Offeringvarietiesofproductswhichincludeseasiercreditfacilities
totheircustomerstoattractmorecustomers.

6.Liberalizationofforeignexchangedealingsbylicensingforex
bureaustoofferservicestothecustomers,improvingthe
accessibilitytotheservice.

7.Improvingthecustomerscareservices,withsomebanksettingupa
departmentsknownasthecustomercaredepartmenttooffer
detailedassistancetotheircustomers.

8.Allowingnonbankfinancialinstitutionstoofferbankingservicesto
themembersofthepublic,forexample;KWFT,SACCOs,FOSA,
FauluKenya,etc

9.MobileBankingservices(M-Banking),whichallowsthecustomersto
carryouttheirfinancialtransactionsovertheirmobilephones.Ithas
broughtaboutseveralbenefits/advantagestotheircustomers
whichincludes;

Advantagesofm-banking
-Easytransferoffundsfrom oneaccounttotheotherinthesame

bank(interaccounttransfer)
-Easytransferofmoneyfrom onesaccounttohismobilephonefor

othertransactions
-Abilitytocheckonesaccountbalanceinthebankwithease
-Easytomonitoryourfinancialtransactionsbycheckingyour

transactiondetailsoverthephone
-Easypaymentofthebillssuchaselectricitybill,Dstvbills,etcand

otherwages
-Abilitytotransfermoneyfrom onemobilenumbertootherin

collaborationwiththeserviceproviders
-Easyrequestfornewchequebooksandbankstatementsfrom the

banks
-Abletotopupairtimetoyourmobilephonesincollaborationwith

theserviceproviders
-Reducedriskofcarryinglargesumsofmoneyincashorcheques
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thatmaybestolen
Howeverthisdevelopmenthasalsocomewithitschallenges,which
includes:

Disadvantagesofm-banking
-Registrationtoenjoyalltheseservicesmustphysicallybedonein

thebankinghall,whichsubjectthecustomerstostressqueuesof
thebank

-Onlytheregisteredmobilenumbercancarryoutthesetransactions
whichlimitsthecustomertoonlyusingonenumber

-Usersrequiresamobilephonewithascreenthatcandisplaythe
transactionwhichatimessomemaynotaford

-Mobilephonescaneasilybelostorstolenfrom theowner,
inconveniencinghim from carryingoutthetransactions

-Banktransactioninformationmayloadslowly,whichmaymakesit
expensivefortheuser

-Possibilityoftransferringthefundstoawrongaccount,duetoerror
intypingoftheaccountnumber

Introductionofagencybanking,whichhasmadethem tomaketheir
servicestobemoreaccessibletoevenareaswheretheymayhave
notputupabankinghall.

Agencybankingiswherebyaretailstores,supermarket,oranyother
commercialbusinessesareauthorizedbythefinancialinstitutionsto
carryoutfinancialtransactionsontheirbehalf.Theymayofferthe
followingservices

- Receivingcustomerdeposits
- Offeringwithdrawalservices
- Transferoffundsforcustomers
- Paybillsforthecustomers
- Balanceinquiryservices
- Openingnewaccountsforthecustomers
- Fillloanapplicationformsforthem

Advantagesofagencybanking
Reductionofsetupanddeliverycosttothebanks,whichinturn

passestothecustomersinform ofreducedcostofaccessing
services

Timesavingastheagentsarelocatedclosetothecustomerand
thecustomermaycarryoutothertransactionsashewithdrawthe
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money
Moreconvenientforthecustomertobankwiththeirlocalretailers

otherthanthetraditionalbankinghalls
Enablethebanktoreachfarplaceswithinthecountry

REVISIONEXERCISES
PAPER1
1.Givefouradvantagesofbartertrade.
2.HighlightfourservicesofferedbythecentralbankofKenyatothe

commercialbanks.
3.Statefourmethodsthroughwhichcommercialbankscantransfer

money.
4.Stateanyfourcurrentdevelopmentsthathavetakenplaceinthe

bankingsector.
5.Outlinefourtoolsofmonetarypolicyusedbythecentralbankto

controlmoneysupply.
6.Outlinefourfactorsthatmayhaveledtothedownfallofbartertrade.
7.Highlighttwofactorsthatmayinfluence:

a.Transactionmotive.
b.Speculativemotive.

8.Mentionfourfunctionsofcommercialbanksinaneconomy.
9.Outlinethreefactorsthatinfluencethesupplyofmoney.
10. Givefourcharacteristicsofmoney.
11. Thefollowingaresomeoftheaccountsavailabletocustomersin

Kenyabankingindustry:Currentaccount,SavingsaccountandFixed
depositaccount.Givetheaccountthatcorrespondstoeachofthe
descriptiongivenbelow.

Description Typeof
account

(a
)

Accountholdersrequiredtodeposit
aspecificinitialamountaswellas
maintainingaminimum balance.

(b
)

Accountholdersmaydepositand
withdrawmoneywheneverthey
wantwithoutmaintaininga
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minimum balance.

(c
)

Bankspayinterestondepositat
comparativelyhigherrates.

(d
)

Moneymaybedepositedatany
timeandinterestisearnedifa
specificbalanceismaintained.

12. Outlinefourbenefitsthataccruetoacustomerwhouses
automatedtellermachine(ATM)bankingservices.

PAPER 2
1.ExplainfivefunctionsofthecentralbankofKenya.
2.Describefourmeasuresthatthegovernmentmayputinplaceto

reducetheamountofmoneyincirculation.
3.Explainfiveservicesofferedbycommercialbankstotheir

customers.
4.Explainfivewaysinwhichcommercialbanksfacilitatepaymenton

behalfoftheircustomers.
5.ExplainfourservicesthatthecentralbankofKenyamayofferasa

bankertocommercialbanks.
6.ExplainfiveinwhichbankscontributetothedevelopmentofKenya
7.Outlinefivereasonswhybankscurrentlyaccountispopularwithtraders
8.ExplainserviceofferedtocommercialbanksbythecentralbankofKenya
9.Inwhatwaysofthefunctionsofcommercialbankdifferwiththoseofnon-

bank
Financialinstitutions

10. ExplainfivewaysinwhichcentralbankofKenyamaycontrolthesupply
ofmoneyin

Thecountry
11. Describemethodswhichmaybeusedbycommercialbankstoadvance

moneytocustomers.
12. Abusinessmanwishestoobtainaloanfrom acommercialbank.

Highlightthe
Conditionsthatheshouldsatisfybeforethebankcangranthim theloan

13. ExplainfiveservicesthatthecentralbankofKenyaofferstocommercial
banks Explainfourdisadvantagesofusingabankoverdraftasasource
offinances

14. Describefourwaysinwhichanon-bankfinancialinstitutionsdifferfrom
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thecommercialbanks
15. Discussfivereasonswhybusinesspeopleprefertooperatebankcurrent

accounts
16. Outlinethebenefitsthatbankcustomergetsfrom operatingacurrent

account Explainthe5servicesofferedbyacommercialbankstotheir
customers

PUBLICFINANCE

Publicfinancereferstotheactivitiescarriedoutbythegovernment
associatedwithraisingoffinancesandthespendingofthefinances
raised(itisthestudyofhowgovernmentcollectsrevenueandhowit
spendsit)
Thecomponentsofpublicfinanceare;

i. Publicrevenue
ii. Publicexpenditure

iii. Publicdebt
i. Publicrevenue-referstotherevenues(income)and

resourcesreceivedbythegovernmentfrom different
sources.

ii. Publicexpenditure-referstotheresourcesspentbythe
government.

iii. Publicdebt-referstothemoneyandresourcesborrowedby
thegovernment.

Purposeofpublicfinance
i. Provisionofessentialgoodsandservices.Thegovernmenthasa

responsibilityofprovidingitscitizenswithessentialgoodsand
servicessuchassecurity,health,schools,droughtcontrol,lawe.t.c
suchfacilitiesandservicesmaynotbeadequatelycoveredbythe
privatesectorbecauseofthehighcostsinvolvedandrisks.

ii. Encouragingconsumptionofcertaincommodities-The
governmentmayencourageconsumptionofcertaincommodities
e.g.maizebysubsidizingontheirproductionsorloweringtheir
taxes.

iii. Controllingconsumptionofcertaincommodities-Thegovernment
mayalsoencourageconsumptionofsomecommoditiese.g.
cigarettesandalcoholbyimposingheavytaxesonthem.
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iv. PromotionofBalancedregionaldevelopment-Thismaybedone
byinitiatingeconomicprojectsinareasthatareunder
developed/laggingbehind.

v. WealthRedistribution-Thisisdonebyheavilytaxingtherichand
usingthemoneyraisedtoprovidegoodsandservicesthatbenefit
thepoor

vi. Topromoteeconomicstability-Economicinstabilitymaybe
causedbyfactorssuchasunemployment.Suchproblemscanbe
solvedthroughpublicexpenditureinprojectsthatgenerate
employmentsuchas‘kazikwavijana’

vii. CreationofaconduciveBusinessEnvironment-Throughpublic
expenditure,thegovernmentmaydevelopinfrastructuresuchas
roads,electricity,securitye.t.ctherebycreatingaconducive
environmentforbusinessestothrivein.

viii. Toraisegovernmentrevenue-Throughpublicfinance,the
governmentraisesrevenuewhichitusesinprovisionofessential
goodsandservicestothepublic.

ix. Improvingbalanceofpayment-Thismaybedonebyimproving
heavytaxessuchascustomsdutytodiscourageimportation.

Sourcesofpublicfinance
Therearetwomajorsourcesofpublicfinancei.e.

i. Publicrevenue
ii. Publicdebt(governmentborrowing)

i. Publicrevenue-Thisistheincomethatthegovernmentgetsfrom
itscitizens.Themainsourcesofpublicrevenueare:

a.Tax:Thisisacompulsorypaymentleviedbythegovernmenton
individualsandfirmswithoutanydirectbenefittothepayer.

b.Finesandpenalties-Thesearethechargesimposedonindividuals,
firmsandcorporationswhobreakthelawsofthecountry.(offenders)

c.Fees;Thesearethepaymentschargedbythegovernmentforthe
directservicesitrenderstoitspeoplee.g.roadlicencefee,marriage
certificatefeeandimportlicencefee.

d.Rentandrates:Chargedonuseofgovernmentpropertiese.g.game
parks,forestse.t.c

e.Eschiats:Incomeobtainedfrom propertiesofpersonswhodie
withoutlegalheirsorproperwills.Suchpeople’spropertiesare
takenoverbythestate.

f.Dividendsandprofits:Thesearetheincomereceivedfrom the
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governmentdirectinvestmentse.g.income/surplusfrom public
corporations.

g.Interestfrom loans-Thisistheinterestonloansadvancedbythe
governmenttofirmsandindividualsthroughitsagenciessuchas
ICDc,AFCe.t.c

h.Proceedsfrom scaleofgovernmentproperty.
g.Publicdebt(Governmentborrowing)-Thisisthemoneythatthe
governmentborrowswhenpublicrevenueisinsufficienttomeetallits
financialobligations.
Governmentborrowingisalsoreferredtoasnationaldebt.Itincludes
alloutstandingborrowingbythecentralgovernment,localauthorities
andgovernmentcorporations.
Thesearetwomajorlytwosourcesofpublicdebts:
a.Internalborrowing
b.Externalborrowing
a.Internalborrowing
Thisreferstoborrowingbygovernmentfrom firmsandindividuals
withinthecountry.Thismaybedonethrough:
Openmarketoperation;thegovernmentsellsitssecuritiessuchas
treasurybondsandtreasurybills.Thishoweverhasadisadvantageof
causing‘crowdingouteffect’wherethegovernmentleavestheprivate
investorswithlittletoborrowfrom.
b.Externalborrowing
Thisreferstogovernmentborrowingfrom externalsources.Itmay
eitherbeonabilateralormultilateralbasis.
Bilateralborrowingiswherethegovernmentborrowsdirectlyfrom
anothercountry.
Multilateralborrowingiswherethegovernmentborrowsfrom
internationalfinancialinstitutionssuchasinternationalmonetaryfund
(IMF),WorldBank,AfricanDevelopmentbanke.t.c.suchbodiesget
financesfrom varioussourceswhichtheylendtotheirmember
countrieswhoareinneedofsuchfunds.
Generally,externalborrowinghasstringsattached.Theborrowing
countryisexpectedtomeetsomesetconditions,sometimes
adverselyaffectingsomesectorsoftheeconomy.
Thetotalinternalborrowing(internaldebt)addedtothetotalexternal
borrowing(externaldebt)constitutesthenationaldebt.
Classesofpublic(Nationaldebt)
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Thesearetwoclassesofnationaldebt:
i. Reproductivedebt

ii. Dead-weightdebt.
i.Reproductivedebt
Thisisborrowedmoneyusedtofinanceproject(s)thatcangenerate
revenue.Suchprojects,oncestartedmaybecomeselfsustainingand
maycontributetowardsservicing/repayingthedebt.E.g.moneyused
tofinanceirrigationschemes,electricityproductione.t.c.
ii.Dead-weightdebt
Thisisborrowedmoneythatisusedtofinanceactivitiesthatdonot
generateanyrevenue.Examplesaremoneyusedtofinancerecurrent
expendituree.g.paymentofsalariesorforfaminereliefe.t.c
Dead-weightdebtisaburdentomembersofthepublicsincetheyare
theoneswhoareexpectedtocontributetowardsitsrepayment.

