
 

 

GRADE 10 BUSINESS STUDIES NOTES 

 
SUBJECT GENERAL LEARNING OUTCOMES  

By the end of Senior School, the learner should be able to:  

  

a) Demonstrate competencies in financial literacy to enhance the ability to interpret, analyse, 
manage, and communicate financial information for personal, entrepreneurial and professional 
purposes.  

  

b) Develop social skills, communication and collaboration for harmonious coexistence in a business 

environment.  

  

c) Acquire and use appropriate knowledge, skills, values and attitudes necessary for success in 

business.  
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STRAND 1.0: BUSINESS AND MONEY MANAGEMENT  

This strand introduces you to the fundamental concepts of business and money management, focusing 

on the role of money in facilitating economic activities and the importance of ethical practices in its use.  

Sub-Strand 1.1: Money   

 (a) Identifying the Key Features of the Kenyan Currency  

The Kenyan Shilling (KES) is the official currency of Kenya. Understanding its features is crucial for 
recognizing its authenticity and preventing counterfeiting.  

Key Features of the Kenyan Currency (Banknotes and Coins):  

➢ Denominations:  

➢ Banknotes: Currently, Kenya has banknotes in the denominations of                 50, 100, 200, 
500, and 1000 shillings.  

➢ Coins: The circulating coins are in denominations of 1, 5, 10, 20, and 40 shillings. (Note: Older, 
lower denomination coins may still exist but are less common).  

➢ Security Features (Banknotes): These are designed to prevent forgery and ensure the 

authenticity of the currency. They can vary slightly between denominations but generally 

include:  



 

 

 Key security features of the Kenyan Currency  

 



 

 

    
   

  

    



 

 

➢   
   
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➢ Watermark: A translucent image visible when held against the light (often a portrait of a 
Kenyan leader or a national symbol).  

➢ Security Thread: A visible or embedded thread running through the banknote. It may have 
text or change color under UV light.  

➢ See-through Register: Parts of a design printed on both the front and back of the banknote 
that align perfectly when held against the light to form a complete image.  

➢ Tactile Marks: Raised print that can be felt, aiding visually impaired individuals to identify 

denominations.  

➢ Fluorescent Ink: Inks that glow under ultraviolet (UV) light.  

➢ Microprinting: Very small text that is difficult to reproduce accurately.  

➢ Holographic Stripe/Patch: A shiny, reflective stripe or patch that displays different images 
or colors when tilted.  

➢ Serial Numbers: Unique numbers printed on each banknote.  

➢ Themes and Designs: The current series of Kenyan currency notes and coins feature 

portraits of Kenya's first three presidents (Jomo Kenyatta, Daniel arap Moi, and Mwai 
Kibaki) and national symbols. The new generation banknotes, released in 2019, feature 

iconic Kenyan landmarks and wildlife, promoting Kenya's cultural and natural heritage.  

   



 

 

➢ Material: Banknotes are typically made of special paper with a high cotton content for 

durability. Coins are made of various metal alloys.  

➢ Issuing Authority: The Central Bank of Kenya (CBK) is the sole authority responsible for 

issuing and managing the Kenyan currency.  

(b) Describing the Functions of Money When Carrying Out Financial Transactions  

Money plays a crucial role in facilitating the exchange of goods and services in an economy. Its key 
functions are:  

➢ Medium of Exchange: This is the primary function of money. It is widely accepted as a means 

of payment for goods and services, eliminating the need for a direct barter system, which can 

be inefficient and time-consuming. Instead of trading goods for other goods, people exchange 
goods or services for money, which they can then use to purchase what they need.  

✓ Example: A farmer sells their maize for money and then uses that money to buy clothes.  

➢ Store of Value: Money allows individuals to hold wealth over time. Ideally, money should 

retain its purchasing power, meaning that the amount of goods and services it can buy should 
remain relatively stable. However, inflation can erode the store of value function of money.  

✓ Example: Instead of storing perishable goods, a person can store their wealth in the form 
of money for future use.  

➢ Unit of Account (Measure of Value): Money provides a common way to measure the value of 
goods and services. It acts as a standard unit for quoting prices and recording debts. This 
makes it easier to compare the relative worth of different items and to conduct accounting.  

✓ Example: A loaf of bread costs Ksh. 50, and a liter of milk costs Ksh. 100. Money provides 

a common unit (shillings) to understand their relative values.  

➢ Standard of Deferred Payment: Money is used as a standard for making payments in the 

future, such as loans, mortgages, and credit purchases. It allows individuals and businesses to 

borrow and lend with the understanding that the debt will be repaid in a commonly accepted 
form of money.  

✓ Example: Taking out a bank loan with the agreement to repay a specific amount of 

money over a set period.  

(c) Justifying the Demand for Money for Achieving Economic Development  

The demand for money is the desire and ability of individuals, businesses, and the government to hold 
money. It is crucial for economic development in several ways:  

• Facilitates Transactions and Trade: As a medium of exchange, money lubricates the wheels of 

commerce. It simplifies transactions, allowing businesses to operate efficiently, specialize in 

production, and engage in wider trade, which are all drivers of economic growth.  

• Enables Investment and Capital Formation: Money allows for savings and the accumulation of 

capital. Businesses need money to invest in machinery, technology, and infrastructure, which 



 

 

lead to increased productivity and economic expansion. Individuals save money for future 

investments or to start businesses.  

• Promotes Specialization and Division of Labor: With money, individuals can specialize in tasks 

they are good at and exchange their output for money, which they then use to obtain other 

goods and services. This leads to increased efficiency and overall economic output.  

• Supports Financial Markets: The demand for money creates the foundation for the 
development of financial markets (e.g., banks, stock markets). These markets channel savings 

into productive investments, fostering economic growth.  

• Facilitates Government Functions: Governments need money to finance public services such 

as education, healthcare, infrastructure, and security. Taxes, which are paid in money, enable 

the government to play its role in economic development.  

• Measures Economic Activity: Money serves as a unit of account, allowing for the 
measurement of economic variables like GDP, inflation, and income. This information is 

essential for policymakers to make informed decisions that promote economic development.  

• Reduces Transaction Costs: Compared to barter, using money significantly reduces the time 

and effort involved in finding suitable trading partners and agreeing on exchange rates. Lower 

transaction costs encourage more economic activity.  

(d) Examining the Factors that Determine the Supply of Money in an Economy  

The supply of money refers to the total amount of money circulating in an economy at a given time. 

Several factors influence the supply of money:  

 Actions of the Central Bank: The Central Bank of Kenya (CBK) is the primary regulator of the 
money supply. It uses various tools to control the amount of money in circulation:  

➢ Open Market Operations (OMO): Buying and selling of government securities (like 

treasury bills and bonds) by the CBK. Buying securities injects money into the economy, 
increasing the money supply, while selling securities withdraws money, decreasing the 
money supply.  

➢ Reserve Requirements: The fraction of a bank's deposits that they are legally required to 

hold in reserve at the Central Bank. Lowering reserve requirements allows banks to lend 

out more money, increasing the money supply, while raising them reduces lending and 
the money supply.  

➢ Discount Rate (Central Bank Rate - CBR): The interest rate at which commercial banks 
can borrow money directly from the Central Bank. A lower CBR encourages banks to 
borrow more, increasing the money supply, while a higher CBR discourages borrowing 
and reduces the money supply.  

 Commercial Banks' Lending Policies: Commercial banks play a crucial role in creating money 

through lending. When banks make loans, they create new deposit accounts, thus increasing 

the money supply (this is known as the multiplier effect). Factors influencing their lending 
include:  



 

 

➢ Demand for Loans: Higher demand for loans from individuals and businesses will lead 

banks to lend more, increasing the money supply.  

➢ Profitability: Banks are more likely to lend when they perceive lending to be profitable 

(i.e., when interest rates are favorable and the risk of default is low).  

➢ Capital Adequacy Ratios: Regulations require banks to maintain a certain level of capital 
relative to their assets. This can limit their ability to lend.  

✓ Government Policies: Government fiscal policies (related to spending and taxation) can 

indirectly affect the money supply. For example, increased government spending can inject 

money into the economy.  

✓ International Flows of Money: In an open economy like Kenya, the inflow and outflow of foreign 

currency can impact the domestic money supply. For example, increased exports can lead to an 

inflow of foreign currency, which, when exchanged for local currency, can increase the money 
supply.  

✓ Public's Desire to Hold Currency vs. Deposits: The public's preference for holding cash versus 

keeping money in bank accounts can influence the effective money supply. If people prefer to 
hold more cash, it reduces the amount of money available for banks to lend.  

(e) Evaluating Ethical and Unethical Practices on the Use of Money in Financial Transactions  

Ethical practices in the use of money promote:  

 fairness,  trust   transparency,   

accountability   integrity in financial 

transactions,   

 Contributing to a stable and trustworthy economic environment.   

Unethical practices, on the other hand, can lead to   

❖ financial instability,   

❖ mistrust   

❖ fraud, and   

❖ embezzlement of funds  

❖ money laundering   

❖ Social injustices among other  

Ethical Practices:  

 Honesty and Transparency: Being truthful about financial information, avoiding deception, and 
providing clear and accurate details in transactions.  

 Fairness: Ensuring that all parties involved in a financial transaction are treated justly and equitably, 

without exploitation or discrimination.  



 

 

 Integrity: Adhering to strong moral principles and avoiding conflicts of interest or corrupt 

practices.  

 Compliance with Laws and Regulations: Obeying all relevant financial laws and regulations, 

such as tax laws and anti-money laundering rules.  

 Responsible Borrowing and Lending: Borrowing only what can be repaid and lending responsibly, 
considering the borrower's ability to repay.  

 Avoiding Bribery and Corruption: Refusing to offer or accept bribes or engage in corrupt 
activities to gain financial advantage.  

 Respecting Property Rights: Not engaging in theft, fraud, or any activities that violate the financial 

rights of others.  

 Environmental and Social Responsibility: Considering the broader impact of financial decisions on 
the environment and society.  

Unethical Practices:  

✓ Fraud and Deception: Intentionally misleading or deceiving others for financial gain, such as 

through scams, Ponzi schemes, or false advertising.  

✓ Corruption and Bribery: Offering, giving, receiving, or soliciting something of value to influence a 
decision or gain an unfair advantage.  

✓ Tax Evasion: Illegally avoiding the payment of taxes owed to the government.  

✓ Money Laundering: Concealing the origins of illegally obtained money to make it appear 

legitimate.  

✓ Insider Trading: Using confidential information to trade in stocks or other securities for personal 
profit.  

✓ Exploitative Lending (Usury): Charging excessively high interest rates on loans, taking advantage 

of vulnerable borrowers.  

✓ Counterfeiting: Producing fake currency or other financial instruments.  

✓ Theft and Embezzlement: Illegally taking money or assets belonging to others.  Financial 
Misrepresentation: Falsifying financial statements or information.  

(f) Acknowledging the Role of Money in Day-to-Day Life  

Money plays a fundamental and pervasive role in our daily lives. Its significance cannot be overstated:  

✓ Facilitates Basic Needs: Money allows us to purchase essential goods and services such as food, 

shelter, clothing, healthcare, and education. Without it, meeting these basic needs would be 
significantly more challenging.  

✓ Enables Transactions: From buying groceries to paying for transportation, money is the medium 

through which most daily transactions are conducted. It simplifies exchanges and makes 
economic activity possible.  



 

 

✓ Provides Choice and Flexibility: Having money gives individuals the freedom to choose what 

goods and services they want and from whom they want to purchase them. It offers flexibility in 
meeting individual needs and preferences.  

✓ Supports Livelihoods: Most people earn money through employment or business activities, 

which provides them with the means to support themselves and their families.  

✓ Allows for Savings and Future Planning: Money enables individuals to save for future goals, such 
as education, buying a home, retirement, or unexpected expenses.  

✓ Measures Value and Facilitates Budgeting: Money acts as a unit of account, allowing us to 
understand the cost of different items and to create budgets to manage our finances effectively.  

 Connects People Through Economic Activity: The exchange of money for goods and services 
creates economic relationships between individuals, businesses, and governments, fostering 
interdependence and community.  

✓ Influences Social Status (Potentially): While not the sole determinant, the amount of money a 

person has can sometimes influence their social standing and opportunities. However, it's 

important to recognize that other factors like education, skills, and character are equally 
important.  

In summary,   

✓ Understanding the features, functions, demand, and supply of money, as well as the ethical 

considerations surrounding its use, is crucial for effective business and personal financial 
management.   

✓ Money is a vital tool that shapes our economic interactions and plays a significant role in our daily 

lives and the overall development of the economy.  

  

 

Sub-Strand 1.2: Business Goals   

(a) Analysing the Importance of Goal Setting in Business  

Goal setting is a fundamental aspect of effective business management. It provides direction, 
motivation, and a framework for decision-making. Here's why it's important:  

✓ Provides Direction and Focus: Goals give a business a clear sense of purpose and direction. They 

define what the business aims to achieve, helping everyone within the organization to understand 

the common objectives and focus their efforts accordingly.  

✓ Motivates Employees and Stakeholders: Well-defined goals can inspire and motivate employees 

by providing them with targets to work towards. Achieving goals can boost morale and a sense of 



 

 

accomplishment. Similarly, clear goals can attract investors, lenders, and other stakeholders who 

can see the business's vision and potential.  

✓ Facilitates Planning and Decision-Making: Once goals are established, they serve as a basis for 

developing strategies, plans, and operational activities. Decisions made within the business 

should align with the overall goals to ensure progress in the desired direction.  

✓ Enables Performance Measurement and Evaluation: Goals provide benchmarks against which 
the business's performance can be measured and evaluated. This allows for tracking progress, 
identifying areas of success and failure, and making necessary adjustments.  

✓ Improves Resource Allocation: Clear goals help in allocating resources (financial, human, and 

material) effectively. By understanding what needs to be achieved, the business can prioritize and 

allocate resources to the activities that will contribute most to goal attainment.  

✓ Enhances Accountability: When goals are specific and measurable, it becomes easier to hold 
individuals and teams accountable for their contributions to achieving those goals.  

✓ Reduces Uncertainty and Risk: While goals cannot eliminate all risks, they provide a framework 

for anticipating challenges and developing strategies to mitigate them. A clear understanding of 

objectives helps the business navigate uncertainties more effectively.  
✓ Promotes Organizational Alignment: Well-communicated goals ensure that all departments and 

individuals within the business are working towards the same objectives, fostering collaboration 
and synergy.  

✓ Supports Long-Term Survival and Growth: By setting and achieving strategic long-term goals, 
businesses can ensure their sustainability, adapt to changing market conditions, and achieve 
continuous growth.  

✓  

(b) Examining the Factors to Consider When Setting Goals for a Business  

Setting effective business goals requires careful consideration of various internal and external factors. 

These factors ensure that the goals are realistic, achievable, and aligned with the overall vision of the 
business.  

✓ Business Vision and Mission: Goals should be derived from and aligned with the overarching 
vision (aspirational future state) and mission (core purpose) of the business.  

✓ Available Resources: Realistic goals must take into account the resources available to the 

business, including financial capital, human resources, technology, and infrastructure. Setting 
goals that exceed available resources can lead to frustration and failure.  

✓ Market Conditions and Competition: External factors such as market trends, competitor 

activities, customer preferences, and economic conditions significantly influence the feasibility 
and relevance of business goals.  

✓ Strengths and Weaknesses of the Business: An internal assessment of the business's strengths 

(competitive advantages) and weaknesses (areas for improvement) is crucial for setting 
achievable goals that leverage strengths and address weaknesses.  



 

 

✓ Opportunities and Threats: Analysing external opportunities (favorable market conditions) and 
threats (potential challenges) helps in setting proactive goals that capitalize on opportunities and 
mitigate risks.  

✓ Stakeholder Expectations: The goals of the business should consider the expectations of various 

stakeholders, including owners, employees, customers, suppliers, and the community. Balancing 
these expectations is important for long-term success.  

✓ Ethical and Social Responsibility: Businesses should consider ethical principles and their social 
responsibilities when setting goals. Goals should not compromise ethical standards or negatively 
impact society or the environment.  

✓ Legal and Regulatory Environment: Compliance with relevant laws and regulations is a crucial 
factor. Business goals should operate within the legal framework.  

✓ Time Horizon: Goals can be short-term (achievable within a year), medium-term (1-5 years), or 
long-term (beyond 5 years). The time horizon influences the nature and scope of the goals.  

 Risk Appetite: The level of risk the business is willing to take will influence the ambitiousness of its 

goals. Higher risk appetite may lead to more aggressive growth targets. 

 

 

 

  

(c) Describing the Steps Followed When Setting Business Goals  

Setting effective business goals is a structured process that involves several key steps:  

1. Define the Business Vision and Mission: Start by revisiting and clearly articulating the long-term 

aspirations (vision) and core purpose (mission) of the business. These provide the foundation for 
goal setting.  