Factorstoconsiderbeforethegovernmentdecideswhethertoborrow
internallyorexternally
Thisreferstohowthegovernmentspendsthefinancesithasraisedon
behalfofitscitizens.
Categoriesofgovernmentexpenditure
a)Recurrentexpenditure
b)Developmentexpenditure
c)Transferpayments.
a.Recurrentexpenditure
Thisreferstogovernmentspendingthattakesplaceregularlye.g.
paymentsofsalariestocivilservants,fuellingofgovernmentvehicles
e.g.
Everyfinancialyear,thegovernmentmustallocatefundstomeetsuch
expenditure.
Recurrentexpenditureisalsoknownasconsumptionexpenditure.
b.Developmentexpenditure
Thisisalsoreferredtoascapitalexpenditure.Itisgovernment
spendingonprojectsthatfacilitateeconomicdevelopment.Such
projectsincludesconstructionofrailwaylines,roads,airports,rural
electrificatione.t.c
Oncecompletedexpenditureonsuchprojectsceasesandmayonly
requiremaintenance.
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c.Transferpayments
Thisisexpenditureonthings/peoplewhodonotdirectlycontributeto
acountry’snationalincome.Suchexpenditureincludemoneyspenton
faminerelief,pension,bursariese.t.c
PRINCIPLESOFPUBLIC/GOVERNMENTEXPENDITURE
Thesearetheconsiderationsthatarenecessarybeforeany
expenditurecanbeincurredbythegovernment.
Theyinclude:
a)Sanctions:Everypublicexpendituremustbeapprovedbythe

relevantauthoritylikeparliament.
b)Maximum socialbenefit:Anypublicexpendituremustbeincurredin

suchawaythatmajorityofthecitizensareabletoreapmaximum
benefitfrom ite.g.improvedlivingstandardsandqualityoflife.

c)Flexibility/elasticity-Thepolicyonpublicexpenditureshouldbe
flexibleenoughtomeetprevailingeconomicsituationsi.e.itshould
bepossibletoincreaseordecreasetheexpenditureonprojects
dependingontheprevailingcircumstancese.g.duringdrought,it
shouldbepossibletospendonfaminerelief.

d)Economy-publicexpenditureshouldbeplannedcarefullyand
prudentlytoavoidanypossiblewaste.

e)Properfinancialmanagement(Accountability)-publicfundsshould
bewellmanaged.Thisshouldbefacilitatedbymaintenanceof
properrecordswhichshouldbeauditedasrequired.

f)Productivity-Thebiggestproportionofpublicexpenditureshouldbe
spentondevelopmentprojectsandlessonnon-development
projects.

g)Equity-Governmentexpenditureshouldbedistributedequitablytoall
sectorsoftheeconomyinordertoreduceincomeandwealth
inequalities.

h)Surplus-Surplusrevenuecollectedshouldbesavedforemergencies
orforwhencollectionofrevenueisbelowprojections.

TAXATION
Tax:isacompulsorypaymentbyeitherindividualsororganizationsto
thegovernmentwithoutanydirectbenefittothepayer.
Taxation-referstotheprocessthroughwhichthegovernmentraises
revenuebycollectingtaxes.
Purposes/reasonsfortaxation

i. Raisingrevenueforgovernmentexpenditure.Thisisthemain
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reasonfortaxation.
ii. Discouraging/controllingconsumptionofcertaincommoditiese.g.

alcoholandcigaratteswhichareconsideredtobeharmful.
iii. Discouragingimportationofcertaincommoditiesinordertoprotect

localindustries.Thisisdonebyimposingheavytaxesonsuch
commodities.

iv. Controllinginflation.Taxationreducesmoneysupplybyreducing
peoples‘disposable’incometherebycontrollinginflation.

v. Reducinginequalityinincomedistribution;thisisdonebytaxingthe
richheavilyandusingthefinancesraisedinprovisionofgoodsand
servicesthatbenefitthepoor.

vi. Influencinglocationsofbusinesses.Thisisdonebytaxing
businesseslocatedinurbanareasheavilyandthoseinruralareas
lightlyhencebusinessesmovingtoruralareas.

vii. Correctingunfavorablebalanceofpayments.Hightaxesare
imposedonimportedcommoditiestherebydiscouragingtheir
importationleadingtoanimprovementinthebalanceofpayments.

viii. Toprotectthekeyselectorsoftheeconomysuchastheagricultural
sector,bystimulatingtheirgrowth.

Factorsthatdeterminetheamountofmoneyraisedthroughtaxation
i. Distributionofincomes

ii. Socialandpoliticalfactors
iii. Honestyandefficiencyoftaxauthorities
iv. Citizenslevelofrealincome
v. Economicstructureofthecountryi.e.relativesizeofthecountry’s

commercialandsubsistencesectors.
Principlesoftaxation
Thesearethecharacteristicsthatagoodtaxsystem shouldhave.
Theyarealsoreferredtoasthecannonsoftaxation.
Agoodtaxsystem shouldbe;
j.Equitable/principleofequity-Everysubjectofthestateshouldpay

taxinproportiontotheirincome.Ataxsystem shouldtherefore
havehorizontalandverticalequity.

Horizontalequitymeansthatthoseatthesamelevelofincomeand
circumstancesshouldpaythesameamountoftax.
Verticalequitymeansthatthoseearninghigherincomesshouldpay
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proportionatelyhigheramountsoftaxthanthoseearningless.
k.Certain/principleofcertainty-Thetaxthatanindividualshouldpay

shouldbeclearintermsoftheamount,timeandmannerinwhichit
shouldbepaid.Thegovernmentshouldalsobefairlycertainofthe
amountoftaxexpectedsothatplanningcanbeeasier.

l.Convenient/principleofconvenience-Taxleviedoughttobe
convenienttoboththecontributorandcollector,itshouldbelevied
atatimewhenthepayerhasmoneyandmodeofpaymentshould
beconvenienttoboththepayerandthepayee.

m. Economical/principleofeconomy-Thecostofcollecting
andadministeringthetaxshouldbelowerthanthetaxsocollected.

n.Flexible/principleofflexibility-Itshouldbereadilyadaptableto
changingeconomictimesi.e.whentheeconomicconditionsofthe
peopleimproveitshouldgiveraisedrevenuee.g.VAT

o.Abilitytopay/non-oppressive-Ataxsystem shouldbedesignedina
waythattheamountchargedisnottoohightotheextentthatthe
contributorsareunabletopayorisdiscouragedfrom workinghard.

p.Diversified/principleofdiversity-Thereshouldbedifferenttypesof
taxessothatthetaxburdenisondifferentgroupsinthesociety.
Thisalsoensuresthatthegovernmenthasmoneyatalltimes.

q.Simplicity-Agoodtaxsystem shouldbesimpleenoughtobe
understoodbyeachtaxpayer.Thiswillmotivatethem topaytax.

r.Elastic/principleofelasticity-Thetaxsystem shouldbeableto
generatemorerevenueforthegovernmentbytargetingitemsof
massconsumption.

IMPACTANDINCIDENCEOFTAX
Impactoftax:Theburdenoftaxontheinitialperson
Incidenceoftax:Thefinalrestingplaceofthetaxburden.
Thepersononwhom taxisinitiallyimposedmayeitherbearthewhole
burdenorpasspartorthewholeburdentosomeoneelse.E.g.for
manufacturedgoods,theimpactofthetaxisonthemanufacturerand
themanufacturermaypasstheincidenceofthetaxtotheconsumer.
Ifthemanufactureronlypassespartoftheburdentotheconsumer,
thentheincidenceofthetaxwilbepartlyonthemanufacturerand
partlyontheconsumer.
CLASSIFICATIONOFTAXES
Taxesareclassifiedaccordingto;

i. Structureofthetax
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ii. Impactofthetaxonthetaxpayer.
a.Accordingtothestructure

Inthiscase,taxesareclassifiedaccordingtotherelationshipbetween
theamountpaidontaxandtheincomeofthetaxpayer.Theseare:

i. Progressivetax
ii. Regressivetax

iii. Proportionaltax
b.Progressivetax

Thisisatypeoftaxwheretherate/amountpaidincreases
proportionatelywithincreaseinincome.e.gtaxmaybeasfollows

Income Rate
0-5000 20%
5001-10000 25%
10001-15000 30% e.t.c

-Inprogressivetax,thosewithhigherincomeratesremitahigher
proportionoftheirincomeastaxcomparedtothoseinlowerincome
brackets.
Thistypeoftaxisbasedonthebeliefthatoneonlyneedsacertain
amountinordertohaveadecentstandardofliving.
Advantagesofprogressivetax
Itreducesincomeinequalityasthericharetaxedmore

Itencouragespeopletoworkharder/moreinorderto
maintaintheirstandardofliving

Therevenuecollectedishigher
Theunitcostofcollectingtaxreducesasthetax

increases.
Disadvantagesofprogressivetax

i. Itisoppressive-somepeoplearetaxedmorethantheothersand
punishespeoplefortheirhardwork.

ii. Itmaydiscouragepeoplefrom workingmoreasanyadditional
incomegoestax

iii. Investorsmaybediscouragedfrom venturingintoriskybutmore
profitablebusinessesasthesewouldattractmoretax

iv. Itassumesthatpeopleearningthesameamountofmoney/income
havesimilarneedsandabilitytopaytax-whichinrealitymaynotbe
true.

v. Itcanleadtotaxevasionbytaxpayersfalsifyingtheirlevelof
income.
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c.Regressivetax
Thisisatypeoftaxthattakesahigherproportionoflowincome
earnersascomparedtohighincomeearners.Thefaxburdenfalls
moreheavilyonthepoor(oppositeofprogressive)
Example:salestaxwherepeoplepaythesameamountirrespectiveof
thelevelofincome.
Theassumptionisbasedontheunderstandingthattheonewho
deemsitnecessarytobuyacertainproductsconsiderstheutility
derivedfrom ittobeequaltoitsprice,whichincludestax.

d.ProportionalTax
Thisisatypeoftaxwheretherateoftaxremainsthesame
irrespectiveofthelevelofincomeorvalueofpropertytobetaxede.g.
iftherateis20%thenapersonwhoearnsksh.5000willpay20/100
x5000=ksh.1000
Ksh.10,000willpay20/100x10,000=ksh.2000e.t.c

Example:corporationtaxwherecompaniesareexpectedtopaya
fixedproportionoftheirprofitsastax.

e.Digressivetax
Thisisatypeoftaxwherethetaxrateincreasesuptoagiven
maximum afterwhichauniform taxrateisleviedforanyfurther
income.
Classificationaccordingtoimpactonthetax-payee
Basedontheimpact,thetaxhasonthetaxpayer;taxmaybe
classifiedaseither:

a.Directtax
b.Indirecttax

a.Directtax
Thesearetaxeswheretheimpactandtheincidenceofthetaxareon
thesameperson.Itisnotpossibletoshift/passanypartofthetax
burdentoanybodyelse.
Thistypeoftaxisbasedonincomes,profitsandpropertyof
individualsaswellascompanies.
Theyinclude:

i. Personalincometax
Thisisataxthatisimposedonincomesofindividualsandisusually
progressiveinnature.
Examplepay-AsYou-Earn(PAYE)forsalaries.
Inmostcasesitispaidthroughcheck-offsystem wheretheemployer



304

deductsitfrom theemployee’ssalaryandremitsittothetax
authorities.

ii. Corporationtax
Thisistaxleviedonprofitsofcompanies.Itisusuallyproportionalin
nature.

iii. Stampsduty
Thisistaxpaidinareassuchasconveyanceoflandorsecuritiesfrom
onepersontoanother.

iv. Estate(death)duty
Thistypeoftaxisimposedonpropertytransferredaftertheowners’
death.Thetaxhelpsinraisinggovernmentrevenueandalsoin
redistributingincomesincetheinheritorhasnotworkedforit.

v. Wealthtax
Thisistaxleviedonpersonalwealthbeyondacertainlimit.

vi. Capitalgainstax
Thisistaxleviedongainsrealizedwhenafixedassetissoldataprice
higherthanthebookvalue.

vii. Capitaltransfer(gifts)Tax
Thisistaximposedonthevalueofpropertytransferredfrom one
persontoanotherasagift.Thetaxisdesignedtosealloopholes
wherebyawealthypersonmaytrytoavoidtaxbytransferringhis/her
propertytoafriendorarelativeasagift.
Thistypeoftaxisprogressiveinnature.Ithoweverdoesnotaffect
transfersbetweenspousesortocharitableorganizations.
Merits/advantagesofdirecttaxes
i.Economicalincollection;mostofdirecttaxesarecollectatsource

andthecostofcollectingthem isfairlylow.
ii.Taxrevenueiscertain;thetaxpayerknowswhatandwhentopay

andthegovernmentknowshowmuchtaxrevenuetoexpectatwhat
time(canbecollectedfrom theannualtaxreturnsinadvance)

iii.Equitable/equity;theyfacilitatefairdistributionintaxcontribution
aspeoplepayaccordingtothesizeoftheirincome.

iv.Simplicity/simpletounderstand;theyareeasyandsimpleto
understandbyboththetaxpayerandthecollector.

v.Doesnotaffectthepriceofgoodsandservices;directtaxdoesnot
causeinflationasitonlyaffectsconsumer’sdisposableincomes
andnotthepricesofgoodsandservices.

vi.Bringsredistributionofwealth;directtaxesareprogressiveinnature
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hencethewealthiermembersofthesocietyaretaxedmorethanthe
poorermembersofthesociety.

vii. Civicconsciousness;taxpayersfeedthepinchofpayingtaxand
thustakeakeeninterestingovernmentexpenditure.

viii.Noleakages;lossofcollectedrevenueisminimizedasthetaxis
paiddirectlytothetaxauthoritiesandnotthroughmiddlemen.

ix.Desirable;thetaxisdesirablebecauseitonlyaffectspeoplewhofall
withinthejurisdictionofincometaxandcorporationtax.

x.Elastic/flexible;thetaxisflexibleinthatitcanbeexpandedtocover
asmanyareasasdesirable.