2. Conduct a SWOT Analysis: Perform a thorough analysis of the business's Strengths, Weaknesses, 

Opportunities, and Threats. This helps in understanding the internal and external environment 
and identifying areas where goals should be focused.     

3. Identify Key Result Areas (KRAs): Determine the critical areas where the business needs to 

achieve results to be successful. These might include profitability, customer satisfaction, market 

share, innovation, employee development, etc.  

4. Brainstorm Potential Goals: Based on the vision, mission, SWOT analysis, and KRAs, brainstorm a 

wide range of potential goals for the business. At this stage, encourage creative thinking without 
immediate judgment.  

5. Apply the SMART Criteria: Evaluate each potential goal using the SMART framework:   

✓ Specific: The goal should be clearly defined and unambiguous, leaving no room for 
misinterpretation. (What exactly do we want to achieve?)  

✓ Measurable: The goal should be quantifiable, with clear metrics to track progress and 
determine when it has been achieved. (How will we know when we have reached it?)  



 

 

✓ Achievable (Attainable): The goal should be realistic and achievable given the available 

resources and constraints. (Can we realistically achieve this goal?)  

✓ Relevant (Realistic): The goal should be aligned with the overall vision, mission, and 

strategic objectives of the business. (Does this goal matter to our business?)  

✓ Time-bound: The goal should have a specific deadline or timeframe for completion. (When 
do we want to achieve this goal?)  

6. Prioritize Goals: Once you have a set of SMART goals, prioritize them based on their importance 
and potential impact on the business. Not all goals are equally critical.  

7. Communicate Goals: Clearly communicate the finalized goals to all relevant stakeholders, 

including employees, managers, and investors. Ensure everyone understands the goals and their 
role in achieving them.  

8. Develop Action Plans: For each goal, develop detailed action plans outlining the specific tasks, 

responsibilities, timelines, and resources required.  

9. Monitor Progress and Evaluate Results: Regularly track progress towards the goals using the 
defined metrics. Evaluate the results and make necessary adjustments to strategies or action 
plans as needed.  

10. Review and Revise Goals: Periodically review the goals to ensure they remain relevant and 
aligned with the changing business environment. Be prepared to revise goals if necessary.  
 

(d) Formulating SMART Short-Term and Long-Term Goals for a Business  

Applying the SMART criteria is essential when formulating both short-term and longterm business goals. 

Here are some examples:  

Short-Term Goals (e.g., within the next year):  

 Specific: Increase sales revenue by 15%.  

 Measurable: Track monthly sales revenue and compare it to the previous year's figures.  

 Achievable: Develop a targeted marketing campaign and train the sales team on new product 
features.  

 Relevant: Increasing sales revenue is crucial for the business's short-term profitability and growth.  

 Time-bound: Achieve a 15% increase in sales revenue by the end of the current fiscal year 

(December 31st, 2026).  

 Specific: Improve customer satisfaction scores.  

 Measurable: Increase the average customer satisfaction score from 7 to 8 out of 10 based on post-
purchase surveys.  

 Achievable: Implement a customer feedback system and train customer service representatives on 

improved communication skills.  

 Relevant: High customer satisfaction leads to repeat business and positive word-of-mouth.  

 Time-bound: Achieve an average customer satisfaction score of 8 by the end of the next quarter 
(June 30th, 2025).  



 

 

Long-Term Goals (e.g., within the next 3-5 years):  

✓ Specific: Expand into a new geographic market.  

✓ Measurable: Establish a physical presence (e.g., a branch or office) and achieve a 5% market 
share in the new region.  

✓ Achievable: Conduct thorough market research, develop a market entry strategy, and secure 

necessary funding.  

✓ Relevant: Market expansion can lead to significant long-term growth and diversification.  

✓ Time-bound: Establish a presence and achieve a 5% market share in the new market within the 
next three years (by April 2028).  

✓ Specific: Become a leader in product innovation within the industry.  

✓ Measurable: Launch at least three new innovative products or features that receive positive 
market reception (e.g., high sales, positive reviews, industry awards).  

✓ Achievable: Increase investment in research and development, foster a culture of innovation, and 
establish partnerships with research institutions.  

✓ Relevant: Product innovation can create a competitive advantage and drive longterm market 

leadership.  

 Time-bound: Launch three successful new products/features within the next five years (by April 
2030).  

  

(e) Appreciating the Need for Setting Goals in Business  

Understanding and appreciating the importance of goal setting is crucial for aspiring entrepreneurs and 

business managers. Setting goals is not just a theoretical exercise; it has tangible benefits for the success 
and sustainability of a business:  

✓ Provides a Roadmap for Success: Goals act as a guide, outlining the path the business needs to 
take to achieve its aspirations.  

✓ Drives Motivation and Effort: Clear goals provide a sense of purpose and challenge, motivating 

individuals and teams to work harder and smarter.  

✓ Facilitates Coordination and Teamwork: Shared goals align the efforts of different departments 
and individuals, fostering collaboration and a unified sense of purpose.  

✓ Enhances Decision-Making: Goals provide a framework for evaluating options and making 
choices that are consistent with the business's objectives.  

✓ Supports Performance Management: Goals provide a basis for setting performance standards, 
monitoring progress, and providing feedback to employees.  

✓ Attracts Investment and Support: Well-defined and ambitious yet achievable goals can attract 
investors, lenders, and other stakeholders who are looking for businesses with a clear vision and 
potential for growth.  



 

 

✓ Promotes Continuous Improvement: The process of setting, monitoring, and reviewing goals 
encourages businesses to constantly evaluate their performance and identify areas for 
improvement.  

✓ Increases the Likelihood of Success: Businesses with clearly defined goals are more likely to 
achieve their objectives and succeed in the long run compared to those that operate without a 
clear sense of direction.  

✓ Helps in Adapting to Change: While goals provide direction, the process of reviewing and revising 
them allows businesses to adapt to changing market conditions and emerging opportunities.  

In essence,  

 Setting business goals is a proactive and essential management practice that provides structure, focus, 

and motivation, ultimately increasing the chances of a business achieving its desired outcomes and 

thriving in a competitive environment.  

 

 

Sub-Strand 1.3: Budgeting in Business   

(a) Explaining the Importance of Budgeting in Business  

Budgeting is the process of creating a detailed plan, usually expressed in monetary terms, for the income 

and expenditure of a business over a specific period (e.g., a month, a quarter, or a year). It is a crucial 

management tool that offers numerous benefits:  

✓ Provides a Financial Roadmap: A budget acts as a blueprint for the financial activities of the 

business. It outlines expected revenues and planned expenses, giving a clear direction for 
financial management.  

✓ Facilitates Planning and Coordination: The budgeting process requires different departments and 

individuals to collaborate and plan their activities in line with the overall financial goals of the 
business. This promotes coordination and alignment across the organization.  

✓ Helps in Resource Allocation: By forecasting income and expenses, a budget allows businesses to 

allocate their resources (financial, human, and material) efficiently to various activities and 
projects. This ensures that funds are available when and where they are needed most.  

✓ Enables Performance Measurement and Control: A budget sets financial targets and benchmarks 

against which actual performance can be compared. This allows management to monitor 
progress, identify deviations (variances), and take corrective actions to stay on track.  

✓ Improves Decision-Making: Budgets provide valuable financial information that supports 

informed decision-making. For example, comparing budgeted costs with actual costs can help in 
identifying areas where cost savings can be made or where additional investment is required.  



 

 

✓ Enhances Accountability: By assigning budget responsibilities to specific individuals or 

departments, budgeting promotes accountability for financial performance. Managers are 
responsible for adhering to their budgets and explaining any significant variances.  

✓ Forces Management to Think Ahead: The process of preparing a budget requires management to 

anticipate future challenges and opportunities, and to plan accordingly. This proactive approach 
can help the business prepare for potential risks and capitalize on favorable conditions.  

✓ Attracts Investors and Lenders: A well-prepared and realistic budget demonstrates sound 

financial planning and management to potential investors and lenders, increasing their 
confidence in the business's ability to generate returns and repay debts.  

✓ Facilitates Communication: The budget serves as a communication tool, conveying the financial 

plans and expectations of the business to all stakeholders.  

✓ Supports Goal Setting: Budgets translate the business's strategic goals into financial targets, 
making them more concrete and measurable. Achieving budgetary targets contributes to the 

overall achievement of business objectives.  

(b) Analysing the Types of Business Budgets for Financial Planning  

Businesses use various types of budgets depending on their size, complexity, and specific needs. Here 
are some common types:  

 Operating Budgets: These budgets focus on the day-to-day revenue and expenses of the core 

business operations. Examples include:  

✓ Sales Budget: Forecasts the expected sales revenue for a specific period, often broken 

down by product, region, or customer. It is usually the starting point for other operating 
budgets.  

✓ Production Budget: Plans the quantity of goods to be produced based on the sales forecast 

and inventory levels. It includes costs related to direct materials, direct labor, and 

manufacturing overhead.  

✓ Direct Materials Budget: Estimates the quantity and cost of raw materials needed for 
production.  

✓ Direct Labor Budget: Estimates the labor hours and costs required for production.  

✓ Manufacturing Overhead Budget: Plans all manufacturing costs other than direct 
materials and direct labor (e.g., factory rent, utilities, indirect labor).  

✓ Selling and Administrative Expense Budget: Forecasts the costs related to marketing, 
sales, distribution, and general administration (e.g., salaries, advertising, rent, utilities for 
administrative offices).  

✓ Cost of Goods Sold (COGS) Budget: Estimates the direct costs associated with the goods 

sold during the period.  

 Financial Budgets: These budgets focus on the financial position and cash flows of the business. 
Examples include:  



 

 

✓ Cash Budget: Forecasts the expected cash inflows (receipts) and cash outflows (payments) 

over a specific period. It helps in managing liquidity and identifying potential cash 
shortages or surpluses.  

✓ Capital Expenditure Budget: Plans for the acquisition or disposal of longterm assets such 

as property, plant, and equipment (PP&E).  

✓ Budgeted Income Statement (Profit and Loss Budget): A forecast of the business's 
expected revenues, expenses, and profit or loss for the budget period. It is derived from 
the operating budgets.  

✓ Budgeted Balance Sheet: A forecast of the business's assets, liabilities, and equity at the 
end of the budget period. It is based on the operating and financial budgets.  

 Flexible Budgets: These budgets are prepared for different levels of activity. They show how costs 

and revenues are expected to vary with changes in production or sales volume. Flexible budgets 

are useful for performance evaluation because they allow for a comparison of actual costs with 
what costs should have been for the actual level of activity.  

 Fixed Budgets (Static Budgets): These budgets are prepared for only one level of activity. They do 

not change even if the actual level of activity differs from the planned level. Fixed budgets are less 
useful for performance evaluation when there are significant variations in activity levels.  

 Master Budget: This is a comprehensive set of interconnected budgets that represents the overall 
financial plan for the business.  

❖ It typically includes the operating budgets, financial budgets, and a budgeted income statement 

and balance sheet.  

❖ The choice of which budgets to use depends on the specific needs and complexity of the 

business. Smaller businesses may start with simpler budgets like a cash budget and a sales 
budget, while larger organizations will typically use a more comprehensive master budget.  

(c) Preparing a Budget to Control Spending in Business  

Preparing a budget is a multi-step process that requires careful planning and estimation. Here's a general 
outline of how to prepare a budget to control spending:  

1. Gather Information: Collect relevant historical financial data (e.g., past sales, expenses), market 

research, economic forecasts, and strategic plans. This information forms the basis for making 

realistic estimates.  

2. Forecast Sales Revenue: Based on historical data, market trends, and sales strategies, estimate 

the expected sales revenue for the budget period. This is often the starting point for other 
budgets.  

3. Estimate Production Costs (if applicable): If the business produces goods, estimate the costs 

associated with production, including direct materials, direct labor, and manufacturing overhead. 

This will be based on the production budget, which is derived from the sales forecast and 

inventory plans.  



 

 

4. Estimate Operating Expenses: Forecast all other expenses necessary to run the business, such as 

selling and marketing expenses, administrative salaries, rent, utilities, and other overhead costs.  

5. Prepare a Cash Budget: Forecast the expected cash inflows (e.g., cash sales, collections from 

customers) and cash outflows (e.g., payments to suppliers, salaries, operating expenses, capital 
expenditures). This helps in managing cash flow and ensuring sufficient liquidity.  

6. Prepare a Budgeted Income Statement: Based on the revenue and expense forecasts, create a 
projected income statement to estimate the business's profitability for the budget period.  

7. Prepare a Budgeted Balance Sheet (if needed): Forecast the expected balances of assets, 
liabilities, and equity at the end of the budget period. This provides a picture of the business's 
projected financial position.  

8. Review and Approve the Budget: Once the initial budgets are prepared, review them for 

accuracy, reasonableness, and alignment with the business's goals. Seek input from relevant 
departments and make necessary adjustments before final approval by management.  

9. Communicate the Budget: Share the approved budget with all relevant personnel so they 

understand the financial targets and spending limits for their areas of responsibility.  

10. Monitor Actual Performance Against the Budget: Regularly track actual revenues and 
expenses and compare them to the budgeted amounts. Identify any significant variances 
(differences between actual and budgeted figures).  

11. Analyse Variances and Take Corrective Action: Investigate the reasons for significant 
variances. If spending is exceeding the budget, take corrective actions to control costs. If revenues 
are below budget, consider strategies to boost sales.  

12. Revise the Budget (if necessary): In some cases, significant changes in the business 
environment or internal operations may necessitate revising the budget during the budget 
period.  

By following these steps, a business can create a budget that serves as a powerful tool for controlling 

spending, managing financial resources effectively, and achieving its financial goals.  

(d) Appreciating the Need for Budgeting in Business  

Appreciating the need for budgeting is essential for understanding its value and ensuring its effective 

implementation within a business. Budgeting is not just a routine accounting task; it is a fundamental 

management practice with significant benefits:  

✓ Promotes Financial Discipline: The process of creating and adhering to a budget instills financial 
discipline within the organization. It encourages careful planning and responsible spending.  

✓ Enhances Financial Awareness: Budgeting makes employees and managers more aware of the 
financial aspects of their activities and the overall financial health of the business.  

✓ Supports Strategic Goals: Budgets translate strategic objectives into measurable financial targets, 
ensuring that day-to-day operations are aligned with the long-term vision of the business.  



 

 

✓ Facilitates Early Identification of Problems: By comparing actual performance against the budget, 
potential financial problems (e.g., overspending, declining revenues) can be identified early, 
allowing for timely intervention.  

✓ Improves Communication and Coordination: The budgeting process fosters communication and 
coordination among different departments as they work together to develop and achieve 
common financial goals.  

✓ Provides a Basis for Evaluation and Rewards: Budgets can be used as a benchmark for evaluating 

the performance of individuals, teams, and departments. Meeting or exceeding budgetary targets 
can be linked to rewards and recognition.  

✓ Increases Efficiency and Reduces Waste: By setting spending limits and monitoring expenses, 
budgeting encourages efficiency and helps to minimize unnecessary waste of resources.  

✓ Builds Confidence Among Stakeholders: A well-managed budget demonstrates financial 
responsibility and competence, which can build confidence among investors, lenders, suppliers, 
and customers.  

✓ Aids in Securing Financing: When seeking loans or investment, a detailed and realistic budget is 

often a key requirement. It shows the business's ability to manage its finances and generate 

returns.  

✓ Essential for Growth and Sustainability: Effective budgeting is crucial for managing growth, 
planning for future investments, and ensuring the long-term financial sustainability of the 
business.  

In conclusion,   

Budgeting is a vital tool for businesses of all sizes. It provides a framework for financial planning, control, 

and decision-making, ultimately contributing to improved financial performance, reduced risk, and the 
achievement of organizational goals. Appreciating its importance is the first step towards implementing 

a successful budgeting process.  

  

  

Sub-Strand 1.4: Banking (11 Lessons)  

(a) Explaining the Importance of Banking in an Economy  

Banking plays a vital role in the functioning and development of a modern economy. Banks act as 

intermediaries between savers and borrowers, facilitating the flow of funds and contributing significantly 
to economic growth and stability. Here's why banking is important:  

✓ Facilitates Savings: Banks provide a safe and convenient place for individuals, businesses, and 

other entities to deposit and save their money. They offer various savings accounts with different 

interest rates, encouraging people to save and accumulate capital.  



 

 

✓ Provides Loans and Credit: Banks are a primary source of loans and credit for individuals, 

businesses, and governments. These funds enable investment in productive activities, expansion 

of businesses, purchase of homes and other assets, and financing of government projects, all of 

which drive economic growth.  