Itcanalsoberaisedorreducedaccordingtotheneedsoftheeconomy.
DEMERITSOFDIRECTTAX
i.Encourageavoidanceandevasion;wheneverpossiblepeoplecome

upwithwaysofreducingtheamountoftaxpayablebyfalsifying
informationorjustignoringpayment.

ii.Discriminatory/notimposedonallcitizens;directtaxesarenotpaid
byallcitizensaslowincomeearnerswhodonotfallwithinthetax
bracketsareexempted

iii.Discourageinvestment/deterrenttoinvestment;Heavytaxationon
profitsdiscouragepeoplefrom investinginriskybutprofitable
businesses

iv.Discouragework/deterrenttowork;Highrateofdirecttaxmaydeter
peoplefrom workingharderaspeoplemayoptforleasureinsteadof
workingextratime.

v.Encouragecapitalflight;hightaxessuchascorporatetaxmake
foreignerstowithdrawtheirinvestmentsandtransferthem to
countrieswithlowertaxes.

vi.Unpopularity;theburdenofthetax(incidenceandimpact)oftaxis
bornebythetaxpayerdirectlyandatonce.Thismakesdirecttaxes
veryunpopular.

vii. Mayinconveniencethetaxpayer;thetaxpayerhastocomply
withcomplicatedformalitiesrelatingtosourcesofincomeaswell
astheexpensesincurredwhilegeneratingit.Thismayforcethetax-
payertoengagetheservicesoftaxexpertswhohavetobepaid.

viii.Lackofcivicawareness;ontaxpayersarenotinterestedin
scrutinizinggovernmentexpenditureastheydonotfeelthepinchof
payingtax.

b.Indirecttax
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Thesearetaxesinwhichtheimpactisononepersonandthe
incidenceispartiallyorwhollyonanotherperson.Thetaxpayermay
shifteitherthewholeorpartofthetaxburdentoanotherperson.
Suchtaxesareusuallybasedontheexpenditureongoodsand
servicesandincludethefollowing:
i.Salestax:thisisbasedonthesalesmadeandmaybeassessed

eitherasapercentageofthesalesorafixedamounte.g.sh.2per
everykilogramssold.Thetaxmaybecollectedatonepointor
variouspointsofsale.InKenya,salestaxhasbeenreplacedby
V.A.T

ii.VALUEADDEDTAX(V.A.T):thisisthetaxthatisleviedonthevalue
thatabusinessaddsbornebytheconsumerinthefinalprice.

iii.Exportduty:thisisatypeoftaxthatisleviedonexports.The
objectivemayeithertoraiserevenueordiscouragetheexploitation
ofsomecommodities.

iv.Importduty:Thisistaxleviedonimportedproducts,
Forthefollowingreasons.

Raisinggovernmentrevenue
Reducingincidencesofdumping
Discouragingconsumptionofimportedgoodswithaviewof

boostinglocalproduction
Protectinglocalindustries
v.Exciseduty:Thisisatypeoftaxthatisimposedongoodsthatare

manufacturedandsoldwithinacountry.
Itspurposeincludes:
Raisingrevenueforthegovernment
Discouragingtheconsumptionofsomecommoditiessuchasbeer

andcigarettes.

MERITSOFINDIRECTTAX
I. Canbeusedselectively;Itcanbeusedselectivelytoachievea

givenobjectivee.g.consumptionofsomecommodities.
II. Taxpaymentisvoluntary;indirecttaxisonlypaidbythosewho

consumethetaxcommoditiesthereforethosewhodonotwant
topaythetaxwouldonlyneedtoavoidtaxedcommodities.

III. Difficulttoevade;thetaxcannotbeevadedbecauseitispartof
thepriceofthecommodity.Allthosewhobuythecommodity
taxedmustthereforepaythetax.
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IV. Widecoverage/broadbased;thetaxisleviedonawiderangeof
essentialcommoditiesthusahighamountofrevenueiscollected.

V. Stimulateeffort;indirecttaxesifincreasedincreasesthepricesof
goodsandservices.Peoplewhowanttomaintainthesameliving
standardswillthereforehavetoworkhardertobeableto
buy/affectthesamegoodsandservices.

VI. Convenient;thetaxispaidinbitsasonebuysthegoodsand
services.Thetaxisalsohiddeninthepriceofthecommodityand
thepayermaynotbeawareofit.

VII.Flexible;flexible;thegovernmentcanraiseorreducethetaxrate
tosuittheprevailingeconomicsituationinacountry.

DEMERITSOFINDIRECTTAXES
1.ENDMayfuelinflation;continuedincreaseinindirecttaxesmayfuel

inflationasitdirectlyincreasesthepricesofgoodsandservices.
2.Lessequitable/regressive;thesameamountischargedonboththe

highandthelowincomeearnersmakingthetaxburdentofall
heavilyonthelowincomeearners.Thelowincomeearnersendup
payingalargerproportionoftheirincomeastax.

3.Canbeavoided;indirecttaxescanbeavoidedbypeoplewhodonot
consumethetaxedcommodity.

4.Encouragesfalsificationofrecords;tradersmayfalsifytheirrewards
inordertopaylesstax.

5.Lackofcivic/contributorsawareness;thetaxishiddenintheprice
ofthecommoditiesthereforethetaxpayersarenotawarethatthey
arecontributinganythingtothestate.

6.Expensivetoadminister/expensiveincollection;thegovernment
mustemploymanytaxinspectorsmakingindirecttaxesexpensive
incollectionandadministration.

7.Uncertaintyinrevenuecollection;thegovernmentmaynotpredict
theamountofrevenueyieldasitisnoteasytoforecastsalesand
peoplecanalsonotbeforcedtobuythetaxedcommodities.

8.Mightinterferewithresourceallocation;indirecttaxesincreasesthe
pricesofcommoditiesandcanthereforeforceconsumersand
producerstoshifttotheconsumptionandproductionof
commoditiesthatarenottaxed.

9.Discouragessavings;increasedexpenditureduetoincreasedprices
willleadtolowsavingandhencelowinvestments.
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INFLATION

ControlofInflation
Thegovt.mayadoptthefollowingpoliciesdependingontheirsituation
toreduceinflationtomanageablelevels.Theyinclude:

(iv) Monetarypolicy
Thisisadeliberatemovebythegovt.throughthecentralbankto
regulateandcontrolthemoneysupplyintheeconomywhichmaylead
todemandpullinflation.Thepoliciesinclude;
Increaserateofinterestoflendingtothecommercialbanks.This

forcesthem toincreasetherateatwhichtheyarelendingtotheir
customers,toreducethenumberofcustomersborrowingmoney,
reducingtheamountofmoneybeingaddedtotheeconomy

Sellingofgovt.securitiesinanopenmarketoperation(o.m.o).the
sellingofsecuritiessuchasBondsandTreasurybillsmopsmoney
from theeconomy,reducingtheamountofmoneybeingheldby
individuals

Increasingthecommercialbankscash/liquidityratio.Thisreduces
theirabilitytolendandreleasemoremoneyintotheeconomy,
reducingtheircustomerspurchasingpower

Increasingthecompulsorydepositsbythecommercialbankswith
thecentralbanks.Thisreducestheirlendingpowertotheir
customers,whichmakestheircustomerstoreceiveonlylittleamount
from them,reducingtheamountofmoneyintheeconomy

Puttinginplacetheselectivecreditcontrolmeasures.Thecentral
bankmayinstructthecommercialbanktoonlylendmoneytoagiven
sectoroftheeconomywhichneedsitmost,toreducetheamountof
moneyreachingtheeconomy

Directivesfrom thecentralbankstothecommercialbanksto
increasetheirinterestonthemoneybeingborrowed,toreducetheir
lendingrates

Requestbythecentralbanktothecommercialbanks(themoral
persuasion)toexercisecontrolontheirlendingratestohelpthem
curbinflation.

(v) Fiscalpolicy
Thesearethemeasurestakenbythegovt.toinfluencethelevelof
demandintheeconomythroughtaxationprocess.Theyinclude;
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Reducedgovt.spending.Thisreducestheamountofmoneyreaching
theconsumers,whichislikelytoincreasetheirpurchasingpowers,
leadingtoinflation

Increasingincometaxes.Thisreducestheleveloftheconsumers
disposableincomeandloweringtheirspendinglevels,reducingthe
inflation

Reducingtaxesonproduction.Thisreducesthecostofproduction,
loweringthepricesofgoodsreachingthemarket

Subsidizingtheproduction.Thisreducesthecostofproductioninthe
economy,whichinturnpassesoverthebenefitstotheconsumers
inform ofreducedprices.

Producingcommoditiesthatareinshortsupply.Thisincreasestheir
availabilitytomeettheirexistingdemandinthemarket,controlling
demandpullinflation

(vi) Statutorymeasures
Thesearelawsmadebythegovt.tohelpincontrollingtheinflation.
Theyinclude;

Controllingwagesandsalaries.Thisreducesthepressureputonthe
employerstomeethighcostoflabourfortheirproductionwhichin
turnisjustlikelytoleadtocostpushinflation.Italsominimizesthe
amountreachingtheconsumersastheirincome,tocontroltheir
purchasingpowerandthelevelofdemand,controllingthedemandpull
inflation

Pricecontrols.Thisreducesthemanufacturesabilitytofixtheirprices
beyondagivenlevelwhichmaycauseinflationduetotheirdesireto
receivehighprofits.

Restrictiveimports.Thisreducesthechancesofhighpricesof
importedgoodsimpactingonthepricesofthegoodsinthecountry
(importedinflation)andmakingthemanufacturestolookfor
alternativesourceofrawmaterialsfortheirproduction

Restrictingthetermsofhirepurchaseandcredittermsofsales.This
reducesthelevelofdemandforthoseparticularcommoditiesinthe
economywhichifnotcontrolledmayleadtodemandpullinflation

Controllingexports.Thisensuresthatthegoodsavailableinthelocal
marketareadequatefortheirnormaldemand.Shortageofsupplyof
goodsinthemarketislikelytobringaboutthedemandpullinflation

Outlinemeasuresthatthegovernmentmayemploytocontrolthe
followingtypesofinflation;
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Costpushinflation
oBycontrollingthewagesandsalariesintheeconomy
oRestrictingimportonrawmaterials
oReducingtaxesonproduction
oSubsidizingtheproduction
oEmployingthepricecontroltechniques

Demandpullinflation
oIncreasingtherateofinterestoflendingtothecommercialbanks
oSellinggovt.securitiesonO.M.O
oIncreasingthecommercialbankscash/liquidityratio
oIncreasingthecompulsorydepositsfrom thecommercialbankstothe

centralbank
oPuttinginplacetheselectivecreditcontrolmeasure
oDirectivestothecommercialbanks
oRequesttothecommercialbanks
oReducinggovt.expenditure
oIncreasingincometaxes
oProducingcommoditiesthatareshortinsupply
oRestrictingtermsofhirepurchaseandcredittermsofsale
oControllingexport

ECONOMICDEVELOPMENTANDPLANNING

EconomicGrowth
Thisistheincreaseintheproductivityofacountrywhichcanbeseen
inthecontinuedincreaseinthenationalincomeoveraperiodofyears.
Itcanbemeasuredbytakingtheaveragepercentageofincreasein
nationalincomeoveraperiodoftime(numberofyears)andbe
assumedtobetheaveragerateofeconomicgrowthinthecountry

EconomicDevelopment
Thisisthequantitativechangeorincreaseinacountry’snational
incomeovertheyears,accompaniedbyfavorablechangesinthe
structureswithinthecountrythatleadstogeneralimprovementofthe
individualwellbeing,aswellastheentirenation
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Acountrymayexperienceeconomicgrowthwithoutexperiencing
economicdevelopment.Thisisbecausetheincreaseinthenational
incomemaybeasaresultofpeopleworkingforlonghourswithout
anytimeforrest,recreationandotherdevelopmenttooccurintheir
body.Thiswillmakethem nottohavebetterliving,despitethefact
thatthenationalincomeshallhaveincreased.
Theexpectedstructuralchangestoberealizedinacaseofeconomic
developmentinclude;

i) Shiftingfrom dependingonagriculturalsectorto
manufacturingsectorintheeconomy

ii) Reducingilliteracylevels
iii) Increaseinskilledmanpowerintheeconomy
iv) Improvementinhealthfacilitieswithinthecountry
v) Increaseintechnologyandimprovementofentrepreneurial

ability
vi) Increaseandimprovementofinstitutionthathandlesnew

methodsofproductiveeconomicactivities
Outlinethedifferencesthatexistbetweeneconomicgrowthand
economicdevelopment
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
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Thisreferstoasituationwherebytheeconomicgrowthisinthe
negativedirection(decreasing)accompaniedbyunevendistributionof
wealthanddecreaseinqualityandquantityofthefactorsof
productionavailable
CharacteristicsofUnderdevelopment
Highlevelofpoverty.Thisischaracterizedbymostofthepeople

inthecountrydependingonmainlysubsistence,orlivesbelow
thepovertylevels.Theirpercapitaincomeislowerascompared
tothedevelopedcountries