✓ Facilitates Transactions and Payments: Banks provide efficient and secure payment systems, 
allowing individuals and businesses to make and receive payments easily through various 

methods like cheques, electronic transfers, debit/credit cards, and mobile banking. This lubricates 
the wheels of commerce and reduces the need for large amounts of physical cash.  

✓ Mobilizes Capital for Investment: By pooling savings from many depositors, banks create a large 
pool of funds that can be channelled into productive investments, fostering economic 
development and job creation.  

✓ Manages Risk: Banks play a crucial role in managing financial risks. They assess the 

creditworthiness of borrowers, diversify their loan portfolios, and provide insurance and other 
risk management products, contributing to a more stable financial system.  

✓ Facilitates International Trade: Banks provide services like foreign exchange, letters of credit, and 
trade financing, which are essential for facilitating international trade and economic integration.  

✓ Supports Government Functions: Banks often act as agents for the government in managing 

public debt, collecting taxes, and implementing monetary policies.  

✓ Promotes Financial Inclusion: By offering a range of financial services to different segments of the 

population, including those with low incomes, banks contribute to financial inclusion and 
empower individuals economically.  

✓ Creates Employment: The banking sector itself is a significant employer, providing jobs in various 

roles from customer service to financial analysis.  

✓ Drives Innovation: The banking sector is constantly evolving, adopting new technologies and 

developing innovative products and services to meet the changing needs of customers and the 
economy. This innovation can lead to greater efficiency and convenience.  

(b) Analysing the Types of Accounts Offered by Banks  

Banks offer a variety of accounts designed to meet the diverse needs of their customers. Understanding 

these different types is crucial for individuals and businesses to choose the accounts that best suit their 

financial goals and activities. Here are some common types of bank accounts:  

✓ Savings Accounts: These are designed for customers who want to save money and earn interest 
over time.  

❖ Features: Typically offer interest on the deposited amount, although the interest rate may 

vary. There may be restrictions on the number or frequency of withdrawals.  

❖ Purpose: Ideal for accumulating funds for future goals, emergencies, or general savings.  

❖ Examples: Regular savings accounts, fixed deposit accounts (where money is locked in for a 
specific period at a fixed interest rate), money market accounts.  



 

 

✓ Current Accounts (Checking Accounts): These are primarily designed for facilitating frequent 

transactions and payments.  

❖ Features: Usually offer limited or no interest. Allow for frequent withdrawals and deposits 

through various means like cheques, debit cards, and electronic transfers. Often have 

associated fees for certain transactions or if the balance falls below a certain minimum.  

❖ Purpose: Used for day-to-day financial transactions, paying bills, and managing business 
finances.  

✓ Fixed Deposit Accounts (Term Deposits): These are savings accounts where a lump sum of money 
is deposited for a fixed period at a predetermined interest rate.  

❖ Features: Offer higher interest rates compared to regular savings accounts due to the 

commitment of funds for a specific term. Penalties may apply for early withdrawal.  

❖ Purpose: Suitable for individuals or businesses with surplus funds that they don't need 
immediate access to and want to earn a higher return on.  

✓ Money Market Accounts: These are a type of savings account that typically offers higher interest 

rates than regular savings accounts but may have higher minimum balance requirements and 
restrictions on withdrawals.  

❖ Features: Interest rates are often tiered based on the account balance.  

May offer limited cheque-writing or debit card access.  

❖ Purpose: Attractive for individuals and businesses with larger balances who want to earn a 
competitive interest rate while still having some liquidity.  

✓ Investment Accounts: These accounts are specifically designed for investing in financial 
instruments like stocks, bonds, and mutual funds.  

❖ Features: The value of these accounts can fluctuate based on market performance. They 

may be managed by the bank or self-directed.  

❖ Purpose: To grow wealth over the long term through investments.  

✓ Business Accounts: These are specifically tailored for businesses and often offer features and 
services relevant to their operations.  

❖ Features: May include features like online banking for businesses, payroll services, 

merchant services for processing customer payments, and business loans. Different types 

of business accounts may cater to different business structures (e.g., sole proprietorships, 
partnerships, corporations).  

❖ Purpose: To manage business finances, facilitate transactions, and access business-specific 
financial services.  

✓ Junior/Children's Savings Accounts: These are designed to encourage saving among young 

people.  

❖ Features: Often have lower minimum deposit requirements and may offer educational 

resources on saving. There might be restrictions on withdrawals until the child reaches a 
certain age.  

❖ Purpose: To teach children the importance of saving and help them build a financial 
foundation.  



 

 

✓ Dormant Accounts: Accounts that have had no activity (deposits or withdrawals) for a prolonged 

period are classified as dormant. Banks have procedures for managing dormant accounts, and 
customers may need to reactivate them to resume transactions.  

(c) Exploring the Ethical Practices in Banking  

Ethical practices are paramount in the banking industry due to the significant role banks play in 

managing people's money and facilitating economic activities. Maintaining trust and integrity is crucial 
for the stability and reputation of the banking sector. Key ethical practices in banking include:  

✓ Transparency and Honesty: Banks should be transparent in their dealings with customers, 

providing clear and accurate information about fees, interest rates, terms and conditions of 

accounts and loans. They should avoid hidden charges or misleading information.  

✓ Fairness and Equity: Banks should treat all customers fairly and without discrimination, regardless 

of their background or financial status. Loan applications, account services, and other banking 
products should be offered based on objective criteria.  

✓ Confidentiality and Data Security: Banks have a responsibility to protect the privacy and security 

of their customers' financial information. They should have robust systems and procedures in 

place to prevent unauthorized access, data breaches, and misuse of customer data.  

✓ Integrity and Avoiding Conflicts of Interest: Bank employees and management should act with 
integrity and avoid situations where their personal interests could conflict with the interests of 
the bank or its customers.  

✓ Compliance with Laws and Regulations: Banks must strictly adhere to all applicable laws, 

regulations, and industry codes of conduct. This includes regulations related to anti-money 

laundering, consumer protection, and financial stability.  

✓ Responsible Lending: Banks should practice responsible lending, carefully assessing the 

creditworthiness of borrowers and ensuring that they can afford to repay loans without undue 
hardship. They should avoid predatory lending practices.  

✓ Fair Debt Collection Practices: When customers are unable to repay loans, banks should follow 
fair and ethical debt collection procedures, treating borrowers with respect and exploring 
reasonable repayment options.  

✓ Community Responsibility: Banks should consider their impact on the communities they serve 

and strive to be responsible corporate citizens. This may involve supporting local initiatives, 
promoting financial literacy, and contributing to sustainable development.  

✓ Ethical Marketing and Advertising: Banks should ensure that their marketing and advertising 
materials are truthful, not misleading, and do not exploit vulnerable individuals.  

✓ Training and Awareness: Banks should invest in training their employees on ethical principles and 
conduct to foster a culture of ethical behavior throughout the organization.  

(d) Describing the Trends in Banking in Kenya  



 

 

The banking sector in Kenya has been dynamic and has witnessed significant changes in recent years, 

driven by technological advancements, evolving customer needs, and regulatory developments. Some 
key trends in banking in Kenya include:  

✓ Mobile Banking Dominance: Kenya is a global leader in mobile money adoption, with services like 
M-Pesa playing a central role in financial transactions. Banks have increasingly integrated their 

services with mobile platforms, offering mobile banking apps for account management, transfers, 
bill payments, and even accessing loans.  

✓ Digital Transformation: Banks are heavily investing in digital technologies to enhance efficiency, 

improve customer experience, and expand their reach. This includes online banking platforms, 
mobile apps, digital lending solutions, and the use of data analytics and artificial intelligence (AI).  

✓ Fintech Disruption and Collaboration: The rise of financial technology (Fintech) companies has 

brought both competition and collaboration  

opportunities for traditional banks. Fintechs are often more agile and focused on specific niches, 

driving innovation in areas like payments, lending, and investment. Banks are increasingly 

partnering with or acquiring Fintechs to leverage their technologies and reach new customer 

segments.  

✓ Increased Focus on Financial Inclusion: There is a growing emphasis on bringing more unbanked 

and underbanked Kenyans into the formal financial system. Banks are developing innovative 

products and services tailored to the needs of these populations, often leveraging mobile 
technology and agent banking models.  

✓ Branch Transformation and Optimization: While digital channels are gaining prominence, 

physical branches still play a role, particularly for complex transactions and customer relationship 

management. Banks are optimizing their branch networks, often reducing the number of 
traditional branches and investing in smaller, more digitally enabled service points.  

✓ Enhanced Cybersecurity Measures: With the increasing reliance on digital platforms, 

cybersecurity has become a critical concern. Banks are investing heavily in strengthening their 
security infrastructure to protect customer data and prevent cyberattacks.  

✓ Sustainable and Green Banking: There is a growing awareness of environmental and social issues, 
leading some banks to adopt sustainable and green banking practices, such as offering green 
financial products and incorporating environmental considerations into their lending decisions.  

✓ Regulatory Developments: The banking sector in Kenya is subject to ongoing regulatory changes 

aimed at promoting financial stability, protecting consumers, and fostering innovation. These 

regulations can influence how banks operate and the services they offer.  

✓ Data-Driven Banking: Banks are increasingly leveraging data analytics to gain deeper insights into 

customer behavior, personalize services, improve risk management, and develop targeted 
marketing campaigns.  

✓ Agent Banking Expansion: Agent banking, where banks partner with local businesses to offer 

basic banking services, has expanded significantly, particularly in rural areas, helping to increase 
accessibility to financial services.  



 

 

(e) Appreciating the Role of Banking in an Economy  

Appreciating the role of banking in an economy involves recognizing its fundamental contributions to 

economic growth, stability, and social well-being. Banks are more than just places to store money; they 

are essential pillars of a functioning modern economy:  

✓ Facilitators of Economic Activity: By channeling savings into productive investments and 
providing credit, banks enable businesses to expand, create jobs, and generate wealth, driving 
overall economic activity.  

✓ Promoters of Financial Stability: A well-regulated and sound banking system is crucial for 
financial stability. Banks play a role in managing risks and ensuring the smooth functioning of 
payment systems.  

✓ Drivers of Innovation: The banking sector's adoption of new technologies and development of 

innovative financial products and services can lead to greater efficiency, convenience, and 

economic opportunities.  
✓ Supporters of Social Development: By promoting financial inclusion and providing access to 

credit and savings facilities, banks can empower individuals and communities, contributing to 
social development and poverty reduction.  

✓ Essential for International Trade and Finance: Banks facilitate cross-border transactions and 
provide the financial infrastructure necessary for international trade and investment, fostering 
global economic integration.  

✓ Contributors to Government Revenue: Through taxes and fees, the banking sector contributes to 
government revenue, which can be used to fund public services and infrastructure development.  

✓ Creators of Employment Opportunities: The banking industry provides a wide range of job 
opportunities, contributing to employment and income generation.  

✓ Guardians of Savings: Banks provide a safe and secure environment for individuals and 
businesses to store their savings, protecting their wealth and encouraging future investment.  

    

 

 

 

 

  

  

 



 

 

STRAND 2.0: BUSINESS AND ITS ENVIRONMENT 

 Sub-Strand 2.1: Business Activities   

Detailed Notes:  

(a) Explaining the Concept of Needs and Wants as Used in Day-to-Day Life  

In economics and business, the terms "needs" and "wants" are fundamental to understanding human 

behavior and the driving forces behind economic activity. While both relate to things people desire, they 
have distinct meanings:  

✓ Needs: These are basic requirements for human survival and well-being. They are essential for 
physical health and maintaining a minimum standard of living. Needs are generally limited and 

universal across different cultures, although the specific ways they are met may vary.  

❖ Examples of Needs:   

 Food: Essential for nourishment and survival.  

 Water: Crucial for hydration and bodily functions.  

 Shelter: Protection from the elements and a place to rest.  

 Clothing: Necessary for warmth, protection, and social decency.  

 Healthcare: Essential for treating illnesses and maintaining health.  

 Basic Education: Fundamental for acquiring knowledge and skills for survival and 
participation in society.  

✓ Wants: These are desires for goods and services that go beyond basic survival. Wants are often 

influenced by culture, society, advertising, and personal preferences. They are generally unlimited 
and can vary significantly from person to person and across different societies.  

❖ Examples of Wants:   

 Luxury cars: Beyond basic transportation.  

 Designer clothing: More about fashion and status than basic covering.  

 Expensive vacations: Leisure and enjoyment beyond basic rest.  

 Latest gadgets: Technological advancements that are not essential for survival.  

 Gourmet food: Elaborate and often costly meals beyond basic nutrition.  

 Entertainment systems: For leisure and enjoyment.  

 

 

Key Differences between Needs and Wants:  

Feature  Needs  Wants  



 

 

Definition  Basic requirements for survival and 

well-being  

Desires beyond basic survival; often influenced by 

culture and preferences  

Nature  Limited and relatively universal  Unlimited and highly variable  

Urgency  Often urgent for survival  Generally less urgent  

Satisfaction  Meeting them provides basic 

sustenance  

Meeting them provides comfort, pleasure, or 

status  

Understanding the distinction between needs and wants is crucial for businesses because it   

 Helps them identify target markets,  

 Develop products and services that cater to these desires, and   Understand consumer 

behavior.   

Businesses strive to satisfy both needs and wants, but the focus and marketing strategies may differ 

depending on which they are addressing.  

(b) Analysing the Types of Economic Resources in Satisfaction of Human Needs and Wants  

Economic resources, also known as factors of production, are the inputs used to produce goods and 

services that satisfy human needs and wants. These resources are scarce, meaning their availability is 
limited relative to the unlimited wants of society. The four main types of economic resources are:  

 Land: This encompasses all natural resources available on or under the earth's surface. It includes:  

❖ Raw materials: Minerals, oil, forests, water, etc.  

❖ Fertile land: Used for agriculture.  

❖ Space: Used for building factories, offices, and infrastructure.  

❖ Characteristics of Land:   

✓ Fixed in supply: The total amount of land is finite.  

✓ Immobile: Land cannot be moved from one place to another.  

✓ Differences in quality: Some land is more fertile or resource-rich than others.  

✓ Passive factor: Land itself does not produce anything without the application of 

other resources.  

❖ Reward for Land: Rent.  

 Labour: This refers to the human effort, both physical and mental, used in the production of goods 
and services. It includes the skills, knowledge, and abilities of the workforce.  

❖ Characteristics of Labour:   

✓ Human effort: Requires physical or mental exertion.  

✓ Perishable: Labour capacity is lost if not utilized.  

✓ Heterogeneous: Workers possess different skills and levels of expertise.  

✓ Mobile: Labour can move geographically and occupationally (to some extent).  



 

 

✓ Active factor: Labour is essential for transforming other resources into goods and 

services.  

❖ Reward for Labour: Wages and salaries.  

 Capital: This includes all manufactured or human-made resources used in the production of other 

goods and services. It does not refer to money itself, but rather to the tools, machinery, 

equipment, factories, and infrastructure used in production.  

  

❖ Characteristics of Capital:   

✓ Man-made: Created through the combination of other resources.  

✓ Used in production: Aids in the creation of goods and services.  

✓ Depreciable: Capital goods wear out or become obsolete over time.  

✓ Mobile: Capital goods can often be moved.  

✓ Increases productivity: Enables more efficient production.  Reward for 

Capital: Interest.  

 Entrepreneurship: This is the ability and willingness to take risks, organize the other factors of 

production (land, labour, and capital), and innovate to produce goods and services. Entrepreneurs 

are the driving force behind business creation and economic development.  

 Characteristics of Entrepreneurship:   

✓ Risk-taking: Willingness to invest time, effort, and capital in uncertain ventures.  

✓ Innovation: Developing new products, processes, or markets.  

✓ Organization: Combining and managing the other factors of production effectively.  

✓ Decision-making: Making strategic choices about production and business 
operations.  

✓ Profit-oriented: Driven by the desire to create value and earn profits.  Reward for 

Entrepreneurship: Profit.  

These economic resources are essential for satisfying the unlimited needs and wants of society. 

Businesses combine these resources in various ways to produce the goods and services that consumers 

demand. The scarcity of these resources necessitates making choices about what to produce, how to 
produce it, and for whom to produce it.  

(c) Investigating the Importance of Business Activities in the Society  

Business activities play a crucial and multifaceted role in society, contributing significantly to its 

economic, social, and overall well-being. Here are some key aspects of their importance:  

✓ Provision of Goods and Services: The primary role of business is to produce and distribute the 

goods and services that satisfy the needs and wants of individuals and organizations within 

society. From basic necessities like food and shelter to more complex products and services, 
businesses ensure their availability.  



 

 

✓ Creation of Employment: Businesses are major employers, providing jobs for a significant portion 

of the population. Employment generates income, improves living standards, and contributes to 
economic stability.  

✓ Generation of Income and Wealth: Business activities create income for individuals (through 

wages, salaries, profits) and wealth for the economy as a whole (through production, sales, and 
investment). This wealth can be reinvested for further growth and development.  

✓ Contribution to Economic Growth: Successful businesses contribute to the Gross Domestic 

Product (GDP) of a country through their production and sales.  

Their growth and expansion are key drivers of economic development.  

✓ Innovation and Technological Advancement: Businesses are often at the forefront of innovation, 

developing new products, services, and processes. Competition in the business world encourages 

the adoption of new technologies and leads to improvements in efficiency and quality of life.  

✓ Improvement of Living Standards: By providing a wider variety of goods and services, creating 

employment, and driving innovation, businesses contribute to higher living standards for the 

population. Access to better products, healthcare, education, and entertainment is often 
facilitated by business activities.  

✓ Payment of Taxes: Profitable businesses pay various taxes to the government, which are then 
used to fund public services such as infrastructure, education, healthcare, and security.  

✓ Social Responsibility and Community Development: Increasingly, businesses are recognizing 
their social responsibilities. They may engage in activities that benefit the community, such as 
environmental sustainability initiatives, charitable donations, and support for local development 
projects.  

✓ Facilitation of Trade and Commerce: Businesses engage in buying, selling, and distributing goods 
and services, both domestically and internationally, facilitating trade and commerce within and 
between societies.  

✓ Meeting Evolving Needs and Wants: As society evolves, so do its needs and wants. Businesses 

constantly adapt and innovate to meet these changing demands, ensuring that consumers have 
access to the products and services they desire.  

In essence,   

✓ Business activities are the engine that drives modern economies and significantly shapes the 
societies in which they operate.   

✓ Their contributions are essential for progress, prosperity, and the overall wellbeing of individuals 
and communities.  

(d) Classifying Business Activities in an Economy  

Business activities in an economy can be classified in various ways based on their nature, purpose, and 

the stage of production they are involved in. Here are some common classifications:  



 

 

✓ By Sector of the Economy: This is a broad classification based on the primary type of economic 

activity:  

❖ Primary Sector: Involves the extraction and production of raw materials from nature. 

Examples include agriculture (farming, fishing, forestry), mining, and oil and gas extraction.  

❖ Secondary Sector: Involves the processing and manufacturing of raw materials into 

finished or semi-finished goods. Examples include manufacturing industries, construction, 
and power generation.  

❖ Tertiary Sector: Involves the provision of services to individuals and other businesses. 

Examples include retail, wholesale, transportation, finance, healthcare, education, tourism, 
and entertainment.  

❖ Quaternary Sector: Sometimes considered a sub-sector of the tertiary sector, it involves 

knowledge-based activities such as research and development, information technology, 
consulting, and education.  

❖ Quinary Sector: Represents high-level decision-making roles in government, business, 

education, and other organizations. It involves top executives and policy makers.  

✓ By Function: This classification focuses on the main activities performed by a business:  

❖ Production: Activities involved in creating goods or services (e.g., manufacturing, farming, 
service delivery).  

❖ Marketing: Activities involved in promoting and selling goods or services (e.g., advertising, 

sales, market research).  

❖ Finance: Activities related to managing the money and financial resources of the business 
(e.g., raising capital, budgeting, accounting).  

❖ Human Resources: Activities related to managing the workforce (e.g., recruitment, 

training, employee relations).  

❖ Research and Development (R&D): Activities focused on innovation and creating new 
products, services, or processes.  

❖ Purchasing/Procurement: Activities involved in acquiring the necessary resources 

(materials, supplies, equipment) for the business.  

✓ By Size: Businesses can be classified based on their scale of operations:  

❖ Small-Scale Enterprises (SSEs): Typically characterized by a small number of employees, 
low capital investment, and localized operations.  

❖ Medium-Scale Enterprises (MSEs): Larger than SSEs in terms of employees and capital, 

with a wider market reach.  

❖ Large-Scale Enterprises (LSEs): Have a significant number of employees, substantial capital 
investment, and often operate in national or international markets.  

✓ By Ownership: This classification depends on who owns and controls the business:  

❖ Sole Proprietorship: Owned and run by one person.  

❖ Partnership: Owned and run by two or more individuals who agree to share profits or 

losses.  



 

 

❖ Limited Liability Company (LLC): A hybrid structure that offers the limited liability of a 
corporation but the pass-through taxation of a partnership or sole proprietorship.  

❖ Corporation: A legal entity separate from its owners (shareholders), offering limited 
liability. Can be private or public (listed on a stock exchange).  

❖ Cooperatives: Owned and run by their members, who share the benefits.  Public Sector 
Enterprises: Owned and controlled by the government.  

 Understanding these different classifications helps in analyzing the structure of an economy,   

✓ The roles of various types of businesses, and   

✓ The factors that influence their operations.  

(e) Examining the Micro and Macro Factors that Affect Business Activities  

Business activities do not operate in a vacuum. They are constantly influenced by a range of factors that 

can either facilitate or hinder their success. These factors can be broadly categorized into micro and 

macro environments:  

Micro Environment (Internal and Immediate External Factors): These are factors that have a direct and 
immediate impact on a specific business.  

➢ Customers: The target market for a business's products or services. Factors include customer 

needs, wants, preferences, purchasing power, and loyalty. Changes in customer demand can 
significantly affect sales and profitability.  

➢ Competitors: Other businesses that offer similar products or services.  

Understanding competitors' strengths, weaknesses, strategies, and market share is crucial for 
developing a competitive advantage.  

➢ Suppliers: Businesses that provide the resources (raw materials, components, services) needed for 

production. Factors include supplier reliability, pricing, quality of supplies, and payment terms. 
Disruptions in the supply chain can severely impact a business.  

➢ Employees: The workforce of the business. Factors include employee skills, motivation, 

productivity, wages, and labor relations. A skilled and motivated workforce is essential for efficient 
operations.  

➢ Owners/Shareholders: The individuals or entities that own the business. Their objectives, 

investment decisions, and influence on management can shape the direction of the business.  

➢ Intermediaries: Businesses that help in distributing and selling the products or services, such as 

wholesalers, retailers, and agents. Their effectiveness and relationships with the business are 

important.  

➢ Publics: Any group that has an actual or potential interest in or impact on an organization's ability 

to achieve its objectives. These can include media, government agencies, local communities, and 

special interest groups. Their opinions and actions can affect the business's reputation and 

operations.     



 

 

Macro Environment (Broader External Factors): These are larger societal forces that affect all businesses 
in an economy to varying degrees. A business typically has little or no control over these factors. Often 
remembered using the PESTEL acronym:  

✓ Political Factors: Government policies, regulations, political stability, trade agreements, tax laws, 
and legal frameworks can significantly impact business operations and profitability.  

✓ Economic Factors: Economic conditions such as inflation rates, interest rates, exchange rates, 

economic growth, unemployment levels, and consumer income affect demand, costs, and 

investment decisions.  

✓ Social Factors: Cultural norms, values, demographics, lifestyle changes, education levels, health 
consciousness, and social trends influence consumer preferences and the way businesses 
operate.  

✓ Technological Factors: Advancements in technology, automation, research and development, and 
the adoption of new technologies can create opportunities and threats for businesses. They can 

affect production processes, product development, and market access.  

✓ Environmental Factors: Growing awareness of environmental issues, regulations related to 

pollution and sustainability, climate change, and the availability of natural resources can impact 

business operations and consumer preferences.  

✓ Legal Factors: Laws related to consumer protection, labor practices, competition, environmental 

regulations, and intellectual property rights can impose constraints and create obligations for 
businesses.  

Businesses need to constantly monitor and adapt to changes in both their micro and macro 

environments to remain competitive and successful. Understanding these factors helps in strategic 

planning, risk management, and identifying opportunities.  

(f) Appreciating the Importance of Business Activities in an Economy  

Appreciating the importance of business activities in an economy involves recognizing their fundamental 

role in driving economic prosperity, social well-being, and overall development. As previously discussed, 

businesses are the engines that power modern economies through:  

➢ Creating wealth and income.  

➢ Generating employment opportunities.  

➢ Providing essential goods and services.  

➢ Driving innovation and technological progress.  

➢ Contributing to government revenue through taxes.  

➢ Improving living standards and quality of life.  

➢ Facilitating trade and commerce.  

➢ Responding to evolving societal needs and wants.  

➢ Potentially contributing to social responsibility and community development.  



 

 

✓ Without vibrant and thriving business activities, an economy would stagnate, and the quality of 

life for its citizens would likely decline.   

✓ Businesses not only satisfy our material needs and wants but also provide opportunities for 

personal and professional growth, drive progress, and contribute to the overall dynamism of 
society.   

✓ Recognizing their importance encourages a supportive environment for entrepreneurship and 

business development, which is crucial for sustained economic growth and societal advancement.  

  

  

  

Sub-Strand 2.2: Types of Business Ownership   

 (a) Exploring the Formation, Management, Sources of Finance, Advantages, and Disadvantages of a 
Sole Proprietorship Business Enterprise in Kenya  

A sole proprietorship is a business owned and run by one person, and there is no legal distinction 

between the owner and the business. The owner receives all profits but is also personally liable for all 
business debts.     

Formation:  

✓ Simplicity: It is the easiest form of business to start.  

✓ Minimal Legal Requirements: Generally involves registering the business name with the relevant 
government authority (e.g., the Business Registration Service - BRS in Kenya).  

✓ No Separate Legal Entity: The business is not a separate legal entity from the owner.  

Management:  

✓ Owner as Manager: The owner typically makes all the decisions and manages all aspects of the 
business.  

✓ Flexibility: The owner has complete control and can make quick decisions.  

✓ Direct Contact with Customers: The owner often has close relationships with customers.  

✓ Heavy Workload: The owner is responsible for all tasks, which can be demanding.  

Sources of Finance:  

✓ Personal Savings: The owner's own funds are the primary source of initial capital.  

✓ Loans from Family and Friends: Informal borrowing from close relations.  

✓ Trade Credit: Obtaining goods or services from suppliers with an agreement to pay later.  



 

 

✓ Small Business Loans: Banks and other financial institutions may offer loans to sole proprietors, 

often requiring collateral.  

✓ Microfinance Institutions (MFIs): These institutions provide small loans and other financial 

services to small businesses and individuals.  

  

  

Advantages:  

✓ Ease of Formation: Simple and inexpensive to set up.  

✓ Complete Control: The owner makes all decisions and retains all profits.  

✓ Direct Incentives: The owner directly benefits from the success of the business.  

✓ Flexibility in Decision-Making: Quick adaptation to changing market conditions.  

✓ Secrecy: Financial information and business plans are not shared with partners or shareholders.  

✓ Close Customer Contact: Owner often builds strong relationships with customers.  

✓ Tax Advantages: Profits are taxed as the owner's personal income (in Kenya, subject to individual 
income tax rates).  

Disadvantages:  

✓ Unlimited Liability: The owner is personally liable for all business debts. Personal assets (e.g., 

house, car) can be at risk.  

✓ Limited Capital: Funding is primarily limited to the owner's personal resources and borrowing 
capacity.  

✓ Difficulty in Raising Large Sums: Attracting significant investment is challenging.  

✓ Heavy Workload and Responsibility: The owner bears all the responsibilities of running the 
business.  

✓ Lack of Continuity: The business may cease to exist if the owner dies, becomes incapacitated, or 
decides to retire.  

✓ Limited Skills and Expertise: The owner may lack expertise in all areas of business management.  

✓ Difficulty in Attracting Skilled Employees: May not be able to offer competitive salaries and 

benefits compared to larger businesses.  

(b) Examining the Formation, Management, Sources of Finance, Advantages, and Disadvantages of a 

Partnership Business Enterprise in Kenya  

A partnership is a business owned and run by two or more individuals (partners) who agree to share in 

the profits or losses of a business. The terms of the partnership are usually outlined in a partnership 

agreement.  



 

 

Formation:  

✓ Agreement: Formed by a voluntary agreement between two or more individuals.  

✓ Partnership Deed: It is advisable to have a formal written agreement (partnership deed) that 

outlines the partners' contributions, responsibilities, profit/loss sharing ratios, and procedures for 

dissolution.  

✓ Registration: Partnerships are required to register their business name with the Business 
Registration Service (BRS) in Kenya.  

✓ No Separate Legal Entity: Like sole proprietorships, a general partnership is not a separate legal 
entity from its owners. Partners have joint and several liability.  

Management:  

✓ Shared Responsibility: Management responsibilities are typically shared among the partners, as 

outlined in the partnership agreement.  

✓ Collective Decision-Making: Major decisions usually require the consent of all or a majority of the 
partners.  

✓ Specialization: Partners can specialize in different areas of management based on their skills and 

expertise.  

✓ Potential for Disagreements: Differences in opinion among partners can lead to management 
challenges.  

Sources of Finance:  

✓ Partners' Contributions: Each partner contributes capital to the business as agreed in the 
partnership deed.  

✓ Loans from Banks and Financial Institutions: Partnerships may have a better chance of securing 
loans compared to sole proprietorships due to the combined financial strength of the partners.  

✓ Trade Credit: Similar to sole proprietorships, partnerships can obtain goods or services on credit 
from suppliers.  

✓ Retained Earnings: Profits generated by the business can be reinvested.  

✓ Potential for More Capital: The combined resources of multiple partners can provide a larger 

capital base than a sole proprietorship.  

Advantages:  

✓ Ease of Formation: Relatively easy to set up compared to companies.  

✓ More Capital: Combined financial resources of partners.  

✓ Shared Responsibility and Expertise: Partners can share the workload and bring diverse skills and 

knowledge.  

✓ Relatively Easy to Obtain Loans: Banks may be more willing to lend to partnerships.  



 

 

✓ Tax Advantages: Profits are usually taxed as the partners' individual income (in Kenya, subject to 

individual income tax rates).  

✓ Potential for Growth: More resources and shared management can facilitate expansion.  

Disadvantages:  

✓ Unlimited Liability: In a general partnership, all partners have joint and several liability for the 

business debts. Each partner can be held responsible for the full amount of the debt, even if it 

was caused by another partner.  

✓ Potential for Disagreements: Conflicts among partners can arise regarding management 
decisions, profit sharing, and business direction.  

✓ Lack of Continuity: The partnership may dissolve if a partner dies, withdraws, or becomes 

bankrupt.  

✓ Frozen Investment: It can be difficult for a partner to withdraw their investment without 
dissolving the partnership.  

✓ Binding Actions: Each partner can act on behalf of the partnership and bind the other partners to 

contracts and obligations.  

✓ Profit Sharing: Profits must be shared among the partners according to the agreed ratio, which 
may not always be satisfactory to all.  

(c) Analysing the Formation, Types, Management, Sources of Finance,  

Advantages, and Disadvantages of a Cooperative for Economic Growth  

A cooperative is an autonomous association of persons united voluntarily to meet their common 

economic, social, and cultural needs and aspirations through a jointlyowned and democratically-
controlled enterprise.     

Formation:  

✓ Voluntary Association: Individuals or entities voluntarily come together with a common purpose.  

✓ Common Need: Members share a common economic, social, or cultural need.  

✓ Registration: Cooperatives in Kenya are formed and governed under the Cooperative Societies Act 

and are required to register with the Commissioner for Cooperative Development. This involves 

submitting an application with the proposed bylaws of the society.  

✓ Democratic Control: Members have equal voting rights (one member, one vote), regardless of 
their capital contribution.  

✓ Open and Voluntary Membership: Membership is typically open to all who can use the services 

of the cooperative and are willing to accept the responsibilities of membership.  

Types of Cooperatives (for Economic Growth):  

✓ Savings and Credit Cooperatives (SACCOs): Mobilize savings from members and provide loans to 
them for various purposes, promoting financial inclusion and economic empowerment.  



 

 

✓ Agricultural Cooperatives: Help farmers collectively purchase inputs, market their produce, and 
access processing facilities, improving their income and productivity.  

✓ Consumer Cooperatives: Owned by consumers to provide goods and services at fair prices, often 
focusing on affordability and quality.  

✓ Housing Cooperatives: Enable members to collectively own and manage housing, making 
homeownership more accessible.  

✓ Producer Cooperatives: Owned by producers (e.g., artisans, small manufacturers) to collectively 

market their products and access resources.  

✓ Marketing Cooperatives: Assist members in marketing their products effectively, often providing 
storage, transportation, and branding services.  

Management:  

✓ Member Control: Ultimate control rests with the members, who elect a board of directors or a 

management committee to oversee the cooperative's operations.  

✓ Board of Directors/Management Committee: Responsible for setting policies, making strategic 
decisions, and overseeing the management team.  

✓ Professional Management: Larger cooperatives often employ professional managers to handle 

day-to-day operations.  

✓ Democratic Decision-Making: Key decisions are made through member meetings and voting.  