Highdisparityinincomedistribution.Theincomeinthiscountries
arenotevenlydistributedwiththefewrichpeopleearningso
muchwhilethepoormajorityearnssolittle

Lowlevelsofsavingsandinvestments.Theyhaveverylittleifat
allexisttosaveandinvestfortheirfurtherdevelopment,making
them tocontinuebeingpoor.Thisiswellillustratedinthevicious
circleofpoverty

Highpopulationgrowthrates.Thisisduetosomeofthem not
beingabletoafford,ignorantaboutorsimplyrefusingtousethe
modernbirthcontrolmethodssincetheyfindconsolationontheir
highnumberofchildren

Dominanceofsubsistencesector.Thisisduetotheirinabilityto
raisecapitalforindirectproduction

Problem ofunemployment.Thehighpopulationgrowthrateleads
tohighsupplyoflabourthatthecountry’seconomycannotafford
toabsorball,leadingtounemployment

Underutilizationofnaturalresources.Thismaybeduetolackof
capitalinthiscountriesorinappropriatetechnologytheyuse

Dependenceonthedevelopedcountries.Thisisduetotheirin
abilitytosustainthemselvesfinancially,whichmakesthem keep
oncallinguponthedevelopedpartnersforfinancialassistance

Poorinfrastructure.Theirroadsandcommunicationnetworksare
notproperlymaintainedduetotheinavailabilityofadequate
resourcestoimprovethem

GoalsofEconomicDevelopment
Thefollowingarethechangesthateconomicdevelopmentseeksto
putinplace,whichinKenyatheyhavebeenjoinedtogetherinwhatis
referredtoasthemillennium developmentgoals.Theyincludes

1.Eradicateextremepovertyandhunger
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2.Achieveuniversalprimaryeducation
3.Promotegenderequalityandempowerwomen
4.Reducechildmortality
5.Improvematernalhealth
6.CombatHIV/AIDS,malariaandotherdiseases
7.Ensureenvironmentalsustainability
8.Developaglobalpartnershipfordevelopment

Someincludes
o Reducingincomedisparityindistributions
o Reducingunemployment
o Provisionofimportantbasicneedssuchasfood,shelter,etc

Factorwhichmayhinderdevelopmentinacountry
Therateofacountry’seconomicdevelopmentmaybeinfluenced
negativelybythefollowingfactors

i. Lownaturalresourceendowment.Absenceorinadequacyof
naturalresourcessuchasrawmaterials,fertilelandfor
agriculture,etcmayslowthepaceofthecountry’seconomic
development

ii. Inadequatecapital.Thisreducestherateatwhichtheyexploit
theirnaturalresources,orproduceintheeconomy

iii. Poortechnologyused.Thetraditionalmethodsofproductionthat
theyusecannotsustaintheirrequirementanymore

iv. Poorhumanresourceendowment.Theirinabilitytotrain
adequateskilledmanpowertogetherwiththeirinappropriate
system ofeducationleadstotheirslowdevelopment

v. Unfavorabledomesticenvironment.Theirpolitical,socialand
economicinstitutionswithintheircountriesarenotstructuredto
favoureconomicdevelopment.Forexample

o Theirpoliticalsystem ischaracterizedbycorruption,
authoritariankindofleadershipwithlengthyproceduresand
bureaucraticcontrolsthatscarestheinvestors

o Theirsocialenvironmentisstillfullofoutdatedor
retrogressiveculturalvaluesandnegativeattitudetowards
workandinvestment,leadingtoslowdevelopment

o TheirEconomicinstitutionshasallowedtheirmarketstobe
influencedsomuchthatthatleadstointerferenceintheir
smoothoperations
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DevelopmentPlanning
Thisistheprocessthroughwhichthecountryestablishestheir
objectivestobeachieved,identifytheresourcesthatwillberequired
andputinplacethestrategiesormethodsofacquiringtheresources
andachievingtheirpre-determinedobjectives.
Inmostcasestheirobjectivesorgoalsarethegoalsofeconomic
development
Theplanwillprioritizetheobjectivestobeachievedandevenbrakeit
downintotargetsthatifachievedwiththeplannedstrategyand
resources,theobjectiveshallhavebeenachieved.
Needforeconomicplanning
Itenhancesthefollowing

a.Appropriateresourceallocation,whereresourcesareallocated
accordingtotheneedoftheobjectiveandinamostproductive
way

b.Stimulationofeffortofpeopleinthedesireddirection.Theplan
outlinesincludingthepossibleoutcomeswhichpersuadepeople
tomovetothatdirection

c.Supportforeignaidbargain.Sinceitshowsincludingtheobjective
thatthecountryseekstoachieve,itiscapableofconvincingthe
donortofinanceitinthecountry

d.Projectevaluation,byassistingoncheckingwhetherthe
predeterminedtargetsorobjectivesarebeingachieved

e.Longterm decisionmaking,asitwillshowwhateachandevery
sectoroftheeconomywillrequireinthefuturetomakeitstable.

f.Avoidingduplicationofindustriesindifferentpartsofthecountry,
foritwillshowtheonesthathavebeensetinthosepartsand
evenenhancebalancing

g.Promotebalancinginregionaldevelopmentbyensuringthatthey
arenotconcentratedinonlyoneregion,ignoringotherregions

Problemsencounteredindevelopmentplanning
Problemsattheplanningstage

i)Lackofaccurateordetaileddataforplanning.Thismayleadtoin
appropriateplanbeingdeveloped,asitentirelydependsonthe
qualityandavailabilityofthedata

ii)Existenceoflargesubsistencesector,whichmaketheplanning
unrealistic
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iii)Lackofqualifiedpersonneltoassistinplanning.Thismaymake
thecountrytorelyonforeignexpertswhodonotfullyunderstand
thecountry

iv)Problem oftheprivatesectorwhichwillalwaysrequireincentives
forthem tofollowtheplan

v)Transferofinappropriatedevelopmentplan.Assomeplanners
maysimplyborrowaplanthattheyfeelmayhaveworkedfora
givencountry,yettheconditioninthosecountriesmaynotbethe
same

Problemsattheimplementationstage
i. Overrelianceondonorfunding,whichiftheydon’treceive,the

planmaynotbeimplemented
ii. Lackofdomesticresourcessuchasskilledpersonnel,finance

andcapitalmaymaketheimplementationaproblem
iii. Failuretoinvolvethelocalpeopleinplanning.Thiswillmakethem

nottobewillingtoimplementit,fortheywillnotbeunderstanding
itorrebellingforthefactthattheywerenotincluded

iv. Naturalcalamitiessuchasdiseases,floods,drought,etcmay
makethefundsthathadbeensetasideforimplementationbe
divertedtocurbthem

v. Over-ambitiousplanswhichareatimesjustmadetoimpressthe
donorstoreleasetheirfundsbutmaynotbeeasytoimplement

vi. Lackofco-operationamongtheexecutingpartieswhichmay
maketheworknottokickoff.Forexampleaconflictbetweenthe
ministryoffinanceandthatofplanningoftheamounttobe
released

vii. Inflationwhichmaymaketheestimatedvalueofimplementation
nottobeadequate,bringingaproblem offinances

viii. Lackofpoliticalwillandcommitmentinimplementingtheplan.
Thismayfrustratetheimplementation.

INTERNATIONALTRADE

Atradeinvolvingtheexchangeofgoodsandservicesbetweentwoor
morecountries.Iftheexchangeisbetweentwocountriesonly,thenit
isreferredtoasbilateraltrade,butifitisbetweenmorethantwo
countriesthenitisreferredtoasmultilateraltrade.
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AdvantagesofInternationalTrade
Itenablethecountrytogetaccesstowiderrange/varietyof

goodsandservicesfrom othercountries
Itenablethecountrytogetwhatitdoesnotproduce
Ithelpsinpromotingpeaceamongthetradingcountries
Itenablethecountrytospecializeinitsproductionactivities

wheretheyfeeltheyhaveanadvantage
Itearnsthecountryrevenuethroughtaxesandlicensesfeespaid

bytheimportersandexportersinthecountry
Itenablethecountrytodisposeofitssurplusgoodsandservices

therebyavoidingwastage
Itcreatesemploymentopportunitiestothecitizensofthat

countryeitherdirectlyorindirectly
Itmayleadtothedevelopmentofthecountrythroughimportation

ofcapitalgoodsintothecountry
Itencourageseasymovementoffactorsofproductionacrossthe

bordersofthecountriesinvolved
Itenablecountriestoearnforeignexchangewhichitcanuseto

payforitsimports
Acountrymaybeabletoobtaingoodsandservicescheaplythan

iftheyhavebeenproducedlocally
Duringhardtimesorcalamitiessuchaswars,thecountryisable

togetassistancefrom thetradingpartners
Itbringsaboutcompetitionbetweentheimportedandlocally

producedgoods,leadingtoimprovementintheirquality
Itgivesthecountryanopportunitytoexploitfullyitsnatural

resources,duetoincreasedmarket
DisadvantagesofInternationaltrade
Itmayleadtocollapseofthelocalindustries,aspeoplewilltend

togofortheimportedgoods.Thecollapsemayalsoleadtoloss
ofemployment

 Itmayalsoleadtoimportationofharmfulfoodsandservices
suchasdrugsandpornographicmaterials

Mayleadtooverdependingonimportedcommoditiesespecially
theessentialones,makingthecountrytobeaslaveoftheother
countries,interferingwiththeirsovereignty

Itmaymakethecountrytosufferedduringemergenciesifthey
mainlyrelyontheimportedgoods
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Maymakethecountrytosufferfrom importinflation
Mayleadtoacquisitionofbadculturefrom othercountriesasa

resultoftheirinteractions
Mayleadtounfavorablebalanceofpayment,iftheimportis

higherthanexports
TermsofTrade
Thisreferstotherateatwhichthecountry’sexportexchangeswith
thosefrom othercountry.Thatis:

Termsoftrade=

Itdeterminethevalueofexportinrelationstoimportsothatacountry
canknowwhetherit’stradewiththeothercountryisfavourableor
unfavourable
Favourabletermsoftradewillmakethecountryspentlittleonimport
andgainalotofforeignexchangefrom othercountries

Forexample;
ThentablebelowshowstradebetweenKenyaandChinaintheyear
2004and2005,withtheKenyangovernmentexportingandimporting
toandfrom china,andChinaalsoimportingandExportingfrom andto
Kenya.

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%
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b)Importpriceindex(I.P.I)=

x100
averagepricesofimportincurrentyear

averagepricesofimportinthebaseyear

= x100
6500

4000
=162.5%

c)Termsoftrade(T.O.T)= x100
exportpriceindex

importpriceindex

= x100
120

162.5
=73.8%

ThisimpliesthatKenyaisimportingfrom Chinamorethanitis
exporting,leadingtounfavourabletermsoftradei.e.whenthe
percentageislessthan100%,itimpliesunfavourabletermsoftrade.

China (workout)
Theaveragepricesisthevariouspricesoftheindividualexportor
importitemsdividebytheirnumber
Factorsthatmayleadtoeitherfavourableorunfavourabletermsof
trade
Thecountryisexperiencingafavourabletermsoftradeif:
Thepricesofimportsdeclineandthoseofexportremainsthe

constant
Thepricesofimportsdeclineswhilethoseofexportsincrease
Thepriceofimportsremainsconstantwhilethoseofexports

increase
Thepricesofimportandexportincreasesbuttherateofincrease

inexportishigher
Bothpricesdecreasebutthedecreaseinimportpricesishigher

Thecountrywillexperienceunfavourabletermsoftradeif;
Pricesofimportincreaseswhilethoseofexportsdecline
Pricesofimportremainsconstantwhilethoseofexportdeclines
Pricesofimportincreaseastheexportremainsconstant
Bothpricesincrease,butforimportsincreasesatahigherrate

thanexport
Bothpricesdecrease,butforexportdecreasesatahigherrate

thanimport
Reasonsfordifferencesintermsoftradebetweencountries
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Thetermsoftrademaydifferdueto:
i. Thenatureofthecommoditybeingexported.Ifacountryexports

rawmaterials,orunprocessedagriculturalproducts,itstermsof
tradewillbeunfavourable,ascomparedtoacountrythatexports
manufacturedgoods

ii. Natureofthecommoditybeingimported.Acountrythatimports
manufacturedgoodsislikelytohaveunfavourabletermsoftrade
ascomparedtothatwhichimportsrawmaterialsoragricultural
produce

iii. Changeindemandforacountry’sexport.Anincreaseindemand
forthecountry’sexportattheworldmarketwillmakeithave
favourabletermsoftradeascomparedtothosewithlowdemand
attheworldmarket

iv. Existingofworldeconomicorderfavouringtheproductsfrom
moredevelopedcountries.Thismaymakethedeveloping
countriestohavedeterioratingtermsoftrade

v. Totalquantitysupplied.Acountryexportingwhatmostcountries
areexportingwillhavetheirproductstradingatalowerprice,
experiencingunfavourabletermsoftradeascomparedtoa
countrythatexportwhatonlyfewcountriesexport

vi. Traderestrictionsbytradingpartners.Acountrywithnotrading
restrictionsislikelytoimportmoreproducts,leadingto
unfavourabletermsoftrade,ascomparedtoifitimposetrade
restrictions