Sources of Finance:  

✓ Member Contributions/Share Capital: Members contribute a certain amount of capital as a 
condition of membership.  

✓ Member Savings/Deposits: SACCOs and other types of cooperatives mobilize savings from their 
members.  

✓ Loans from Financial Institutions: Cooperatives can borrow from banks and other financial 
institutions, often with the collective guarantee of the members.  

✓ Grants and Subsidies: Government and non-governmental organizations may provide grants or 

subsidies to support cooperative development.  

✓ Retained Earnings: Profits generated by the cooperative can be reinvested.  

✓ Donations and Fundraising: Some cooperatives may receive donations or conduct fundraising 
activities.  

Advantages (for Economic Growth):  

✓ Empowerment of Members: Cooperatives empower individuals, especially those with limited 
resources, by enabling them to collectively own and control economic activities.  

✓ Improved Bargaining Power: Collective action gives members greater bargaining power when 
purchasing inputs or marketing products.  



 

 

✓ Access to Credit and Financial Services: SACCOs provide access to affordable credit for members, 

fostering investment and economic activities.  

✓ Fair Distribution of Benefits: Profits and benefits are typically distributed among members based 

on their participation or use of the cooperative's services.  

✓ Community Development: Cooperatives often contribute to local economic development and 
social well-being.  

✓ Sustainability: Member ownership and participation can lead to greater sustainability and 
resilience.  

✓ Job Creation: Cooperatives can create employment opportunities for their members and the 

wider community.  

Disadvantages:  

✓ Slow Decision-Making: Democratic decision-making processes can sometimes be slow and 
cumbersome.  

✓ Limited Capital: Raising large amounts of capital can be challenging compared to corporations.  

✓ Potential for Conflicts: Disagreements among members or between members and management 

can arise.  

✓ Management Challenges: Effective management requires skills and expertise, which may be 
limited in smaller cooperatives.  

✓ Free-Rider Problem: Some members may benefit from the cooperative without fully participating 

or contributing.  

✓ Lack of Incentive for Large Investment: The principle of equal voting rights may discourage large 
individual investments.  

(d) Acknowledging the Role of Sole Proprietorship, Partnerships, and Cooperative Societies in the 

Economy  

Sole proprietorships, partnerships, and cooperative societies each play a significant and distinct role in 
the Kenyan economy:  

✓ Sole Proprietorships:  

➢ Driving Entrepreneurship: They are the most common form of business, especially for 

small-scale ventures and startups, fostering individual entrepreneurship and self-

employment.  

➢ Local Economic Activity: They contribute significantly to local economies by providing 
goods and services within communities.  

➢ Job Creation (Small Scale): While individually small, the sheer number of sole 

proprietorships collectively creates a substantial number of jobs.  

➢ Flexibility and Innovation: Their small size allows for quick adaptation to market changes 
and the implementation of innovative ideas.  



 

 

✓ Partnerships:  

➢ Pooling Resources and Expertise: They allow individuals with complementary skills and 
resources to pool them together, enabling larger and more complex ventures than 
individual sole proprietorships.  

➢ Facilitating Growth: Partnerships can grow and evolve into larger businesses, contributing 
to economic expansion.  

➢ Increased Access to Capital: The combined financial strength of partners can lead to 
greater access to loans and investment.  

➢ Specialized Services: Many professional service firms (e.g., law firms, accounting firms) 

operate as partnerships, providing specialized expertise to the economy.  

✓ Cooperative Societies:  

➢ Empowering Communities: They empower members, especially those marginalized or 

with limited resources, by enabling collective ownership and control of economic activities.  

➢ Promoting Financial Inclusion: SACCOs play a crucial role in mobilizing savings and 
providing affordable credit, fostering financial inclusion and economic empowerment.  

➢ Supporting Key Sectors: Agricultural and producer cooperatives support vital sectors of the 
economy, improving productivity and market access for members.  

➢ Ensuring Fair Prices and Services: Consumer and housing cooperatives can provide 
essential goods and services at fair prices, improving the quality of life for members.  

➢ Contributing to GDP and Employment: The cooperative sector as a whole contributes 
significantly to the national GDP and provides employment opportunities.  

In Summary,   

✓ These different forms of business ownership cater to various needs and contribute to the 
economy in diverse ways.   

✓ Sole proprietorships drive individual entrepreneurship and local economic activity, partnerships 
facilitate collaboration and growth, and cooperative societies empower communities and 
promote economic inclusion.   

✓ A healthy and diverse economy benefits from the presence and success of all these types of 
business enterprises.  

Sub-Strand 2.3: Social Responsibility of Business   

(a) Justifying the Need for Social Responsibility of a Business in the Society  

Social responsibility (SR) refers to a business's obligation to act in a way that benefits society and the 

environment, beyond its legal and economic obligations. There are several compelling reasons why 
businesses should embrace social responsibility:  



 

 

✓ Ethical Considerations: Many argue that businesses, as integral parts of society, have an ethical 

duty to contribute to its well-being. This perspective suggests that businesses should not solely 

focus on profit maximization but also consider the broader impact of their actions on 

stakeholders and the environment.  

✓ Long-Term Sustainability: Socially responsible practices can contribute to the long-term 
sustainability of a business. By considering environmental impacts, fair labor practices, and 

community relations, businesses can create a more stable and positive operating environment for 
themselves in the future.  

✓ Enhanced Reputation and Brand Image: Businesses that are seen as socially responsible often 

enjoy a better reputation and a stronger brand image. This can lead to increased customer loyalty, 
improved employee morale, and easier access to investment and partnerships.  

✓ Attracting and Retaining Talent: Employees are increasingly drawn to work for companies that 

demonstrate a commitment to social and environmental causes. Socially responsible businesses 

often find it easier to attract and retain talented employees who are motivated by more than just 
financial rewards.  

✓ Improved Stakeholder Relations: Engaging in social responsibility initiatives can strengthen 

relationships with various stakeholders, including customers, employees, suppliers, investors, and 

the local community. Positive stakeholder relations can lead to greater trust and cooperation.     

✓ Avoiding Negative Consequences: Businesses that ignore their social and environmental 

responsibilities may face negative consequences such as boycotts, negative publicity, legal action, 
and stricter regulations. Being proactive in SR can help mitigate these risks.  

✓ Contributing to Societal Well-being: Businesses have the resources and influence to make a 

significant positive impact on societal issues such as poverty, inequality, environmental 
degradation, and lack of access to education and healthcare.  

✓ Creating a More Stable and Prosperous Society: A healthy and equitable society provides a more 
stable and prosperous environment for businesses to operate in. By contributing to social well-
being, businesses are indirectly benefiting themselves.  

✓ Meeting Evolving Expectations: Societal expectations of businesses are constantly evolving. There 

is increasing pressure on companies to be more transparent and accountable for their social and 
environmental performance.  

✓ "Doing Well by Doing Good": In many cases, socially responsible practices can also lead to 

positive financial outcomes. For example, investing in energy efficiency can reduce costs, and 
developing sustainable products can tap into new markets.  

(b) Examining Social Responsibility Activities of a Business in the Community  

Businesses can engage in a wide range of social responsibility activities that benefit the community. 

These activities can be broadly categorized as follows:  



 

 

✓ Philanthropy and Charitable Donations: This involves donating money, products, or services to 

charitable organizations, non-profits, or community initiatives. Examples include supporting local 
schools, hospitals, or disaster relief efforts.  

✓ Community Involvement and Volunteering: Encouraging employees to volunteer their time and 

skills to community projects or partnering with local organizations on community development 
initiatives. This can include participating in clean-up drives, mentoring programs, or building 

homes for the needy.  

✓ Ethical Labor Practices: Ensuring fair wages, safe working conditions, and ethical treatment of 

employees. This can also extend to the supply chain, ensuring that suppliers adhere to similar 

standards.  

✓ Environmental Sustainability Initiatives: Implementing practices that minimize the business's 
environmental footprint. This can include reducing waste, conserving energy and water, using 
sustainable materials, and investing in renewable energy sources.  

✓ Ethical Sourcing and Procurement: Making responsible choices when purchasing goods and 
services, considering the social and environmental impact of suppliers. This might involve 
supporting fair trade practices or sourcing from local and sustainable businesses.  

✓ Product Safety and Quality: Ensuring that products and services are safe, reliable, and of high 

quality, and providing clear and accurate information to consumers.  

✓ Customer Service and Fair Practices: Treating customers fairly, providing excellent customer 

service, and being transparent in all dealings.  

✓ Support for Education and Skills Development: Investing in education programs, offering 
scholarships, or providing training and skills development opportunities for community members.  

✓ Health and Wellness Initiatives: Supporting health programs, promoting healthy lifestyles among 
employees and the community, or providing access to healthcare services.  

✓ Economic Development Initiatives: Supporting local businesses, creating jobs in the community, 
or investing in infrastructure projects that benefit the local economy.  

(c) Analysing the Challenges Faced by Businesses When Carrying Out Social Responsibilities  

While the benefits of social responsibility are significant, businesses can face several challenges when 

implementing and carrying out these activities:  

✓ Cost and Financial Implications: Implementing SR initiatives often involves additional costs, which 

can be a significant barrier, especially for small and medium-sized enterprises (SMEs) with limited 

resources. Balancing profitability with social responsibility can be challenging.  

✓ Difficulty in Measuring Impact: Quantifying the return on investment (ROI) of SR activities can be 

difficult. It can be challenging to directly link SR efforts to financial performance, making it harder 

to justify these expenditures to stakeholders focused on short-term profits.  
✓ Conflicting Stakeholder Interests: Different stakeholders may have different expectations and 

priorities regarding SR. Balancing these competing interests and deciding which issues to focus on 
can be a complex task.  



 

 

✓ Lack of Expertise and Resources: Businesses, particularly smaller ones, may lack the expertise 
and dedicated personnel to effectively plan, implement, and manage SR programs.  

✓ Greenwashing and Lack of Authenticity: There is a risk of businesses engaging in "greenwashing" 

or superficial SR activities solely for public relations purposes, without genuine commitment. This 
can damage their credibility if exposed.  

✓ Short-Term Focus vs. Long-Term Benefits: The benefits of SR are often longterm, while businesses 
may face pressure to deliver short-term financial results. This can make it difficult to prioritize SR 
investments.  

✓ Competitive Disadvantage: Businesses that invest heavily in SR may face a competitive 

disadvantage if their competitors do not, as their costs may be higher, potentially leading to 
higher prices for consumers.  

✓ Defining and Prioritizing Issues: Determining which social and environmental issues are most 
relevant and material to a business and its stakeholders can be challenging. There are often 
numerous pressing issues to address.  

✓ Global Supply Chain Complexity: For businesses with global supply chains, ensuring ethical and 
sustainable practices across all suppliers can be complex and require significant monitoring and 
enforcement.  

✓ Resistance to Change: Implementing SR initiatives may require significant changes in business 
practices and corporate culture, which can face resistance from within the organization.  

Overcoming these challenges requires a strong commitment from leadership, a strategic approach to SR, 
effective communication with stakeholders, and a willingness to invest for the long-term benefits of both 

the business and society.  

(d) Designing and Implementing a Social Responsibility Activity in the School  

Designing and implementing a social responsibility activity in the school can be a valuable learning 
experience. Here's a possible process based on the suggested learning experiences:  

1. Identify a Need: Conduct a simple survey among students and teachers to identify a social or 

environmental need within the school community or the local area. The example provided 

suggests identifying needy learners. Other possibilities could include environmental concerns 

(e.g., waste management, energy conservation), community support initiatives, or promoting 
health and well-being.  

2. Define Objectives: Clearly define the goals of the SR activity. What specific outcome do you hope 

to achieve? For example, if the focus is on needy learners, the objective might be to provide them 
with essential school supplies or financial assistance for school fees.  

3. Plan the Activity: Develop a detailed plan that outlines:   

➢ Target beneficiaries: Who will directly benefit from the activity? (e.g., specific needy 
learners).  



 

 

➢ Activities involved: What specific actions will be taken? (e.g., collecting donations, 

organizing a fundraising event).  

➢ Resources needed: What materials, funds, or human resources will be required?  

➢ Timeline: When will different stages of the activity take place?  

➢ Roles and responsibilities: Who will be responsible for different tasks?  

➢ Communication strategy: How will the activity be communicated to the school community 
and potential donors?  

4. Mobilize Resources: Based on the plan, mobilize the necessary resources. The suggestion mentions 
mobilizing resources from the local community. This could involve:   

➢ Donation drives: Collecting money, school supplies, clothes, or food from students, 
teachers, parents, and local businesses.  

➢ Fundraising events: Organizing small events within the school (e.g., bake sales, talent 
shows) to raise funds.  

➢ Seeking partnerships: Collaborating with local organizations or businesses that might be 
willing to support the initiative.  

5. Implement the Activity: Carry out the planned activities according to the timeline and assigned 

responsibilities. This might involve collecting donations, organizing events, purchasing supplies, or 
providing direct assistance to the beneficiaries.  

6. Monitor and Evaluate: Track the progress of the activity and evaluate its effectiveness in 

achieving the defined objectives. This could involve keeping records of donations, assessing the 

impact on the beneficiaries, and gathering feedback from participants.  

7. Reflect and Report: Reflect on the lessons learned during the process. What went well? What 
could be improved? Prepare a report or presentation to share the outcomes and learnings with 
the school community.  

This hands-on experience will help learners understand the practical aspects of designing and 

implementing social responsibility initiatives and appreciate their impact.  

(e) Appreciating the Need for Business Social Responsibility in the Society and the Environment  

Appreciating the need for business social responsibility involves recognizing its fundamental importance 

for a sustainable and equitable society and a healthy environment. Businesses are powerful entities with 

significant influence, and their actions have far-reaching consequences. Embracing SR is not just a matter 

of ethics but a necessity for the following reasons:  

✓ Interconnectedness: Businesses operate within society and rely on its resources (human, natural, 

economic). Therefore, they have a vested interest in the well-being of society and the 

environment. A thriving society and a healthy planet provide a more stable and prosperous 
environment for businesses to operate in the long run.  



 

 

✓ Mitigating Negative Externalities: Business activities can sometimes have negative externalities, 

such as pollution, resource depletion, and social inequalities. Social responsibility encourages 
businesses to minimize these negative impacts and take accountability for them.  

✓ Building Trust and Legitimacy: When businesses act responsibly, they build trust and legitimacy 
with their stakeholders, including customers, employees, and the community. This trust is 
essential for long-term success and social acceptance.  

✓ Contributing to Sustainable Development: Social responsibility aligns with the principles of 

sustainable development, which aims to meet the needs of the present without compromising 

the ability of future generations to meet their own needs. Businesses have a crucial role to play in 
achieving this balance.     

✓ Addressing Global Challenges: Many of the world's most pressing challenges, such as climate 

change, poverty, and inequality, require the collective effort of governments, civil society, and the 

business sector. Socially responsible businesses can be powerful agents of change in addressing 
these issues.  

✓ Creating Shared Value: Increasingly, businesses are recognizing the concept of "shared value," 

where social and environmental considerations are integrated into their core business strategies 
in a way that creates both economic and social value.  

✓ Preventing Government Intervention: By proactively addressing social and environmental 

concerns, businesses can potentially reduce the need for government regulation and 

intervention, which can sometimes be more costly and restrictive.  

✓ Fostering Innovation: The pursuit of social and environmental goals can often drive innovation, 
leading to the development of new technologies, products, and business models that are both 

beneficial and profitable.  

  

                                                         Key to note that:   

✓ Business social responsibility is not a peripheral activity but an integral aspect of responsible 
business practice in the 21st century.   

✓ It is essential for creating a more just, sustainable, and prosperous future for all.   

✓ Appreciating this need encourages businesses to go beyond profit maximization and contribute 
positively to the society and the environment in which they operate.  

  

  

  

 



 

 

Sub-Strand 2.4: Entrepreneurship (12 Lessons)  

(a) Assessing the Entrepreneurial Skills for Economic Growth  

Entrepreneurial skills are the abilities, traits, and competencies that enable individuals to identify 

opportunities, start and manage businesses, and drive innovation, ultimately contributing to economic 
growth.   

Some key entrepreneurial skills include:-  

✓ Opportunity Recognition: The ability to identify unmet needs, emerging trends, and potential 

gaps in the market that can be turned into viable business ventures. This involves creativity, 

market awareness, and foresight.  

✓ Creativity and Innovation: The capacity to generate new ideas, develop unique solutions, and 
find novel ways of doing things. Innovation is crucial for creating competitive advantage and 

driving economic progress.  

✓ Risk-Taking: Entrepreneurs are typically willing to take calculated risks, investing their time, 

money, and effort in uncertain ventures. The ability to assess and manage risk is essential for 

business success.  