Balanceoftrade
Thisisthedifferencebetweenvalueofcountry’svisibleexportsand
visibleimportsoveraperiodoftime.Ifthevalueofvisible/tangible
exportishigherthanthevalueofvisible/tangibleimports,thenthe
countryexperiencesfavourableterms.Iflessthantheinvisiblevalue,
thenthecountryisexperiencingunfavourable.Thecountryisat
equilibrium ifthevalueofvisibleexportandimportisthesame
Balanceofpayments
Thisisthedifferenceinthesum ofvisibleandinvisibleexportandthe
visibleandinvisibleimports.Ifpositivethenitmeansthecountryis
havingfavourableterms,whileifnegative,thenitmeansunfavourable
Itgoesbeyondthebalanceoftradeinthatitconsidersthefollowing
Thecountriesvisible/tangibleexportandimportofgoods(visible

trade)
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Thecountriesinvisible/servicesexportedandimportedinthe
country(invisibletrade)

Theinflowandoutflowofinvestment(capitalgoods)
BalanceofPaymentaccount
Thisisthesummaryshowingallthetransactionsthathavetakenplace
betweenaparticularcountryandtherestoftheworldoveraperiodof
time.Thetransactionmayarisefrom

a)Theexportofvisiblegoods
b)Theimportofvisiblegoods
c)Theexportofinvisiblegoods/services
d)Theimportofinvisiblegoods/services
e)Flowofcapitalinandoutofthecountry

Componentsofbalanceofpaymentsaccount
Thebalanceofpaymentaccountismadeupofthefollowing

a)Balanceofpaymentoncurrentaccount
ii)Balanceofpaymentoncapitalaccount
iii)Officialsettlementaccount/Cashaccount/foreignexchange
transactionaccount

Balanceofpaymentoncurrentaccount
Thisistheaccountthatisusedtodeterminethedifferencebetween
thevalueofthecountry’svisibleandinvisibleimportsandexports.
Thatis
Balanceofpaymentoncurrentaccount=(visibleexport+invisible
export)–(visibleimport+invisibleimport)
Intheaccount,thepaymentsforthevisibleandinvisibleimportsare
debitedwhilethereceiptsfrom visibleandinvisibleexportsare
creditedthatis

Dr currentaccount Cr
Paymentsforimports

(VisibleandInvisible)

Receiptsfrom exports

(VisibleandInvisible)

Thebalanceofpaymentoncurrentaccountmaybe;
Inequilibrium i.e.ifDr=Cr
Unfavourablei.e.ifDr>Cr(-ve)
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Favourablei.e.ifDr<Cr(+ve)
Forexample;
Agivencountryhadthefollowingvaluesofvisibleandinvisibleexport
andimportduringtheyear2004and2005

Trade 2004

(shs)

2005(shs)

Visibleexport 18926 29954

Visibleimports 22780 32641

Invisibleexports 6568 19297

Invisibleimports 5239 16129

Required
Preparethecountry’sbalanceofpaymentsoncurrentaccountforthe
years2004and2005andcommentoneachofthem.

Dr currentaccountyear2004
Cr

shs

Visibleimports 22780

Invisibleimports 5239

Total 28019

Shs

Visibleexport 18926

Invisibleexport 6568

Total 25494

Deficit 2525

Thecountryexperiencedunfavourablebalanceofpaymentoncurrent
accountintheyear2004,sincetheyimportedmorethantheyexported

Dr currentaccountyear2005
Cr

shs

Visibleimports 32641

Shs

Visibleexport 29954
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Invisibleimports 16129

Total 28019

Excess 481

Invisibleexport 19297

Total 49251

Thecountryexperiencedfavourablebalanceofpaymentoncurrent
accountintheyear2005,sincetheyexportedmorethantheyimported
Balanceofpaymentsoncapitalaccount
Thisaccountshowsthesummaryofthedifferencebetweenthe
receiptandpaymentsontheinvestment(capital).Receiptsareincome
from investmentsinforeigncountrieswhilepaymentsareincomeon
localinvestmentsbyforeignerspaidoutofthecountry.
Thecapitalinflowincludesinvestments,loansandgrantsfrom foreign
donors,whilecapitaloutflowincludesdividendspaidtotheforeign
investors,loanrepayments,donationsandgrantstoothercountries.
Intheaccountthepaymentsaredebited,whilethereceiptsare
credited.Thatis;

Dr capitalaccount Cr
Payments Receipts

Theaccountmaybe;
Inequilibrium i.e.ifDr=Cr
Unfavourablei.e.ifDr>Cr(-ve)
Favourablei.e.ifDr<Cr(+ve)

Thecombineddifferenceonthereceiptsandpaymentsonboththe
currentandcapitalaccountsisknownastheoverallbalanceof
payments.
Theofficialsettlementaccount
Thisaccountrecordsthefinancialdealingswithothercountries
throughtheIMF.Itisalsocalledtheforeignexchangetransaction
account,andisalwaysexpectedtobalancewhichatimesmaynotbe
thecase.Thatis;

o Incaseofsurplusinthebalanceofpayment,thecentralbankof
thatcountrycreatesareservewiththeIMFandtransferthe
surplustothereservesaccount.

o Incaseofadeficitinthebalanceofpayment,thecentralbanks
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collectthereservesfrom theIMFtocorrectthedeficit,andincase
itdidnothavethereserves,theIMFadvancesit/giveloan

Balanceofpaymentdisequilibrium
Thisoccurswhenthereiseitherdeficitorsurplusinthebalanceof
paymentsaccounts.Ifthereissurplus,thenthecountrywouldliketo
maintainitbecauseitisfavourable,whileifdeficit,thecountrywould
liketocorrectit.
Causesofbalanceofpaymentdisequilibrium
Itmaybecausedbythefollowing;
Fallinvolumeofexports,asthiswillreducetheearningsfrom

exportsleadingtoadeficit.
Deterioratinginthecountriestermsoftrade.Thatiswhenthe

country’sexportsdecreasesinrelationtothevolumeofimports,
thenherpaymentswillhigherthanwhatitreceives.

Increasinginthevolumeofimport,especiallyiftheexportisnot
increasingatthesamerate,thenitwillimportmorethanit
exports,leadingtoadisequilibrium

Restrictionbytradingpartners.Thatisifthetradingpartners
decidestorestrictwhattheycanimportfrom thecountrytoa
volumelowerthanwhatthecountryimportfrom them,itwilllead
todisequilibrium

Lesscapitalinflowascomparedtotheoutflow,asthismaylead
toadeficitinthecapitalaccount,whichmayinturnleadsto
disequilibrium.

Overvaluationofthedomesticcurrency.Thiswillmakethe
country’sexporttoveryexpensiveascomparedtotheirimport,
makingittolosemarketattheworldmarket

Devaluationofthecurrencybythetradingpartner.Thismakesthe
valueoftheirimportstobelower,enticingthecountrytoimport
morefrom them thantheycanexporttothem.

Correctingthebalanceofpaymentdisequilibrium
Themeasuresthatmaybetakentocorrectthismayinclude;
Devaluationofthecountry’scurrencytoencouragemoreexports

thanimports,discouragingtheimportersfrom importingmore
intothecountry.

Encouragingforeigninvestmentinthecountry,sothatitmay
increasethelevelofeconomicactivitiesinthecountry,producing
whatcanbeconsumedandevenexportedtocontrolimports
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Restrictingthecapitaloutflowfrom thecountrybydecreasingthe
percentageoftheprofitsthattheforeignercanrepatriatebackto
theircountrytoreducetheoutflow

Decreasingthevolumeofimports.Thiswillsavethecountryfrom
makingmorepaymentsthanitreceives.Itcanbedoneinthe
followingways;

i)Imposingorincreasingtheimportdutyontheimported
goodstomakethem moreexpensiveascomparedtolocally
producedgoodsandlosedemandlocally

ii)Imposingquotas/totalbanonimportstoreducetheamount
ofgoodsthatcanbeimportedinthecountry

iii)Foreignexchangecontrol.Thisallowsthegovernmentto
restricttheamountofforeigncurrenciesallocatedforthe
imports,toreducetheimportrate

iv)Administrativebottlenecks.Thegovernmentcanputavery
longandcumbersomeproceduresofimportinggoodsinto
thecountrytodiscouragesomepeoplefrom importing
goodsandcontroltheamountofimports

Increasingthevolumeofexports.Thisenablethecountryto
receivemorethanitgivestothetradingpartners,makingitto
haveafavourablebalanceofpaymentdisequilibrium.Thiscanbe
donethrough;

i)Exportcompensationscheme,whichallowstheexporterto
claim acertainpercentageofthevalueofgoodsexported
from thegovernment.Thiswillmakethem tochargetheir
exportatalowerprice,increasingtheirdemand
internationally

ii)Diversifyingforeignmarkets,toenablenottoconcentrate
onlyononemarketthatmaynotfavourthem andalso
increasethesizeofthemarketfortheirexports

iii)Offeringcustomsdrawbacks.Thiswherethegovernment
decidestorefundinfullorinpart,thevalueofthecustom
dutiesthathasbeenchargedonrawmaterialsimportedinto
thecountrytomanufacturegoodsforexport

iv)Lobbyingfortheremovalofthetraderestriction,by
negotiatingwiththeirtradingpartnerstoeitherreduceor
removethebarrierputontheirexports

Termsofsalesininternationaltrade
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Herethecosttradingwhichincludesthecostoftheproduct,costof
transporting,loading,shipping,insurance,warehousingandunloading
maybeexpensive.Thismakessomeofthecosttobebornebythe
exporter,assomebeingbornebytheimporter.Thepriceofthegoods
quotedthereforeattheexporterspremisesshouldclearlyexplainthe
partofthecostthathe/sheisgoingtobearandtheonesthatthe
importerwillbearbeforereceivinghis/hergoods.Thisiswhatis
referredtoasthetermsofsale
Termsofsalesthereforereferstothepricequotationthatstatethe
expensesthatarepaidforbytheexporterandthosepaidforbythe
importer.
Someofthecommontermsinclude;

(i)Locoprice/ex-warehouse/ex-works.Thisstatesthatthepriceof
thegoodsquotedareastheyareatthemanufacturerspremises.
Therestoftheexpensesofmovingthegooduptotheimporters
premiseswillbemetbytheimporter

(ii) F.O.R(FreeonRail).Thisstatesthatthe
pricequotedincludestheexpensesoftransportingthegoods
from theseller’spremisestothenearestrailwaystation.Other
railwayschargesaremetbytheimporter

(iii) D.D(DeliveredDocks)/FreeDocks.This
statesthatthepricequotedcoverstheexpensesformovingthe
goodsfrom theexporter’spremisestothedock.Theimporter
meetsalltheexpensesincludingthedockcharges

(iv) F.A.S(FreeAlongShip).Statesthattheprice
quotedincludestheexpensesfrom theexporter’spremisestothe
dock,includingtheloadingexpenses.Anyotherexpensesaremet
bytheimporter

(v) F.O.B(FreeonBoard).Statesthattheprice
quotedincludesthecostofmovingthegoodsuptotheship,
includingloadingexpenses.Thebuyermeetstherestofthe
expenses

(vi) C&F(cost&freight).Thepricequoted
includestheF.O.Baswellastheshippingexpenses.Theimporter
meetstheinsurancecharges

(vii) C.I.F(CostInsurance&freight).ThepriceincludestheC&F,
includingtheinsuranceexpenses

(viii) Landed.Thepriceincludesalltheexpensesuptotheportof
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destinationaswellasunloadingcharges
(ix) InBond.Thepricequotedincludestheexpensesincurred

untilthegoodsreachesthebondedwarehouse
(x)Franco(FreeofExpenses).Thepricequotedincludesallthe

expensesuptotheimporter’spremises.Theimporterdoesnot
incuranyotherexpensesotherthanthequotedprice

(xi) O.N.O(OrNearestOffer).Thisimpliesthattheexporteris
willingtoacceptthequotedpriceoranyothernearesttothe
quotedone

DocumentsusedinInternationaltrade
i)Enquiry/Inquiry.Alettersentbyanimportertotheexporterasking

aboutthesupplyofthegoodsandthetermsofsale.
ii)OrderofIndent.Thisasksthesuppliertosupplygoods.Itmay

specifythegoodstobesuppliedandsuggestthepreferredmode
oftransportforthem.Anindentmaybeopenorclosed

o OpenIndent.Heretheimporterdoesnotspecifythesupplier
andthegoodstobeboughtandthereforetheexporteror
exportagentisfreetochoosethesupplier

o ClosedIndent.Heretheimporterspecifiesthesupplierand
thegoodstobebought

iii)LetterofCredit.Adocumentissuedbytheimportersbanktothe
exporter’sbanktoassuretheexporterofthepaymentforthe
goodsordered.Theexportercanthenbepaidbyhisbankonthe
basisofthisletter.

iv)ImportLicence.Adocumentissuedbythecountrytoallowthe
importertobuygoodsfrom abroad.

v)BillofLading.Adocumentoftitletogoodsbeingexportedissued
bytheshippingcompanytotheimporterwhoshoulduseitto
havegoodsreleasedattheportofentry.

vi)FreightNote.Adocumentpreparedbytheshippingcompanyto
showthetransportationchargesforgoods.

vii)Certificateofinsurance.Adocumentissuedbytheinsurance
companyoragent,undertakingtocovertheriskagainsttheloss
ordamagetogoodsbeingexported.

viii) CertificateofOrigin.Adocumentthatshowsthecountry
from whichthegoodsarebeingimportedhaveoriginatedfrom.

ix)CommercialInvoice.Adocumentissuedbytheexporterto
demandforthepaymentforthesoldoncredittotheimporter.
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Itshowsthefollowing;
Thenameandaddressoftheexporter
Thenameandtheaddressoftheimporter
Thepricecharged
Thetermsofsale
Thedescriptionoftheconsignment
Thenameoftheshiptransportingtheconsignment

x)ConsularInvoice.Adocumentthatshowsthatthepricesofthe
goodsthathavebeenchargedisfairascertifiedbytheconsul
withtheembassyoftheexportingcountry.

xi)ProformaInvoice.Adocumentsentbytheexportertothe
importerifhe/sheisnotwillingtosellgoodsoncredit.Itmaybe
usedtoservethefollowingpurposes;
Serveasaformalquotation
Serveasapoliterequestforpaymentbeforethegoodsare

releasedforthecustomer
Toenabletheimportertoinitiatedtheclearingofthecustom

dutyearlyenoughtoavoiddelays
Usedtobytheimportertoobtainpermissionfrom the

CentralBanktoimportgoods
xii)AirwayBill.Issuedbytheairlinecompanytoshowthecharges

forthegoodsbeingtransported
xiii) LetterofHypothecation.Aletterwrittenbytheexporterto

his/herbankauthorizingittoresellthegoodsbeingexported.
Thisoccursifthebankfailstogetpaymentonthebillof
exchangedrawnontheimporterthatithasdiscountedforthe
exporter.Shouldtherebeadeficitaftertheresale,theexporter
paysthedeficit

xiv) Weightnote.Adocumentsthatshowstheweightandother
measurementsofthegoodsbeingdeliveredatthedock

xv)Shippingadvicenote.Adocumentissuedbytheexporterto
his/hershippingagentcontaininginstructionforshippinggoods.