✓ Problem-Solving: The skill to identify challenges, analyse their root causes, and develop effective 
solutions. Entrepreneurs often face numerous obstacles in starting and growing their businesses.  

✓ Decision-Making: The ability to make timely and informed decisions, often under pressure and 

with limited information. Effective decision-making is crucial for navigating the complexities of 
running a business.  

✓ Resourcefulness: The capacity to find and utilize available resources (financial, human, material) 

effectively, often with limited initial capital. This includes networking and building strategic 

alliances.  
✓ Perseverance and Resilience: The determination to overcome setbacks, learn from failures, and 

persist in the face of challenges. Entrepreneurship can be a long and arduous journey.  

✓ Self-Confidence and Initiative: A belief in one's own abilities and the drive to take proactive steps 
to start and grow the business without constant supervision.  

✓ Communication and Interpersonal Skills: The ability to effectively communicate ideas, negotiate 

with stakeholders, build relationships, and lead teams. Strong interpersonal skills are vital for 
collaboration and business success.  

✓ Financial Literacy: Understanding basic financial principles, managing cash flow, and making 
sound financial decisions are crucial for the survival and growth of a business.  

✓ Planning and Organization: The ability to set goals, develop strategies, create action plans, and 
organize resources effectively.  

✓ Adaptability and Flexibility: The capacity to adjust to changing market conditions, customer 
needs, and competitive landscapes. Businesses must be able to pivot when necessary.  



 

 

✓ Leadership and Team Building: The ability to inspire and motivate others, build a strong team, 

and delegate tasks effectively as the business grows.  

How Entrepreneurial Skills Drive Economic Growth:  

➢ Creation of New Businesses: Entrepreneurs start new ventures, leading to job creation and 
increased economic activity.  

➢ Innovation and Productivity: They introduce new products, services, and processes, boosting 

productivity and driving technological advancement.  

➢ Market Expansion: Entrepreneurs identify and exploit new market opportunities, leading to 
increased trade and economic diversification.  

➢ Increased Competition: New businesses foster competition, which can lead to lower prices, 

better quality products, and greater consumer choice.  

➢ Resource Mobilization: Entrepreneurs attract and mobilize capital, labor, and other resources for 
productive use.  

➢ Improved Living Standards: Successful entrepreneurial ventures can lead to higher incomes, 

better quality of life, and increased access to goods and services.  

➢ Regional Development: Entrepreneurship can spur economic growth in specific regions, creating 
local jobs and opportunities.  

(b) Examining the Types of Entrepreneurs in Business  

Entrepreneurs can be categorized based on various factors such as their motivation, the type of business 

they start, their approach to innovation, and their scale of operation. Here are some common types of 
entrepreneurs:  

➢ Necessity Entrepreneurs: Individuals who are driven to start a business out of a lack of other 

employment options. They may have been laid off or unable to find suitable jobs. Their primary 
motivation is often survival and income generation.  

➢ Opportunity Entrepreneurs: Individuals who start businesses because they identify a market 
opportunity and have a desire for achievement, independence, and wealth creation. They are 
proactive and driven by a vision.  

➢ Serial Entrepreneurs: Individuals who start and run multiple businesses throughout their careers. 

They often have a passion for launching new ventures and may sell or hand over management of 
their existing businesses to start new ones.  

➢ Social Entrepreneurs: Individuals who start businesses with a primary goal of addressing social or 

environmental problems while also aiming for financial sustainability. Their focus is on creating 
social impact.  
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Technopreneurs: Entrepreneurs who leverage technology to create innovative products, services, 

or business models. They often operate in sectors like software, e-commerce, biotechnology, and 

artificial intelligence. Intrapreneurs (Corporate Entrepreneurs): Individuals who exhibit 

entrepreneurial traits within a large organization. They initiate new projects or business units, 
often with the support of their company, taking risks and driving innovation from within.  

➢ Lifestyle Entrepreneurs: Individuals who start a business primarily to achieve a certain lifestyle or 

personal fulfillment. Their focus may be on flexibility, autonomy, and aligning their work with 
their passions rather than maximizing profit or growth.  

➢ Small Business Owners: Individuals who start and manage a small-scale business, often serving a 
local community. Their goals may be modest, focusing on providing a livelihood for themselves 
and their families.  

➢ Scalable Start-up Entrepreneurs: Individuals who start a business with the ambition and potential 

for significant growth and expansion, often seeking venture capital and aiming to disrupt existing 

markets.  

➢ Innovative Entrepreneurs: Individuals who focus on introducing new products, services, or 

processes to the market. They are driven by creativity and a desire to solve problems in novel 
ways.  

➢ Imitative Entrepreneurs: Individuals who adopt and improve upon existing business ideas or 

models. They may enter established markets with a slightly different offering or a more efficient 
approach.  

Understanding these different types of entrepreneurs can provide insights into their motivations, 

approaches, and the kinds of businesses they are likely to create. It also highlights the diverse nature of 
entrepreneurial activity and its various drivers.  

(c) Evaluating Business Ideas and Opportunities for Business Start-Ups  

Evaluating business ideas and opportunities is a critical step in the entrepreneurial process. Not all ideas 

are viable business opportunities. A thorough evaluation helps entrepreneurs assess the potential for 
success and make informed decisions. Here are some key factors to consider:  

➢ Market Demand: Is there a sufficient number of potential customers who need or want the 

product or service? Conduct market research to assess the size of the target market, its growth 

potential, and customer willingness to pay.  

➢ Problem-Solution Fit: Does the business idea effectively solve a significant problem or meet an 
unmet need for the target market? A strong value proposition is essential.  

➢ Competitive Landscape: Who are the existing competitors? What are their strengths and 

weaknesses? How will the new business differentiate itself and gain a competitive advantage 

(e.g., price, quality, innovation, customer service)?  

➢ Feasibility: Can the business idea be realistically implemented with the available resources 
(financial, human, technical)? Consider the costs of production, distribution, and marketing.  



✓  

 

Profitability: Is there a potential to generate sufficient revenue to cover costs and earn a profit? 

Develop financial projections, including revenue forecasts, cost estimates, and break-even 
analysis.  

Scalability: Can the business model be expanded to serve a larger market or offer additional 

products or services without significant increases in cost? Scalability is important for long-term 
growth.  

➢ Sustainability: Is the business model environmentally and economically sustainable in the long 

run? Consider resource use, waste generation, and the impact on the community.  

➢ Legal and Regulatory Environment: Are there any legal or regulatory hurdles that need to be 
considered? Ensure compliance with relevant laws and obtain necessary permits and licenses.  

➢ Team and Expertise: Does the entrepreneur (and potential team) have the necessary skills, 
experience, and passion to execute the business idea successfully?  

➢ Personal Fit: Does the business idea align with the entrepreneur's interests, values, and long-term 

goals? Passion and commitment are crucial for navigating the challenges of starting a business.  

➢ Timing: Is the timing right for this business idea? Consider current market trends, technological 
developments, and economic conditions.  

Methods for Evaluating Business Ideas:  

➢ Market Research: Conducting surveys, interviews, focus groups, and analysing industry reports to 
understand customer needs and market dynamics.  

➢ Competitive Analysis: Studying existing competitors to identify their strengths, weaknesses, and 

strategies.  

➢ SWOT Analysis: Assessing the Strengths, Weaknesses, Opportunities, and Threats associated with 
the business idea.  

➢ Feasibility Studies: Conducting a detailed analysis of the technical, economic, legal, and 

operational feasibility of the venture.  

➢ Financial Projections: Developing realistic forecasts of revenue, costs, and profitability.  

➢ Minimum Viable Product (MVP): Creating a basic version of the product or service to test its 
viability with potential customers.  

➢ Seeking Feedback: Sharing the business idea with trusted advisors, mentors, and potential 

customers to get their input.  

A systematic evaluation process helps entrepreneurs to filter out unviable ideas and focus their efforts 
on opportunities with the highest potential for success.  

(d) Justifying the Importance of Incubation for Business Growth  

Business incubation is a process of supporting new and early-stage businesses by providing them with 

resources, mentorship, training, and networking opportunities to increase their chances of survival and 

growth. Business incubators are organizations that facilitate this process. Here's why incubation is 

important for business growth:  
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Increased Survival Rates: Start-ups face a high risk of failure. Incubators provide a nurturing 

environment that helps them overcome early challenges and significantly increases their chances 

of survival in the critical initial years. Access to Funding: Incubators often help start-ups access 

various sources of funding, including seed funding, angel investors, venture capital, and 
government grants. They may also provide guidance on preparing compelling funding proposals.  

➢ Mentorship and Guidance: Experienced entrepreneurs, industry experts, and business 

professionals associated with incubators provide invaluable mentorship and guidance on various 
aspects of running a business, such as strategy, operations, marketing, and finance.  

➢ Networking Opportunities: Incubators create a community of entrepreneurs, fostering 

collaboration, knowledge sharing, and access to a valuable network of contacts, including 

potential partners, customers, and investors.  

➢ Infrastructure and Resources: Incubators often provide access to essential infrastructure and 

resources that start-ups may not be able to afford on their own, such as office space, meeting 

rooms, internet access, administrative support, and shared equipment.  

➢ Training and Skill Development: Incubators offer workshops, seminars, and training programs on 
various business-related topics, helping entrepreneurs develop the necessary skills to manage 
and grow their ventures effectively.  

➢ Credibility and Validation: Being accepted into a reputable incubator can enhance a start-up's 
credibility and provide a form of validation that can attract customers, partners, and investors.  

➢ Focus on Growth: Incubators often push start-ups to think big and focus on scalability and growth 
from the outset, providing guidance on developing sustainable business models.  

➢ Access to Markets: Some incubators facilitate connections to potential customers and markets 

through their networks and partnerships.  

➢ Reduced Costs: Sharing resources and infrastructure within an incubator can significantly reduce 
the overhead costs for start-ups, allowing them to allocate their limited funds more strategically.  

In essence, business incubation provides a supportive ecosystem that nurtures young businesses, helps 

them overcome common challenges, and accelerates their growth trajectory, ultimately contributing to 

economic development and innovation.  

(e) Identifying an Opportunity and Starting a Business in School  

Starting a business in school provides a practical and low-risk environment to learn about 

entrepreneurship. Here's a possible approach:  

1. Identify Opportunities within the School Community: Think about the needs and wants of 
students, teachers, and other school staff that are not being fully met. Consider:   

✓ Convenience: Are there services that students would find convenient to have within the 

school? (e.g., snack shop, stationery supply).  

✓ Skills and Talents: What skills or talents do you and your classmates possess that could be 
offered as a service? (e.g., tutoring, tech support, event photography).  
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✓ Sustainability: Are there opportunities to promote environmental sustainability within the 

school? (e.g., recycling program, selling reusable items).  

✓ Social Needs: Are there ways to address social needs within the school community? (e.g., 
organizing fundraising events for a cause).  

2. Brainstorm Business Ideas: Based on the identified opportunities, brainstorm specific business 
ideas. Don't filter ideas at this stage; just generate as many as possible.  

3. Evaluate the Ideas: Use the evaluation criteria discussed earlier (market demand, feasibility, 

profitability, etc.) to assess the potential of each business idea within the school context. Consider 

the resources available within the school and any limitations.  

4. Choose a Viable Idea: Select the business idea that seems most promising and feasible to 
implement within the school environment.  

5. Develop a Simple Business Plan: Outline the key aspects of your business, including:   

✓ What product or service will you offer?  

✓ Who is your target market (within the school)?  

✓ How will you operate?  

✓ What resources will you need?  

✓ How will you market your business (within the school)?  How will you manage your 

finances?  

6. Secure Necessary Permissions: Talk to teachers and school administration to get permission and 
guidance for your business venture.  

7. Start Small and Test Your Idea: Begin with a small-scale pilot project to test your product or 

service and get feedback from your target market.  

8. Manage Your Business: Handle the day-to-day operations, including production, sales, customer 
service, and financial management.  

9. Learn and Adapt: Be prepared to learn from your experiences and adapt your business based on 

feedback and challenges.  

10. Consider the Social Impact: Think about how your business can also contribute positively 
to the school community.  

Examples of school-based businesses could include:  

✓ A snack and drinks stall.  

✓ A stationery and school supplies shop.  

✓ A tutoring service for younger students.  

✓ A tech support service for students and teachers.  

✓ A school event photography service.  

✓ A recycling collection and resale initiative.  

✓ A small-scale car wash for teachers.  

✓ A printing and cyber services.  

✓ An art shop  

✓ Beauty and cosmetics business  
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✓ Hairdressing services  

✓ Computer and mobile phone repair services   

✓ Poultry farming   

✓ Plastic recycling business  

This practical experience will provide valuable insights into the challenges and rewards of 

entrepreneurship.  

(f) Embracing Entrepreneurial Skills in Business Start-Ups  

Embracing entrepreneurial skills is crucial for the success of any business start-up. These skills are not 

just theoretical concepts but practical tools that entrepreneurs need to apply consistently. Here's how to 

embrace them:  

✓ Cultivate a Mindset of Opportunity Recognition: Actively look for problems to solve and unmet 
needs in the market. Stay curious, observe trends, and think creatively about potential business 
ventures.  

✓ Foster Creativity and Innovation: Continuously seek new and better ways of doing things. 
Encourage brainstorming, experimentation, and a willingness to challenge the status quo.  

✓ Develop Risk Management Abilities: Learn to assess and analyse potential risks associated with 
business decisions. Develop strategies to mitigate these risks while being willing to take calculated 
leaps.  

✓ Sharpen Problem-Solving Skills: Approach challenges with a proactive and analytical mindset. 
Break down complex problems into smaller, manageable parts and develop effective solutions.  

✓ Practice Decisive Action: Learn to make timely and informed decisions, even with incomplete 
information. Avoid procrastination and be willing to commit to a course of action.  

✓ Be Resourceful and Adaptable: Learn to make the most of limited resources. Be creative in finding 
solutions and be willing to adapt your plans and strategies as circumstances change.  

✓ Build Perseverance and Resilience: Understand that setbacks are inevitable in entrepreneurship. 
Develop the mental toughness to bounce back from failures and persist towards your goals.  

✓ Take Initiative and Be Self-Motivated: Be proactive in pursuing opportunities and driving your 

business forward without needing constant external direction.  

✓ Enhance Communication and Interpersonal Skills: Practice clear and effective communication with 
all stakeholders. Build strong relationships and learn to lead and motivate a team.  

✓ Improve Financial Literacy: Continuously learn about financial management, budgeting, and 
investment to make sound financial decisions for your start-up.  

✓ Develop Strong Planning and Organizational Habits: Set clear goals, create detailed plans, and 

organize your time and resources effectively.  

✓ Seek Continuous Learning and Development: Stay updated on industry trends, acquire new skills, 
and learn from mentors, advisors, and other entrepreneurs.  

✓ Network Actively: Build relationships with other entrepreneurs, industry experts, potential 
investors, and customers. Networking can open doors to valuable opportunities and support.  
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✓ Embrace Failure as a Learning Opportunity: View mistakes and failures not as endpoints but as 
valuable learning experiences that provide insights for future decisions.  

  

Sub-Strand 2.5: Production (12 Lessons)  

(a) Analysing the Importance of Production in an Economy  

Production is the process of creating goods and services from raw materials, labour, capital, and 

entrepreneurship to satisfy human needs and wants. It is a fundamental economic activity with 
significant importance for an economy:  

✓ Satisfaction of Needs and Wants: Production is the primary means by which goods and services 
are made available to consumers, fulfilling their basic needs (food, shelter, clothing) and their 
desires (wants).  

✓ Creation of Employment: Production processes require labour, leading to the creation of jobs 

across various sectors of the economy. Higher levels of production generally correlate with lower 
unemployment rates.  

✓ Generation of Income: Production generates income for individuals (wages, salaries, profits, rent, 

interest) and for the government (through taxes on production and sales). This income fuels 
further economic activity.  

✓ Contribution to Gross Domestic Product (GDP): The value of goods and services produced within 

a country during a specific period is a key component of GDP, the primary measure of a nation's 
economic output. Increased production leads to a higher GDP and economic growth.  

✓ Improvement of Living Standards: A higher level of production often translates to a greater 

availability of goods and services at potentially lower prices, leading to an improvement in the 
overall living standards of the population.  

✓ Technological Advancement and Innovation: The pursuit of more efficient production methods 
often drives technological innovation and the adoption of new technologies, leading to increased 
productivity and economic progress.  

✓ Resource Utilization: Production transforms raw materials and other resources into valuable 

goods and services, ensuring that these resources are utilized effectively.  

✓ Facilitation of Trade: Production enables countries to produce goods and services for both 

domestic consumption and export. Exports generate foreign exchange earnings, which can be 

used to import goods and services that are not produced domestically.  

✓ Economic Diversification: A strong production sector can lead to a more diversified economy, 

reducing reliance on a few primary products and making the economy more resilient to external 
shocks.  

✓ Foundation for Other Economic Activities: Production provides the goods and services that are 
used by other sectors of the economy, such as retail, transportation, and services. It forms the 
base upon which these other activities thrive.  



✓  

 

(b) Explaining Factors of Production Required to Produce Goods and Services  

The factors of production are the inputs or resources used in the production process. They are essential 

for creating goods and services that satisfy human needs and wants. The four main factors of production 
are:  

✓ Land: This encompasses all natural resources available on or under the earth's surface. It includes 
raw materials, fertile land, water, forests, minerals, and space.  

➢ Role in Production: Provides the basic inputs for many production processes, such as 
agricultural produce from fertile land and minerals for manufacturing.  

➢ Example: A farmer needs land to grow crops; a mining company needs land containing 

mineral deposits.  

✓ Labour: This refers to the human effort, both physical and mental, used in the production of 
goods and services. It includes the skills, knowledge, and abilities of the workforce.  

➢ Role in Production: Transforms raw materials and operates machinery to create finished 

products or delivers services.  

➢ Example: Factory workers assembling electronics; a teacher providing education services.  

✓ Capital: This includes all manufactured or human-made resources used in the production of other 

goods and services. It refers to tools, machinery, equipment, factories, infrastructure (roads, 

bridges), and technology. It does not refer to money itself, but rather to the physical assets used 
in production.  

➢ Role in Production: Enhances the efficiency and productivity of labour and facilitates the 
transformation of raw materials.  

➢ Example: A sewing machine in a textile factory; computers used by graphic designers.  

✓ Entrepreneurship: This is the ability and willingness to take risks, organize the other factors of 

production (land, labour, and capital), and innovate to produce goods and services. Entrepreneurs 
are the driving force behind business creation and economic development.  

➢ Role in Production: Identifies opportunities, makes strategic decisions, and coordinates the 
other factors of production to create value.  

➢ Example: The individual who starts a new bakery, hires bakers, rents a space, and buys 
ovens to produce and sell bread.  

 

 

(c) Determining the Types of Costs in a Production Unit  

In a production unit, costs are the expenses incurred in the process of producing goods or services. 

Understanding the different types of costs is crucial for effective cost management, pricing decisions, 
and profitability analysis. Costs can be broadly classified into several categories:  
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➢ Fixed Costs (Overhead Costs): These are costs that do not change with the level of production in 
the short run. They remain constant regardless of whether the production unit produces more or 
less.  

✓ Examples: Rent for factory or office space, salaries of permanent staff, insurance 

premiums, depreciation of fixed assets (using the straight-line method), property taxes, 
interest on long-term loans.  

➢ Variable Costs: These are costs that change directly and proportionally with the level of 

production. As more units are produced, total variable costs increase, and as fewer units are 
produced, total variable costs decrease.  

✓ Examples: Raw materials used in production, direct labour wages (paid per unit produced), 

packaging costs, transportation costs of finished goods, sales commissions (based on sales 

volume), electricity costs directly related to production.  

➢ Total Cost: This is the sum of total fixed costs and total variable costs at a given level of 
production.  Formula:   

Total Cost (TC) = Total Fixed Cost (TFC) + Total Variable Cost (TVC)  

➢ Marginal Cost: This is the additional cost incurred by producing one more unit of output.  

✓ Formula:   

 

➢ Average Costs: These are per-unit costs of production. They can be further divided into:  

✓ Average Fixed Cost (AFC): Total fixed cost divided by the quantity produced. AFC decreases 

as production increases because the fixed costs are spread over a larger number of units.   

Formula:   

 

✓ Average Variable Cost (AVC): Total variable cost divided by the quantity produced. AVC 

may initially decrease, then remain constant, and eventually increase as production 
increases due to factors like diminishing returns.   

 Formula:   

 
✓ Average Total Cost (ATC) or Unit Cost: Total cost divided by the quantity produced, or the 

sum of AFC and AVC.   

 Formula:   

 
➢ Direct Costs: These are costs that can be directly attributed to the production of a specific 

product or service. They are usually variable costs.  

𝑀𝑎𝑟𝑔𝑖𝑛𝑎𝑙   𝐶𝑜𝑠𝑡   ( 𝑀𝐶 )   = (   𝐶 ℎ 𝑎𝑛𝑔𝑒   𝑖𝑛   𝑇𝑜𝑡𝑎𝑙   𝐶𝑜𝑠𝑡 / 𝐶 ℎ 𝑎𝑛𝑔𝑒   𝑖𝑛   𝑄𝑢𝑎𝑛𝑡𝑖𝑡𝑦   𝑃𝑟𝑜𝑑𝑢𝑐𝑒𝑑 )   

AFC = TFC / Quantity (Q)   

AVC = TVC / Q   

ATC = TC / Q = AFC + AVC   
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 Examples: Raw materials used in a particular product, direct labour involved in 

manufacturing that product.  

➢ Indirect Costs: These are costs that cannot be easily and directly linked to a specific product or 

service. They are often fixed costs or variable costs that are shared across multiple products or 
departments.  

 Examples: Factory rent (shared by all products produced in the factory), salaries of 
administrative staff, general utilities.  

Understanding these different types of costs is essential for businesses to make informed decisions 
about   

 Production levels,   Pricing 

strategies, and   Overall 

profitability.   

By analysing cost behaviour, businesses can identify areas for cost reduction and improve efficiency.     

(d) Analysing the Concept of the Division of Labour and Specialization in Production  

Division of Labour: This refers to the breaking down of a complex production process into smaller, more 
specialized tasks or operations, with each worker or group of workers performing only one or a few of 

these tasks. Instead of one person making an entire product, different individuals specialize in different 
stages of its production.  

Specialization: This occurs when individuals, firms, or even countries concentrate their productive 

efforts on producing a limited range of goods or services in which they have a comparative advantage or 
are particularly skilled. It is a consequence of the division of labour at a more individual or organizational 

level.  

Relationship between Division of Labour and Specialization: The division of labour often leads to 

specialization. As tasks are divided, workers become more proficient and skilled in their specific assigned 

tasks, leading to specialization of labour. Similarly, at a firm or national level, specialization in the 

production of certain goods or services is often facilitated by the division of labour within those 
production processes.  

Advantages of Division of Labour and Specialization:  

✓ Increased Efficiency: Workers become more skilled and faster at their specific tasks through 

repetition and focused practice.  

✓ Time Savings: Less time is wasted moving between different tasks or tools.  

✓ Use of Specialized Machinery: Division of labour makes it feasible to use specialized machinery 
designed for specific tasks, increasing productivity.  
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✓ Increased Output: Overall production levels can increase significantly due to the combined 

efficiencies.  

Development of Expertise: Workers develop deep expertise in their specific areas, leading to 
higher quality work.  

✓ Easier Training: Training workers for specific, narrow tasks is generally easier and less time-

consuming.  

✓ Exploitation of Individual Skills: Individuals can be assigned tasks that best suit their abilities and 
talents.  

✓ Innovation: Specialization can foster innovation as workers gain deep understanding of their 
specific processes.  

Disadvantages of Division of Labour and Specialization:  

✓ Monotony and Boredom: Repetitive tasks can lead to boredom, dissatisfaction, and decreased 
motivation among workers.  

✓ Loss of Craftsmanship: Workers may lose the overall understanding and skill of producing a 
complete product.  

✓ Interdependence and Disruption: The production process becomes highly interdependent. If one 
stage is delayed or disrupted, the entire process can be affected.  

✓ Limited Skill Development: Workers may become highly skilled in one narrow task but lack 

broader skills, making them less adaptable to changes.  

✓ Reduced Job Satisfaction: Lack of variety and a sense of accomplishment in producing a whole 
product can lead to lower job satisfaction.  

✓ Potential for Deskilling: Some tasks may become so simplified that they require minimal skill.  

✓ Increased Risk of Unemployment: If a specialized skill becomes obsolete, workers may find it 

difficult to find alternative employment.  

(e) Examining the Roles and Responsibilities of a Producer to the Consumer  

Producers have significant roles and responsibilities towards consumers, aimed at ensuring fair trade 

practices, consumer safety, and satisfaction. These responsibilities are often guided by ethical 

considerations, legal regulations, and the desire to build a positive brand image. Key roles and 
responsibilities include:  

✓ Providing Safe and Quality Products/Services: Producers are responsible for ensuring that their 
goods and services meet reasonable standards of safety and quality. This includes proper design, 
manufacturing processes, quality control, and adherence to safety regulations.  

✓ Honest and Accurate Information: Producers must provide truthful and accurate information 

about their products and services, including ingredients, features, benefits, potential risks, and 
terms of sale. Misleading advertising or false claims are unethical and often illegal.  

✓ Fair Pricing: Producers should charge fair and reasonable prices for their products and services, 

avoiding practices like price gouging or unfair price discrimination.  
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✓ Clear Terms of Sale: The terms and conditions of a sale, including warranties, return policies, and 

payment terms, should be clear, understandable, and provided to the consumer before the 
purchase.  

Responding to Consumer Needs and Feedback: Producers should be responsive to consumer 
inquiries, complaints, and feedback. Establishing effective customer service channels and using 
feedback for product improvement is crucial.  

✓ Respecting Consumer Privacy: Producers who collect consumer data (e.g., for marketing or 

transactions) have a responsibility to protect that privacy and use the data ethically and in 
accordance with relevant laws.  

✓ Ethical Marketing and Advertising: Marketing and advertising campaigns should be ethical, 
avoiding manipulative tactics, exploitation of vulnerabilities, or offensive content.  

✓ Environmental Responsibility: Producers are increasingly expected to consider the environmental 

impact of their production processes and products, striving for sustainability and minimizing harm 
to the environment.  

✓ Compliance with Consumer Protection Laws: Producers must comply with all relevant consumer 
protection laws and regulations related to product safety, labeling, advertising, and fair trade 
practices.  

✓ Providing Redress for Grievances: Producers should have mechanisms in place to address 
consumer complaints and provide appropriate remedies for legitimate grievances, such as 
refunds, repairs, or replacements.  

✓ Promoting Consumer Education: Where relevant, producers can play a role in educating 
consumers about the proper use, maintenance, and disposal of their products.  

(f) Designing an Appropriate Label for a Product  

A product label is an essential part of packaging and serves multiple purposes, including informing 

consumers, attracting their attention, and complying with regulations. An appropriate label should be 

well-designed and contain key information. Here are elements to consider when designing a product 
label:  

✓ Brand Name and Logo: Clearly display the brand name and logo to help consumers identify and 
remember the product.  

✓ Product Name and Description: State the name of the product and provide a brief, clear, and 
accurate description of what it is and its main features or purpose.  

✓ Ingredients/Materials: List all ingredients or materials used in the product, usually in descending 

order of weight or volume. This is particularly important for food, cosmetics, and other consumer 
goods where composition matters for health and safety.  

✓ Net Quantity/Weight/Volume: Clearly state the amount of product contained in the packaging 

(e.g., grams, kilograms, milliliters, liters, number of units).  

✓ Manufacturer's Information: Include the name and address of the manufacturer or distributor.  

✓ Date of Manufacture and Expiry/Best Before Date: For perishable goods, clearly indicate the 

date of manufacture and either the expiry date (after which the product is not safe to 

use/consume) or the "best before" date (indicating when the quality may start to decline).  
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Usage Instructions and Safety Precautions: Provide clear instructions on how to use the product 

correctly and any necessary safety warnings or precautions.  

✓ Nutritional Information (for food products): Include a nutritional facts panel listing key nutrients, 
serving size, and calories per serving, as required by regulations.  

✓ Certifications and Seals of Approval: Display any relevant certifications (e.g., organic, fair trade) 
or seals of approval from recognized organizations.  

✓ Barcode: Include a barcode (e.g., EAN, UPC) for inventory management and point-of-sale 

scanning.  

✓ Country of Origin: Indicate where the product was manufactured or produced, as required by 
regulations.  

✓ Recycling Information: Provide information on how to properly recycle the packaging materials.  

✓ Allergen Information: Clearly state any potential allergens present in the product (e.g., nuts, 

dairy, gluten).  

✓ Attractive Design and Graphics: Use appealing colors, fonts, and images that are consistent with 
the brand and target audience, making the product stand out on the shelf.  

✓ Legibility and Clarity: Ensure that all text on the label is easy to read and understand. Use 
appropriate font sizes and clear language.  

✓ Compliance with Regulations: Ensure that the label complies with all relevant local, national, and 
international labeling laws and regulations for the specific product category.  

When designing a product label, it's important to consider the target market, the nature of the product, 

legal requirements, and the overall branding strategy. A welldesigned label not only informs consumers 

but also plays a crucial role in attracting their attention and influencing their purchasing decisions.  

(g) Recognizing the Role of Production in an Economy  

Recognizing the role of production in an economy reinforces its fundamental importance as the 
engine that drives economic activity and societal well-being. To reiterate its significance:  

✓ Foundation of Economic Activity: Production is the base upon which all other economic activities 

(distribution, consumption, services) are built. Without production, there would be no goods and 
services to trade, sell, or consume.  

✓ Key Driver of Economic Growth: Increases in production lead directly to economic growth, as 
measured by GDP. Efficient and expanding production sectors contribute significantly to a nation's 
prosperity.  

✓ Source of Wealth Creation: Production transforms less valuable resources into more valuable 
goods and services, thereby creating wealth for individuals, businesses, and the nation.  

✓ Generator of Employment and Income: Production processes create jobs and generate income in 
the form of wages, salaries, profits, and returns to other factors of production.  
Catalyst for Innovation and Technological Progress: The constant drive for more efficient and 
higher-quality production fuels innovation and the adoption of new technologies, leading to long-
term economic development.  



✓  

 

✓ Enhancer of Living Standards: A productive economy provides a greater variety and quantity of 

goods and services at affordable prices, improving the quality of life for its citizens.  

✓ Enabler of International Trade: A strong production sector allows a country to export goods and 
services, earning foreign exchange and participating in the global economy.  

✓ Ensurer of National Security: Domestic production in strategic sectors (e.g., food, energy, 

defense) can enhance a nation's security and resilience.  

  

Sub-Strand 2.6: Consumer Satisfaction (10 Lessons)  

(a) Exploring the Importance of Consumer Satisfaction in Business  

Consumer satisfaction refers to the extent to which a consumer's expectations of a product or service 

are met or exceeded by their actual experience. It is a crucial factor for the success and sustainability of 

any business. Here's why consumer satisfaction is important:  

✓ Customer Loyalty: Satisfied customers are more likely to become repeat customers, leading to 

customer loyalty. Loyal customers provide a stable revenue base and are less price-sensitive.  

✓ Positive Word-of-Mouth Marketing: Highly satisfied customers often share their positive 
experiences with others, acting as brand advocates. This word-ofmouth marketing is highly 
credible and can attract new customers at little to no cost.  

✓ Enhanced Brand Reputation: High levels of consumer satisfaction contribute to a positive brand 
image and reputation. A strong reputation can be a significant competitive advantage, attracting 
both customers and potential employees.  

✓ Increased Customer Lifetime Value (CLTV): Loyal and satisfied customers tend to make repeat 
purchases over a longer period, increasing their total value to the business over their "lifetime."  

✓ Reduced Customer Churn: Dissatisfied customers are likely to switch to competitors. High 

consumer satisfaction helps reduce customer churn (the rate at which customers leave), which is 
often more expensive to replace than to retain existing customers.  

✓ Premium Pricing: Businesses with a reputation for high customer satisfaction may be able to 

charge premium prices for their products or services, as customers are willing to pay more for a 
reliable and positive experience.  

✓ Valuable Feedback for Improvement: Dissatisfied customers, when given the opportunity to 
voice their concerns, can provide valuable feedback that businesses can use to improve their 
products, services, and processes.  

✓ Competitive Advantage: In today's competitive marketplace, excellent customer service and high 

satisfaction can be a key differentiator, setting a business apart from its rivals.  

Increased Profitability: All the above factors (loyalty, positive word-of-mouth, reduced churn, 
premium pricing) ultimately contribute to increased profitability for the business.  

✓ Employee Morale: High levels of customer satisfaction can also boost employee morale, as 
employees feel a sense of pride in contributing to positive customer experiences.  



✓  

 

(b) Examining the Terms and Conditions for the Supply of Goods and Services to a Consumer  

The supply of goods and services to a consumer is typically governed by terms and conditions, which 
outline the rights and obligations of both the seller  

(producer/supplier) and the buyer (consumer). These terms can be explicit (clearly stated) or implied 

(understood through custom, law, or the nature of the transaction). Key aspects of these terms and 

conditions include:  

✓ Description of Goods or Services: The seller must provide an accurate description of the goods or 
services being offered, including their quality, features, specifications, and any limitations.  