InternationalFinancialInstitutions
Someoftheinstitutionsthatplayaroleininternationalmonetary
system include;

i. InternationalMonetaryFund(I.M.F)
ii. AfricanDevelopmentBank(A.D.B)

iii. AfricanDevelopmentFund(A.D.F)
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iv. InternationalBankForReconstructionandDevelopment(World
Bank)

i.InternationalMonetaryFund(I.M.F)
Thisbankoperateslikethecentralbankofthecentralbanksofthe
membercountries.Itsobjectiveincludesthefollowing;

Ensuringthatthemembercountrymaintainsastableforeign
exchangeratesfortheircurrencies.Thisitdoesbyadvisingthe
countrytoraiseorincreasethesupplyoftheircurrencytodevalue
them orincreasetheirvalueinternationally

Providefinancialsupporttothemembercountrytoalleviate
povertyandboosttheirincome.

Relievingheavilyindebtedcountriesofdebtrepaymentsothatit
canusethatfundtoraisethelivingstandardsofitspeople.

Providingfundstothemembercountriestofinancethedeficitsin
theirbalanceofpayment.

Provideforum throughwhichthemembercountrycanconsult
andcooperateonmattersconcerningtradeamongthem

Maintainingcurrencyreservesofthedifferentcountries,enabling
membercountriestobuyforeignexchangetobeusedtoimport
goodsandservices.

ii.AfricanDevelopmentBank(A.D.B)
Thisbankwasformedtopromotetheeconomicandsocialprogressof
itsregionalmembercountriesinAfrica.Itmainsourceoffinanceisthe
members’contributionsandtheinterestchargedonthemoneythey
lendmembers.
Itsfunctionsinclude;

Providingloansforeconomicandsocialdevelopmenttomember
countries

Providetechnicaladviceinplanningandimplementationofthe
developmentplans

Assistmembercountrytoappropriatelyexploititresources
Toencourageco-operationamongAfricancountriesinorderto

bringeconomicgrowth
Toco-operatewithvariouseconomicinstitutionsinordertobring

aboutdevelopmentespeciallyinAfricacountries
iii.AfricanDevelopmentFund(A.D.F)

Thiswasformedtoprovidelongterm financialassistancetothelow
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incomecountriesthatcannotobtainloanfrom otherfinancial
institutionsattheprevailingtermsandcondition.Theirloansmay
recoveralongerrepaymentperiodswithnointerestexceptthe
commitmentfeesandservicechargewhichisminimal.Theyfund
activities,whichincludes;

o Educationandresearchactivities
o Offertechnicaladvicetothemembercountries
iv.InternationalBankForReconstructionandDevelopment(World

Bank)
TheWorldBankwasformedtocarryoutthefollowingfunctions;
Givingloanstocountriesatverylowinterestratestofinance

economicdevelopmentactivities.
Provisionofgrantstofinancetheprovisionofsocialamenities

andbasicinfrastructuraldevelopmentindevelopingcountries.
Fightingagainstcorruptionandpoorgovernancewhichmaylead

tomisuseofpublicfundsindifferentcountries.
Advancingmoneytocountriestofinancebalanceofpayment

deficit.
Givingadviceoneconomicchallengesthatcountriesmayface.
Availingtechnicalassistanceandpersonneltohelpcountriesrun

theireconomicprogrammes
EconomicIntegration
Thisoccurswheretwoormorecountriesenterintoamutual
agreementtocooperatewitheachotherfortheirowneconomic
benefit.Theymaydothisbyallowingfreetradeorrelaxingtheir
existingtradebarriersforthemembercountries.
Economicintegrationmayoccurinthefollowingforms;

A.FreeTradeArea
Thisisacasewherethemembercountriesagreetoabolishor
minimizetariffsandothertraderestrictionsbuttheindividual
countriesarefreetoimposerestrictionsonnon-member
countries.Theyincludes;PreferentialTradeArea(P.T.A),
EuropeanFreeTradeArea(E.F.T.A),LatinAmericaFreeTrade
Area(L.A.F.T.A),etc.

B.Custom union
Thisiswherethemembersofthefreetradeareamayagreenot
onlytoabolishorminimizetheirtariffs,butalsoestablisha
commontarifffortheexchangeofgoodsandserviceswiththe
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nonmembercountries.Theyinclude;EconomicCommunityof
WestAfricaStates(E.C.O.W.A.S),EastAfricaCustom Union
(E.A.C.U),CentralAfricaCustom andEconomicUnion(C.A.C.E.U)

C.CommonMarket
Thisiswherethemembercountriesallowforfreemovementof
factorsofproductionacrosstheborders.Peoplearefreetomove
andestablishtheirbusinessinanymembercountry.Theyinclude;
EastAfricaCommonMarket(E.A.C.M),EuropeanEconomic
Community(E.E.C),CentralAmericanCommonMarket(C.A.C.M),
CommonMarketforEasternandSouthernAfrica(COMESA)

D.EconomicUnion
Thisiswherethemembersofthecommonmarketagreeforput
inplaceacommoncurrencyandacommoncentralbankforthe
membercountries.Theyevendevelopcommoninfrastructures
whichincludesrailways,communicationnetworks,common
tariffs,etc

Importanceofeconomicintegration
Economicintegrationwillensurethefollowingbenefitsforthemember
countries;
Availabilityofwidermarketforthegoodsandservicesproduced

bythemembercountries.Thisenablesthem toproducetotheir
fullcapacity

Itenablesthecountrytospecializeinthegoodstheyproduce
best,makingthem toeffectivelyutilizetheirresources

Itleadstopromotionofpeaceandunderstandingamongthe
membercountriesthroughinteraction

Itleadstohighqualityofgoodsandservicesbeingproducedin
thecountryduetothecompetitiontheyface

Itallowmemberstogetaccesstowidervarietyofgoodsand
serviceswhichsatisfydifferentconsumerneeds

Itleadstocreationofemploymentforindividualslivingwithinthe
region,astheycanworkinanyofthemembercountry

Itincreasetheeconomicbargainingpowerintradingactivitiesby
thecountriesformingatradingbloc

Improvementoftheinfrastructureintheregionduetoincreased
economicactivities.

Itbringsaboutco-ordinationwhendevelopingindustries,asthe
memberswillassigntheindustriestoeachothertocreate
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balancedevelopmentandavoidunnecessaryduplication
FreeTradeArea
Thisisasituationwherethereisunrestrictedexchangeofgoodsand
servicesbetweenthecountries.Ithasbenefits/advantagessimilarto
thoseofeconomicintegration.
Disadvantagesoffreetradearea
Someoftheproblemsitislikelytobringinclude;
Itmayleadtoimportationofinferiorgoodsandservicestothe

country,asthemembercountrymaynotbeabletoproducehigh
qualityascomparetoothernon-membercountries

Itmaydiscouragethegrowthoftheinfantindustriesdueto
competitionfrom welldevelopedindustriesinothercountries

Itmayleadtoreducedgovernmentrevenuebecausenotariffmay
bechargedonthegoodsandservices

Acountrymaybetemptedtoadopttechnologynotsuitableforits
levelofdevelopment.

Ifnotcontrolled,itmayleadtounfavourablebalanceofpayment,
whereacountryimportsmorethanitexport

Itmayleadtoimportationofharmfulgoodsandservices,that
mayaffectthemembershealthsuchasillegaldrugs

Itmayleadtolackofemploymentopportunitiesespeciallywhere
morequalifiedpeoplehavemovedfrom theircountrytosecure
jobopportunitiesinthecountry

Itmayexposethecountrytonegativeculturalpracticesinother
countries,interferingwiththeirmorals.Forexampletheexposure
tothepornographicmaterials.

Compromisingpoliticalideologiesespeciallywheremember
countrieswithdifferentideologieswantstofitintothebloc

Itmayleadtooverexploitationofnon-renewableeconomic
resourcessuchasminerals

TradeRestrictions
Thesearedeliberatemeasuresbythegovernmenttolimittheimports
andexportsofacountry.Theyarealsoknownasprotectionism and
includesthefollowing;

Tariffswhichincludetaxesleviedonbothimportandexport.It
canbeusedtoincreaseordecreasethelevelofbothimportand
export

Quotaswhichistherestrictiononthequantityofgoodstobe
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eitherimportedorexported.Itcanbeincreasedordecreasedto
increaseordecreasethelevelofimportorexportrespectively.

Totalban(zeroquota)wherethegovernmentissuesadirection
illegalizingeithertheimportorexportoftheproducts

Complicatedimportprocedureinordertodiscouragesome
importersfrom importing

Subsidiesonlocallyproducedgoodstodiscourageimports
Legislationagainstimportationofcertaingoods
Settingthestandardsofproductstobeimported

Reasonsfortraderestrictions
Topreventtheinflowofharmfulgoodsintothecountry,thatmay

beharmfultothelivesofthecitizens
Toprotectthelocalinfantindustriesthatmaynotbeableto

competefavourablywithwellestablishedindustry
Togiveacountryachancetoexploititsnaturalresourcesin

producingtheirgoods
Toprotectstrategicindustry,sincetheircollapsemaymakethe

countrytosuffer
Tominimizedependencyofthecountrytoothercountriesfor

theirstability
Tocreateemploymentopportunitytoitspeoplebyestablishing

theindustriestoproducethegoodsandservices
Topreventdumpingofgoodsinthecountrybythedeveloped

partnerswhichmaycreateunfaircompetition
Tocorrectbalanceofpaymentdeficitbylimitingimport
Toprotectgoodculturalandsocialvalueswhichmaybe

influencedbyunacceptedvaluestheyarelikelytoacquirefrom
othercountrythroughinteraction

Toexpandmarketforlocallyproducedgoodsbyrestrictingthe
numberofforeigngoodsinthemarket.

Toenablethecountryearnforeignexchangethroughimposing
taxesandothertariffs

Advantagesoftraderestrictions
Itpromotesselfrelianceasindustrieshaveanopportunityto

engageintheproductionofgoodsandservicesthatwere
previouslyimported

Itprotectsthelocalindustriesfrom stiffcompetitionthatthey
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mayhavefacedfrom thewelldevelopedcountries
Itmayhelptocorrectthebalanceofpaymentdeficit
Itrestricttheentryofharmfulgoodsintothecountryasitcontrols

theinflowofimportsintothecountry
Itenablesthecountrytoconservetheirvaluablesocialand

culturalvaluesfrom theexternalinfluence
Ithelpincreatingmorejobopportunitiesthroughdiversificationin

theproduction
Itpromotesthegrowthoflocal/infantindustriesinthecountry.

Disadvantagesoftraderestriction
Therewillbeavailabilityoflimitedvarietyofgoodsinthecountry

thatwilllimittheconsumer’schoices
Mayleadtoproductionoflowqualitygoodsastherewillbeno

competitionfortheproducingfirms
Othercountriesmayalsoretaliate,leadingtoreductioninexport

from theircountry
Thereislikelytobehighpriceschargedonthelocallyproduced

goods,sincethesmallfirmswhichproducethem maynotbe
enjoyingtheeconomiesofscale

Thecountryislikelytobeexposedtosmallmarket,shouldall
countriesrestrictwhichmayleadtoreductionintrade.