✓ Price: The price of the goods or services must be clearly stated, including any taxes, delivery 
charges, or other additional costs.  

✓ Payment Terms: The agreed-upon method and schedule for payment (e.g., cash on delivery, 

credit card payment, installment plan).  

✓ Delivery/Performance: For goods, this includes the time, place, and method of delivery. For 
services, it involves the agreed-upon timeline and manner of performance.  

✓ Warranty and Guarantee: Any assurances provided by the seller regarding the quality or 

performance of the goods or services, and the remedies available if they fail to meet these 

assurances. Warranties can be express (written or verbal) or implied (e.g., goods should be of 

merchantable quality and fit for their intended purpose).  

✓ Returns and Refunds Policy: The conditions under which goods can be returned and refunds can 

be claimed, including any time limits or requirements (e.g., original packaging, proof of purchase).  

✓ Liability: Limitations on the seller's liability for any loss or damage caused by the goods or 

services. However, these limitations are often subject to consumer protection laws and cannot 

exclude liability for death or personal injury caused by negligence.  

✓ Intellectual Property Rights: For certain goods or services (e.g., software, copyrighted material), 
the terms may specify the consumer's usage rights and restrictions.  

✓ Governing Law and Jurisdiction: The laws of a particular jurisdiction that will apply to the 
transaction and where any legal disputes will be resolved.  

✓ Consumer Rights: Consumers have certain rights protected by law, such as the right to goods of 

satisfactory quality, fit for purpose, as described, and provided with reasonable care and skill (for 

services). These rights often override any unfair or unreasonable terms and conditions imposed 
by the seller.  

Terms of Service/Usage Agreements: For services, especially online or subscription-based 

services, there are often detailed terms of service or usage agreements that users must agree to, 
outlining their rights and responsibilities, as well as those of the service provider.  

It is the responsibility of businesses to ensure that their terms and conditions are fair, transparent, and 

comply with all applicable consumer protection laws. Consumers also have a responsibility to read and 

understand these terms before making a purchase.  

 



✓  

 

(c) Justifying the Remedies for Consumer Dissatisfaction  

When consumers are dissatisfied with goods or services, they are entitled to certain remedies aimed at 

resolving the issue and providing fair compensation. Justifying these remedies is based on principles of 
fairness, consumer rights, and the need to maintain trust in the marketplace. Common remedies for 

consumer dissatisfaction include:  

1. Repair: If goods are faulty or not as described, the consumer may be entitled to have them 

repaired by the seller at no cost, within a reasonable time and without causing significant 
inconvenience.  

2. Replacement: If repair is not possible or practical, the consumer may be entitled to a 

replacement of the faulty goods with goods of the same description and quality.  

3. Refund: The consumer may be entitled to a full or partial refund of the purchase price if the 

goods or services are not of satisfactory quality, not fit for purpose, or not as described. The 

amount of the refund may depend on the extent of the dissatisfaction and the time elapsed since 

purchase.  

4. Compensation: Consumers may be entitled to compensation for any loss or damage suffered as a 
direct result of faulty goods or poorly provided services. This could include consequential losses 

(e.g., loss of earnings due to a faulty tool).  

5. Rescission of Contract: In cases of significant breaches of contract (e.g., goods being 

fundamentally different from what was agreed), the consumer may have the right to cancel the 

contract and be restored to their original position (e.g., return of goods and full refund).  

6. Specific Performance (for services): In some cases, a court may order the service provider to 
perform the service as originally agreed.  

7. Apology: While not a financial remedy, a sincere apology from the business can sometimes go a 
long way in resolving consumer dissatisfaction and rebuilding trust.  

8. Discount on Future Purchases: As a gesture of goodwill and to retain the customer, businesses 

may offer discounts on future purchases.  

9. Alternative Dispute Resolution (ADR): Mechanisms such as mediation or arbitration can provide 
a less formal and costly way to resolve disputes between consumers and businesses.  
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10. Legal Action: Consumers have the right to pursue legal action through consumer tribunals or 

courts if other remedies are insufficient or if the business refuses to provide a satisfactory 
resolution.  

The justification for these remedies lies in ensuring that consumers are protected from unfair or 
misleading practices, that they receive goods and services that meet reasonable standards, and that 

they are fairly compensated if things go wrong. Consumer protection laws are often in place to enforce 

these rights and provide a framework for remedies. Upholding these remedies is essential for 

maintaining a fair and trustworthy marketplace, which benefits both consumers and reputable 
businesses in the long run.  

(d) Carrying Out a Customer Satisfaction Survey for Improvement of Service Delivery  

A customer satisfaction survey is a valuable tool for businesses to gauge how well their products or 

services meet customer expectations and to identify areas for improvement. Here's a process for 
carrying out such a survey:  

1. Define Objectives: Clearly state what you want to learn from the survey. Are you trying to 

measure overall satisfaction, identify specific areas of dissatisfaction, or understand customer 
preferences?  

2. Identify Target Customers: Determine which customer segments you want to survey. This could 
be all customers, recent customers, or a specific group.  

3. Choose a Survey Method: Decide how you will collect the data. Common methods include:   

✓ Online Surveys: Using platforms like Google Forms, SurveyMonkey, or other survey tools. 

This is often cost-effective and allows for easy data analysis.  

✓ Paper Questionnaires: Distributing physical questionnaires, which can be useful for 
reaching customers without internet access.  

✓ Telephone Surveys: Calling customers to ask questions over the phone.  

✓ In-Person Interviews: Conducting face-to-face interviews, which can provide rich 

qualitative data.  

4. Design the Questionnaire: Develop clear, concise, and unbiased questions that address your 
objectives. Use a mix of question types:   

✓ Rating Scales (e.g., Likert Scale): Asking customers to rate their satisfaction on a scale (e.g., 

1-5, Very Dissatisfied to Very Satisfied).  

✓ Multiple Choice Questions: Providing a limited set of options for customers to choose 
from.  

✓ Open-Ended Questions: Allowing customers to provide free-form text answers for more 

detailed feedback.  

✓ Demographic Questions (Optional): Collecting basic information about the respondents 
(e.g., age, gender) to analyse satisfaction across different groups.  
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5. Pilot Test the Questionnaire: Before distributing the survey widely, test it with a small group to 

identify any confusing questions or technical issues.  

6. Distribute the Survey: Administer the survey using your chosen method to your target customers. 

Ensure a sufficient sample size for meaningful results.  

7. Collect and Analyse Data: Once the surveys are completed, collect the responses and analyse the 

data. This may involve calculating average satisfaction scores, identifying trends in responses to 
open-ended questions, and looking for correlations between different variables.  

8. Interpret Findings: Based on your analysis, interpret the key findings. What are the areas where 

customers are most satisfied? Where are they dissatisfied? What specific issues are highlighted?  

9. Develop Actionable Recommendations: Translate your findings into concrete recommendations 
for improving service delivery. Prioritize areas that have the biggest impact on customer 
satisfaction.  

10. Implement Changes: Put the recommended changes into action within your business 
operations.  

11. Follow Up (Optional): Consider following up with customers who provided negative 
feedback to let them know what steps are being taken to address their concerns.  

12. Monitor and Repeat: Customer satisfaction is not static. Continuously monitor satisfaction 
levels and repeat the survey process periodically to track progress and identify new areas for 
improvement.  

(e) Embracing the Importance of Customer Satisfaction for Business Sustainability  

Embracing the importance of customer satisfaction is not just about short-term gains; it is a fundamental 

pillar for the long-term sustainability of any business. Here's why:  

✓ Foundation of Long-Term Relationships: Customer satisfaction is the cornerstone of building 

strong, lasting relationships with customers. These relationships lead to loyalty, repeat business, 
and a stable customer base, which are essential for sustainability.  

✓ Resilience to Competition: Businesses with highly satisfied and loyal customers are more resilient 

to competitive pressures. Customers are less likely to switch to rivals based solely on price if they 

have had consistently positive experiences.  

✓ Sustainable Growth: Customer retention driven by satisfaction is a more costeffective and 

sustainable growth strategy than constantly acquiring new customers to replace those who leave 

due to dissatisfaction.  

✓ Positive Brand Equity: Consistent customer satisfaction builds strong positive brand equity over 

time. This intangible asset can provide a significant competitive advantage, making it easier to 

attract new customers and launch new products or services.  

✓ Buffer Against Negative Events: Businesses with a strong base of satisfied customers are better 

positioned to weather occasional negative events or service failures. Loyal customers are often 

more forgiving and willing to give the business another chance.  
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✓ Driver of Continuous Improvement: A focus on customer satisfaction creates a culture of 

continuous improvement within the organization. The need to meet  

and exceed customer expectations drives businesses to constantly refine their processes, 

products, and services.  

✓ Alignment with Long-Term Goals: Sustainable business practices are increasingly linked to ethical 

considerations, including treating customers fairly and ensuring their satisfaction. This alignment 
with broader societal values contributes to long-term viability.  

✓ Profitability and Shareholder Value: Ultimately, businesses that prioritize customer satisfaction 

are more likely to achieve sustained profitability and create long-term value for their 

shareholders. Satisfied customers drive revenue, reduce costs (through lower churn and 

marketing expenses), and enhance brand value.  

In conclusion, customer satisfaction should not be viewed as a mere goal but as a core business strategy 

that underpins long-term success and sustainability. Businesses that truly embrace this principle by 
consistently striving to meet and exceed customer expectations are more likely to thrive in the long run.  
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STRAND 3.0: GOVERNMENT AND GLOBAL INFLUENCE IN BUSINESS  

Sub-Strand 3.1: Public Finance (12 Lessons)  

(a) Explaining the Importance of Public Finance in Kenya  

Public finance is the study of the role of the government in the economy. It deals with the revenue and 

expenditure of the public sector and their effects on the economy. In Kenya, public finance is crucial for 

several reasons:  

✓ Funding Public Services: Public finance provides the necessary funds for the government to 

provide essential public services such as education, healthcare, infrastructure (roads, water, 

electricity), security (police, military), and the administration of justice.  

✓ Economic Development: Government spending, financed through public finance, plays a 

significant role in stimulating economic growth through investments in infrastructure, human 
capital development, and support for key sectors of the economy.  

✓ Income Redistribution: Through taxation and social welfare programs, public finance can help to 
reduce income inequality and provide a safety net for vulnerable populations. Progressive tax 

systems and social benefits aim to redistribute wealth and ensure a more equitable society.  

✓ Economic Stabilization: The government can use fiscal policy (government spending and taxation) 

to manage the economy, stabilize business cycles, and mitigate the effects of recessions or 
booms. For example, increased spending during a recession can help boost demand.  

✓ Resource Allocation: Public finance influences the allocation of resources in the economy. 

Government spending on public goods (e.g., national defense, public parks) and merit goods (e.g., 

education, healthcare) ensures their provision, as the private sector may underprovide them.  

✓ Regulation of the Economy: Public finance is linked to government regulation. Taxes can be used 

to discourage certain activities (e.g., taxes on pollutants), while subsidies can encourage others 

(e.g., subsidies for renewable energy).  

✓ Debt Management: Public finance deals with how the government manages its debt, including 

borrowing, repayment, and ensuring fiscal sustainability.  

Prudent debt management is crucial for long-term economic stability.  
✓ Transparency and Accountability: Proper management of public finances ensures transparency 

and accountability in government operations, reducing corruption and promoting good 
governance.  

✓ International Relations: Public finance is relevant in international trade and aid. Government 
revenue is used to fund international obligations and development assistance.  
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(b) Assessing the Concept of Taxation in Kenya  

Taxation is the primary means by which the government in Kenya finances its expenditures. It is a 

compulsory contribution levied by the government on individuals, businesses, and property. Key aspects 

of taxation in Kenya include:  

✓ Meaning and Importance: Taxation is the process by which the government raises revenue to 

fund public services, infrastructure development, and other government functions. It is essential 

for the functioning of a modern state and for promoting economic and social development.  

✓ Principles of Taxation: A good tax system should ideally adhere to certain principles:   

 Equity (Fairness): The tax burden should be distributed fairly among taxpayers, often based 
on their ability to pay (e.g., progressive tax system where higher earners pay a larger 

percentage of their income).  

 Certainty: Taxpayers should be clear about what they are taxed on, how much, when to pay, 
and the procedures involved.  

 Convenience: The tax system should be convenient for taxpayers to comply with in terms of 

payment and administration.  

 Economy: The cost of administering the tax system should be minimal compared to the 
revenue collected.  

✓ Requirements for Tax Compliance in Kenya: Taxpayers in Kenya are legally obligated to comply 

with tax laws, which generally include:   

 Registration with the Kenya Revenue Authority (KRA): Individuals and businesses that are 
liable to pay tax must register with the KRA and obtain a Personal Identification Number 
(PIN) or a KRA PIN.  

 Paying Tax: Taxpayers must accurately calculate and remit the correct amount of tax by the 
stipulated deadlines for various tax types.  

 Filing Returns: Taxpayers are required to file tax returns with the KRA, providing details of 

their income, deductions, and tax liabilities within the specified periods.  

✓ People/Goods Excepted from Taxation in Kenya: While the tax net is broad, certain individuals, 
organizations, and goods may be exempt from specific taxes under the law. Examples might 
include:   

 Diplomatic Missions: Often exempt from certain taxes under international agreements.  

 Charitable Organizations: May receive tax exemptions under specific conditions.  

 Certain Goods: Some goods, like basic agricultural inputs or educational materials, might have tax 

exemptions to promote specific sectors or social goals. The specifics can change based on 
government policy.  
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(c) Analysing the Types of Custom Duties in Kenya  

Custom duties are taxes levied on goods imported into or exported out of Kenya. They are a source of 

revenue for the government and can also be used to protect local industries. The main types of custom 

duties in Kenya include:  

✓ Import Duty: This is a tax levied on goods brought into Kenya from other countries. The rate of 

import duty varies depending on the type of goods, often categorized based on the Harmonized 

System (HS) codes. Import duties can be:   

o Ad Valorem Duty: Calculated as a percentage of the value of the imported goods (e.g., 
25% of the CIF value).  

o Specific Duty: A fixed amount levied per unit of the imported goods (e.g., Ksh. 100 per 

kilogram).  

o Compound Duty: A combination of ad valorem and specific duties.  

✓ Export Duty: This is a tax levied on goods exported from Kenya to other countries. Export duties 

are less common than import duties and are often used to manage the supply of certain 

resources or to generate revenue from valuable exports.  

✓ Excise Duty: While often associated with locally manufactured goods, excise duty can also be 

levied on certain imported goods, such as tobacco, alcohol, and petroleum products. It is a tax on 
the consumption of specific goods.  

✓ Anti-Dumping Duty: This duty may be imposed on imported goods that are being sold in Kenya at 
a price lower than their normal value in the exporting country, causing injury to local industries.  

✓ Countervailing Duty: This duty may be imposed on imported goods that have benefited from 

subsidies in their country of origin, again to protect domestic industries from unfair competition.  

✓ Safeguard Duty: This is a temporary duty imposed to protect a domestic industry from a surge in 

imports that is causing or threatening to cause serious injury to that industry.  

The Kenya Revenue Authority (KRA) is responsible for the collection and administration of custom duties 

in Kenya, guided by the East African Community Customs Management Act and other relevant 
legislation.  

(d) Evaluating the Trends in Taxation in Kenya  

The taxation landscape in Kenya is constantly evolving due to economic changes, government policies, 

and international influences. Some notable trends in taxation in Kenya include:  

✓ Expansion of the Tax Base: The government has been making efforts to broaden the tax base by 

bringing more individuals and businesses into the tax net. This includes targeting the informal 

sector and leveraging technology for tax collection.  

https://enovate.co.ke/exams


 

Get more resources from Enovate.co.ke 

✓ Increased Focus on Digital Economy Taxation: With the growth of ecommerce and digital 

services, the government is exploring ways to effectively tax transactions in the digital economy, 
both for local and international providers.  

✓ Shifting Tax Burden: There have been shifts in the tax burden between direct taxes (e.g., income 

tax, corporate tax) and indirect taxes (e.g., VAT, excise duty). Often, there's a move towards 
greater reliance on indirect taxes, though this can have implications for different income groups.  

✓ Use of Technology for Tax Administration: The KRA has been increasingly adopting technology 
for tax registration, filing, payment, and compliance monitoring, aiming to improve efficiency and 
reduce tax evasion.  

✓ Changes in Tax Rates and Structures: Tax rates for various categories (e.g., income tax bands, VAT 

rate) and the structure of the tax system are periodically reviewed and may be adjusted based on 
government revenue needs and economic objectives.  

✓ Emphasis on Tax Compliance: The KRA has intensified efforts to improve tax compliance through 

public awareness campaigns, stricter enforcement, and penalties for non-compliance.  

✓