Asaresultofthecontinuedprotection,someindustriesmay
developatendencyofremainingyoungtostillenjoythe
protection,whichlimitsthelevelofdevelopment

Itmayleadtoemergenceofmonopolyastheprotectedindustry
mayendupremainingaloneinthemarket,bringingaboutthe
problemsofmonopolies

TrendsinInternationalTrade
i. Liberalizationthathasledtoremovalofmanytraderestriction

amongthecountries,increasingthelevelsoftrade
ii. DevelopmentofE-Bankingwhichhasenabletheinternational

tradertogetaccesstotheirbankaccountsfrom whereverthey
arein

iii. Developmentofexportprocessingzones(EPZ)bythe
governmenttoallowstheindustriesinvolvedjustconcentratein
theexportedgoodsonly.Itenablethecountryenjoythefollowing
benefits(advantagesofEPZ)
Itcreatesjobopportunitiestothecitizens
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Itcreatesmarketforlocallyproducedrawmaterialsthatthey
useintheirproduction

Itencouragetheforeigninvestorstoinvestinthecountries,
i.e.intheprocessingzones,increasingthelevelof
investmentinthecountry

Encouragesexportinthecountryastheincentivesgivento
them bythegovernmentmakesthem toproducemoreand
moreforexport

Itstimulatesindustrializationinthecountryinallsector
includingtheonesproducingforlocalconsumptions

HoweverEPZ’shavethefollowingproblems/disadvantages
Mostofthem employsforeignersintheirmanagement

team,denyingthelocalsachancetogetemployed
Theydonotgeneraterevenuetothegovernment,

especiallyduringtaxfreeperiods
Theyareconcentratedinfewtowns,bringingabout

imbalanceregionaldevelopment
Someofthem encouragessocialevilssuchas

prostitutioninareaswheretheyaredeveloped
iv. Developmentofe-commerce/websitetradingwhichhas

promotedthesellingandbuyingofitemsthroughtheinternet,
withpaymentsmadeonline.
E-commercehasthefollowingbenefits/advantages:
Oneisabletoaccessthemarketworldwide,asthecountries

areconnectedtotheinternet
Thereisnodiscrimination,asboththesmallandlarge

industriesareabletotransactthroughtheinternet
Itisfasttotransactthebusinessthroughinternet,asit

savesontravellingtimeandthereforesuitableforurgent
transaction

Itischeapespeciallyonthecostofsending,receivingand
storinginformation

Itiseasyforfirmstosharevaluableinformationabout
production

THESTOCKEXCHANGEMARKET
Thisisamarketwherebythebuyingandsellingofsharesandother
securitiestakesplace.Sharesarethesmallestunitsofcapitalthatcan
besoldtopersonsbyacompanyforthem tobecomeshareholders.
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Othersecuritiestradedinthismarketincludesdebentures(aunitof
loansoldbythecompaniestothemembersofthepublic),government
bonds(alongterm borrowingcertificatebythegovernmentfrom its
people)andgovernmenttreasurybills(ashortterm borrowing
certificatebythegovernmentfrom itspeople).
Commontermsusedinstockexchange

i)Securities:-adocumentcertifyingthatonehaslentmoneytothe
issuer(thepersonborrowingthemoney)

ii)Broker:-aperson/firm registeredbythecapitalmarketauthority
(CMA)tobuyandsellsharesandothersecuritiesonbehalfof
theirclients

iii)Jobber:-aperson/firm whobuysandsellsharesandother
securitieswithanaim ofmakingaprofit

iv)CDSCaccount:-CentralDepositorySettlementCorporation
accountformobilizingthesharesandsecuritiestobetradedon
atthemarket

Inthestockexchangemarketonlyregistered/listed/quotedcompanies
areallowedtoselltheirshares.Aquoted/listedcompanyisacompany
thathasbeenregisteredasamemberofthestockexchangemarket.
ThequotedcompaniescanselltheirsharesthroughtheInitialPublic
Offer(I.P.O)ornormaltradinginthemarket.
IPOistheinitialpricethatthecompanywillfloatitssharestothe
membersofthepublictobuy/subscribetoforthefirsttime.These
sharesaresaidtohavebeenissuedintheprimarymarket.Afterthe
IPOthesharesarethenaccumulatedasstockandtradedoninthe
stockexchangemarket(secondarymarket).
Allthetradingofthesharesisdonethroughthecompany’sagentsor
brokers.
Procedureofbuyingshares:

i. OpeningaCDSCaccountthroughbroker
ii. Fillinginthepurchaseorderform bystatingthetypeandthe

numberofsharestobebought
iii. Thebrokeridentifiesandnegotiatewiththewillingbuyer
iv. Thesharesarethenpaidforthroughbrokersatacommission
v. SharesarethentransferredandcreditedinthebuyersCDSC

account
Procedureforsellingshares:

i.OpeningaCDSCaccountthroughbroker
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ii.Fillinginthesalesorderbystatingthepriceandthenumberof
sharestobesold

iii.Thebuyeridentifiesandnegotiatewiththewillingbuyer
iv.Thebuyerpaysforthesharesthroughthebroker
v.Sharesaretransferredandcreditedinthebuyer’sCDSCaccount

withthesellersCDSCaccountbeingdebited
Rolesofstockexchangemarket
Theyperform thefollowingroles:
Theyfacilitatethebuyingofsharesbycreatingaconducive

environmentfortheinvestorswhowantstobuyshares.
Theyfacilitatethesellingofsharesbycreatingareadymarketfor

thosewhowishtoselltheirshares
Theysafeguardtheinvestors’interestbyensuringthatthe

companiestobelistedhavemetagivenstandardofperformance.
Ifnottheywillbederegistered

AssistthecompanytoraisecapitalthroughIPOorsalesof
sharesinthemarket

Provideusefulinformationtotheinvestorswhichisalwaystimely
andaccuratetoassistthem intheirdecisionmaking

Theycreateemploymentopportunitytothosewhofacilitatethe
buyingandsellingofthesharessuchajobbers,brokers,etc

Theyhelpthegovernmentinraisingtherevenuesintermsoffees
andrentstothegovernment

Theyavailvarietyofsecuritiesfortheinvestorstochoosefrom
beforeinvesting.

Theymeasurethecountry’seconomicprogressthroughchecking
theperformanceofthestock,whichmaybeanindicatorofthe
economicperformance.

SOURCEDOCUMENTSANDBOOKSOFORIGINAL
ENTRY

Thesearedocumentscontainingtheinformationthatmakesbasisof
makingentriesinthebooksofaccounts.Theyactasevidencethatthe
transactionactuallytookplace.Theyincludes
Cashsalereceipt:-adocumentthatshowsthatcashasbeen

receivedorpaidoutofthebusinesseitherinform ofcashorcheque.It
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isasourcedocumentthatismainlyusedinmakingrecordsinthecash
journalscashbook,cashaccountsorbankaccounts.Ifthereceiptis
received,itmeanspaymentshasbeenmadeandthereforewillbe
creditedintheaboveaccounts,ortakentocash
disbursement/paymentjournals,whilewhenissued,itmeans
cash/chequehasbeenreceivedandthereforewillbedebitedinthe
aboveaccountsortakentocashreceiptjournals
Invoice:-adocumentissuedwhenthetransactionwasdoneon

credittodemandfortheirpayment.Iftheinvoiceisanincoming
invoice/invoicereceived,thenitimpliesthatthepurchasesweremade
oncredit,andifitisanoutgoing/invoiceissuedthenitimpliesthat
salesweremadeoncredit.
Theincominginvoicewillbeusedtorecordtheinformationinthe
purchasesjournals/diary,whileanoutgoinginvoicewillbeusedto
recordinformationinsalesjournals/diaries
Creditnote:-adocumentissuedwhengoodsarereturnedtothe

businessbythecustomerorthebusinessreturngoodstothesupplier
andtocorrectanyoverchargethatmayhavetakenplace.Ifitis
received,thenitmeanspartofthepurchaseshasbeenreturnedand
thereforetheinformationwillbeusedtorecordinformationinthe
purchasesreturnjournals,whileifissuedthenitmeansthepartof
saleshasbeenreturnedbythecustomersandthereforeusedto
recordtheinformationinthesalesreturnjournals/diaries

Debitnote:-adocumentusedtocorrectanunderchargethatmay
havetakenplacetoinform thedebtortopaymore.Itthereforeactsas
anadditionalinvoice
Paymentvoucher:-adocumentusedwhereitisnotpossibleto

getareceiptforthecash/chequethathasbeenreceivedorissued.The
personbeingpaidmustsignonittomakeitauthentic.Itistherefore
usedtorecordinformationjustasreceipts
Booksoforiginalentries/Journals/Diaries/day’sbooks/Subsidiary
books
Thesearebookswherethetransactionsarelistedwhentheyfirst
occur,withtheirentriesbeingmadeonadailybasisbeforetheyare
postedtotheirrespectiveledgeraccounts.Theinformationinthe
sourcedocumentsareusedtomakeentriesinthesebooks.Thebooks
oforiginalentriesinclude:
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Salesjournals
Salesreturnjournals/Returninwardsjournals
Purchasesjournals/creditorsjournals/boughtjournals
Purchasesreturnjournals/returnoutwardsjournal
Cashreceiptjournals
Cashpayment/cashdisbursementjournals
Threecolumncashbook
Thepettycashbook
Analysiscashbook
Generaljournals/journalproper

(i)Salesjournals
Thisisusedtorecordcreditsalesofgoodsbeforetheycanbe
recordedintheirvariousledgers.Theinformationobtainedinthe
outgoinginvoice/invoiceissuedisusedtorecordtheinformationin
thisjournalasthesourcedocument
Theoveralltotalinthesalesjournalisthereforepostedinthesales
accountinthegeneralledgeroncreditsideanddebtorsaccountinthe
salesledgerasadebitentry
Salesjournal
Date Particulars/details Invoice

no

Ledger

folio

amount

Example:
ThefollowinginformationrelatestoTiroptradersforthemonthof
June2010

June 1:Soldgoodstowafulaoncreditofksh200,invoiceno
0114

2:Soldtothefollowingdebtorsoncredit;Wanjiruksh400,
Musyokaksh300, Wafulaksh300

5:soldgoodsoncredittoWanjiruofksh300
10:SoldgoodstothefollowingoncreditKaniniksh100,

Wafulaksh500,Wanjiruksh600
12:Soldgoodsoncredittomusyokaofksh350

Required:
Preparetherelevantdaybookfortheabovetransactions;hencepost
thevariousamountstotheirrespectiveindividualaccounts
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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/debtorshave
returnedtothebusiness.Itusestheinformationinthecreditnote
issuedasasourcedocumenttoprepareit.Theinformationis
thereforerecordedtothereturninwardsaccountinthegeneralledger,
whiletheindividual’sentriesarereflected(credited)alsointheir
respectivedebtorsaccountfordoubleentrytobecompleted.Ittakes
thefollowingformat
Salesreturnjournal
Date Particulars/detail

s

Creditnote

no

Ledger

folio

amount
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Forexample;
Recordthefollowingtransactionforthe2007intheirrelevantdiaries,
hencepostthem totheirrespectiveledgeraccounts;

May1:goodsthathadbeensoldtoM Okondoofshs2600on
creditwasreturnedtothebusiness

“2:G.Otuyareturnedgoodworthshs1320thatwassoldto
him oncredittothebusiness

“ 8:thefollowingreturnedgoodsthathadbeensenttothem on
credittothebusinessHWatishs3500,Muyashs4700M
Okondoshs2900

“ 12:GOtuyareturnedgoodsworthshs5400thatweresoldon
credittothebusiness

“30:Goodsworthsh8900thathadbeensoldoncredittoG
Otuyawerereturnedtothebusiness

SalesReturnjournal
Date Particulars/details Credit

noteno

Ledger

folio

amount

May

2007:

1

2

8

8

8

12

30

M Okondo

GOtuya

HWati

Muya

M Okondo

GOtuya

GOtuya

Totalspostedto

ReturnInwardsa/c

(Dr)

S.L

S.L

S.L

S.L

S.L

S.L

S.L

GL

2600

1320

3500

4700

2900

5400

8900

29320
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(Posttheentriestotheindividualledgera/c’s(Cr))
PurchasesJournal

Thisisusedtorecordthecreditpurchaseofgoods.Thetotalsarethen
debitedinthepurchasesaccountinthegeneralledger,whilethe
individual’screditorsaccountsarecredited.Itusedtheinvoices
received/incominginvoicesasitsourcedocument.Ittakesthe
followingformat;
Purchasesjournal
Date Particulars/details Invoice

no

Ledger

folio

amount

Forexample
ThefollowinginformationrelatestoMikwaTradersforthemonthof
April2011.Recordthem intheirrelevantday’sbook,hencepostthe
entriestotheirrelevantledgeraccounts.
April2011;

“2.Boughtgoodsworthshs25000oncreditfrom Juma,Invoice
no3502

3.Boughtgoodsworthshs16500from kamauoncredit,
invoiceno2607

6.Boughtgoodsworthshs12700from Jumaoncredit,invoice
no3509

8.Purchasedgoodsofshs25200from juma,invoiceno3605;
shs17500from Kamau,invoiceno3700;shs45000from
Wamaewholesalers,invoiceno3750

15.Purchasedgoodsofshs9200from Wamaewholesalerson
credit,invoiceno3762

18.Boughtgoodsofshs17000from Kamauoncredit,invoiceno
3802

24.Purchasedgoodsofshs36000from Jumasupplierson
credit,Invoiceno3812

PurchasesDaybook
Date Particulars/details Invoice

no

Ledger

folio

amount

April
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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
Thisisusedtorecordgoodsthathavebeenreturnedtothecreditors
bythebusiness,reducingthevalueofthegoodsthathadbeen
purchased.Itusesthecreditnotereceivedasthesourcedocuments,
withthetotalsbeinginthepurchasesreturnaccountwhilethe
individualcreditor’saccountsaredebitedintheirrespectiveledger
accounts.Ittakesthefollowingformat
Purchasesreturnjournal
Date Particulars/detail

s

Creditnote

no

Ledger

folio

amount

Forexample:
Recordthefollowingtransactioninthepurchasesreturndaybookfor
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Njiru’stradersforthemonthofJune2010,henceposttheinformation
intotheirrelevantledgeraccounts.
June2010;

“3.Returnedgoodsworthshs400thathadbeenboughtfrom
Nairobistores,creditnoteno56

“8.Returngoodsofshs1200toMatayosstore,Creditno148
“19.Hadsomeoftheirpurchasesreturnedtothefollowing;Njoka

enterprisesshs700,creditnoteno205,NairobiStoresshs600,
creditnoteno58,Matayosstoreshs1000creditnoteno191

“26.Returnedgoodsworthshs1800toNjokaenterprisecredit
noteno210

“30.Returngoodsworthshs1020toMatayosstore,creditnote
no200

(iv) CashreceiptDiaries
Thisisusedtorecordallthecashandchequesthathavebeen
receivedinthebusiness.Theymaybemanythatpostingdirectlyinthe
cashbookmaybetediousandarethereforefirstrecordedhere.It
totalsarepostedtothecashandbankaccountsinthegeneralledger
(Dr),whiletheindividualaccountsarecreditedintheirrespective
accountsintheledger.Itusesthecashreceiptissuedandbankslips
receivedasthesourcedocuments.Ittakesthefollowingformat;
Cashreceiptjournal
Dat

e

Particulars/deta

ils

Receipt

no

Ledger

folio

Disc

allowed

cash bank

(v) CashpaymentJournals
Thisisusedtorecordcashandchequesthathavebeenissuedtothe
creditors/outofthebusiness.Itstotalsarecredited(Cr)inthecash
andbankaccountandtheindividualaccountsaredebited(Dr)intheir
respectiveaccountsItusesthecashreceiptreceivedandbankslips
issuedasthesourcedocuments.Ittakesthefollowingformat;
CashPaymentjournal
Dat

e

Particulars/deta

ils

Receipt

no

Ledger

folio

Disc

received

cash bank
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Forexample:
Recordthefollowingtransactionsintotheirrelevantdaybooksof
Onyangotraders,henceposttheentriestotheirrespectiveledger
accountsandbalancethem off;
May2011:

“1.Cashsalesamountingtoksh3000,receiptno0112
“2.Paidthefollowingcreditorsbychequeafterhavingdeducteda

cashdiscountof10%ineachcase;H.Mwangiksh1500,J.
Mwanikiksh1600,N.Mugoksh1200

“3.ReceivethefollowingChaquesfrom debtorsinsettlementof
theirdebtsafterhavingdeducted5%cashdiscountineach
case;Lucykshs22800chequeno0115,Otienokshs8550
chequeno0011,Marthaksh1330chequeno0016

“5.Paidforrepairsincashkshs16000,receiptno0251
“10.PaidJumaincashkshs9500,receiptno0295
“14.Cashsaleskshs17000,receiptno02714
“15.Bankedkshs6000from thecashtill
“15.Receivedcashfrom Maryofkshs13500,receiptno0258
“16.Cashsalesofkshs26400wasdirectlybanked,bankslipno

40152
“20.Cashpurchasesofkshs8920,receiptno117
“22.Cashpurchasesofkshs15200waspaidforbyacheque,

chequeno512
Cashreceiptjournal
Date Particulars/deta

ils

Documen

tno

Ledger

folio

Disc

allowe

d

cash bank

May

2011

1

3

3

Sales

Lucy

Otieno

Martha

0112

0115

0011

0016

GL

SL

SL

SL

1200

450

700

3000

22

800

8550
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3

14

15

15

16

Sales

Cash

Mary

Sales

Totalstobe

postedtothe

cashandbank

a/c(Dr)

02714

0258

40152

GL

“c”

SL

GL

2350

17

000

13

500

33

500

1330

6000

26

400

65

080

(Postthetotalsandtheentriestotheirrespectiveaccounts)
CashPaymentjournal
Date Particulars/deta

ils

Docume

ntno

Ledger

folio

Disc

Receive

d

cash bank

May

2011

2

2

2

5

10

15

H.Mwangi

J.Mwaniki

N.Mugo

Repairs

Juma

Bank

Purchases

0251

0295

117

PL

PL

PL

GL

PL

“c”

GL

166.70

177.70

133.30

16

000

9500

6000

1500

1600

1200
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20

22

Purchases

Totalstobe

postedtothe

cashandbank

a/c(Cr)

512 GL

477.30

8920

40

420

15

200

19

500

(Postthetotalsandtheentriestotheirrespectiveaccounts)
(vi) ThepettyCashbook

Thisisusedtorecordmoneythathasbeensetasidetomake
paymentsthatdoesnotrequirelargeamounts,suchascleaning,staff
tea,postingletters,etc.itisalwayskeptbythepettycashier,underthe
supervisionofthemaincashier.Theamountreceivedbythepetty
cashierisalwaysdebited,whilethepaymentsmadefrom thesameis
credited.Thecreditsidealsocontainstheanalyticalcolumnsfor
variousitemsofexpenditure.Theamountcreditedisalsoextendedto
theanalysiscolumnforthespecificitem.Attheendofthestated
period,thepettycashbookisbalanced,andthetotalsarepostedto
theirindividualaccounts.Theindividual’saccountsaredebitedwiththe
totalsoftheanalyticalcolumns,whilethecashaccountiscreditedby
themaincashierforthetotalthatwasspentinthepettycashbook.
Pettycashbookcanalsobeoperatedonanimprestsystem,wherethe
pettycashierreceivesagivenamountofmoneyatanintervals
(imprest)tospend,andreportbacktothemaincashierattheendof
theperiodonhowthemoneyhasbeenspentandthebalancestill
remainingforre-stocking(reimbursed),andonlytheamountspentcan
bereimbursedsothatatthebeginningoftheperiodthepettycashier
willalwayshavethefullamount(cashfloat).
Forexample:
Apettycashierofsinachukitradersoperateapettycashbookonan
imprestofkshs2500onamonthlybasis.On1stFebruary2010,she
hadcashinhandofshs150andwasreimbursedthedifferencebythe
maincashiertorestorehercashfloat.Thefollowingpaymentswere
madeduringthemonthofFebruary2010
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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 theaboveinformationandpostthe
totalstotherelevantledgeraccounts.
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

1

1

2

3

4

Balb/d

Reimbur

sement

Travellin

gexp

Correctin

gfluid

Sugar

11

0

20

0

18

0

11

0
20

0
18

0
255

255
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250

0

22

10

15

18

20

25

26

27

28

28

Stamps

Telepho

ne

Entertain

ment

Stamps

Bread

Fare

Duplicati

ngink

Entertain

ment

Telepho

ne

Atieno

Totals

Balc/d

Balb/d

25

5

25

5

13

0

10

0

14

8

20

0

25

0

40

0

10

0

15

0

24

78

22

25

00

20

0

31

0

25

0

45

0

14

8

32

8

100

355

100

355

130

400

530

150

150

ThetotalsintheanalyticalcolumnsareDebitedintheindividual
accounts,withthepettycashbooktotalsbeingcreditedinthecash
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account.

(vii) ThegeneralJournal/Journalproper
Thisoneisusedtorecordpurchasesorsalesoffixedassetsofthe
businessoncredit.Theseassetsdonotform partofthestocksince
thebusinessdoesnotdealinthem,howeverthebusinessmaydecide
tobuyorsellthem foronereasonortheother.
Inthisjournal,theaccounttobedebitedbeginsatthemargin,whilethe
accounttobecreditedisindentedfrom themargin,withanarration
belowthem putinbrackets.Thenarrationsimplyexplainsthenatureof
thetransactionthathastakenplace.Theindividualentriesarethen
postedtotheirrespectiveaccountsbyeitherdebitingorcrediting
dependingonthetransactions.Ittakesthefollowingformat;
Generaljournal
Date Particulars/detail

s

Ledger

folio

Drshs Crshs

Forexample:
Journalisethenfollowingtransactionswhichtookplaceinthe
businessofJOpucheduringthemonthofMarch2005
March5;Purchasedofficefurnitureoncreditforshs25000from
miugizaFurnitureLimited

10;Soldoldduplicatingmachineforshs15000tosamba
academyoncredit
15;Boughtanewmotorvehicleforshs800000from explo

motorsLtd,payingshs300000incashandbalancewasto
besettledatalaterdate

18;SoldoldvehicletoMaraSecondaryschoolforshs500000on
credit

25;Theownerconvertedpersonalelectroniccalculatorvaluedat
shs9000intobusinessasset

27;Soldoldcomputersvaluedatshs20000forshs15000on
credittoMarasecondaryschool

30;Soldolddiningchairsworthshs10000toMaendeleoforshs
15000oncredit

Generaljournal
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Date Particulars/details Ledge

rfolio

Drshs Crshs

March

2005

5

10

15

18

25

OfficeFurniturea/c

Miugizaa/c

(Beingacreditpurchase

ofofficefurniturefrom

Miugiza)

SambaAccademya/c

DuplicatingMachine

a/c

(Beingcreditsalesof

duplicatingmachineto

Sambaacademy)

Motorvehiclea/c

Casha/c

ExploMotorsa/c

(Beingpurchaseofmotor

vehiclefrom explo.

motors,payingpartin

cashandpartoncredit)

MaraSecscha/c

Motorvehiclea/c

(beingthecreditsaleof

oldmotorvehicletomara

25000

15000

800000

500000

9000

25000

15000

300000

500000

500000
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27

30

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

maendeleoatagainof5

000)

15000

5000

15000

1384000

9000

20000

10000

5000

1384000

Theentriesarethentransferredtotheirrespectiveaccountsinthe
ledger,withtheonesdebitedinthejournalsbeingdebitedandtheones
creditedbeingcredited.
TheJournalpropercanalsobeusedtoshowtheopeningentriesand
theclosingentries.Thatis;
Openingentries

Theopeningentriesaretheentriesoftheassetsandliabilitiesatthe
beginningofthetradingperiodstofacilitatetheopeningofdifferent
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accountsforthem.Theyarethebalanceb/dfortheassetsand
liabilitiesofthebusiness.
Theassetstobedebitedarerecordedfirst,followedbytheliabilities
andcapitaltobecredited.Incasethecapitalisnotgiven,itcanbe
calculatedusingthebookkeepingequation,thatisA=C+L.the
narrationthenfollowstheentries.
Theopeningentriesarenecessarywhen;
Abusinessthatdidnotkeepcompleteaccountingrecordswould

liketostartkeeping
Openingupnewsetsofaccountingbooks,afterclosingtheold

ones
Startingaccountingrecordsforabusinesswhichhasbeen

bought,thoughwasinfulloperation
Forexample;
Thefollowingbalanceswereextractedfrom Martine’sstorethat
didnotkeepcompleterecords,andwouldliketostartkeepingon
1stJanuary2011.Prepareforthem theirrelevantsubsidiarybook
toshowthebalances.

Shs
Motorvehicles 230000
Machinery 40000
Creditors 10000
Debtors 5000
Cashinhand 20000
Stock 10000
Insuranceprepaid 5000
Bank 25000
Premises 335000
Capital 660000

Martine’sStore
Generaljournal
On1stJanuary2011
Date Particulars/details Ledger

folio

Drshs Crshs
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2011

Januar

y1

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

Closingentries
Attheendofthetradingperiodthebusinessasseshowitcarried
outitstradeandtheamountofprofititmadebypreparingthe
Tradingprofitandlossaccountandthebalancesheettoshowits
financialposition.Thesearepreparedbytheinformationobtained
from theledgers.Thatis,allthenominalaccounts(sale,purchase,
expensesandrevenueaccounts),bothopeningandclosingstocks
aretransferredtothetradingprofitandlossaccountthroughthe
trialbalanceandgeneraljournals,whiletherestaretakentothe
balancesheet.
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Usesofgeneraljournal;
Torecordpurchasesoffixedassetsoncredit
Torecordsalesoffixedassetsoncredit
Tocorrecterrorsbycheckingthebalances
Torecordtheopeningandclosingentries
Towriteoffbaddebts
Torecordtheinterledgertransfers
Toissuessharesanddebenturesincompanies
Tomakeendoftheyearadjustmentsforthefinalaccounts

Inthetablebelow,indicatethebooksoforiginalentrythatthe
informationobtainedfrom thegivensourcedocumentsareusedto
prepare
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

Originalreceipt/Receiptreceived Cashpayment/Analysis

cashbook/Cashbook

Receiptcopy/Retainedreceipt Cashreceipt

journal/Analysiscash

book/cashbook

Pettycashvoucher Pettycashbook

UsesofJournals
Toreliveledgerofmanydetails
Torecordmoredetailsaboutthetransactionthatarenotfoundin
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theledger
Tofacilitatetracingoferrors
Tofacilitatethepreparationofcontrolaccounts
Tocurbfraudsandpromoteefficiency,sincetheyarepreparedby

differentpeoplefrom theoneshandlingledgers
Assignment:
(Exercise1Bpages50and51,Nos16and18inInventorbook4,KLB
Studentsbook)


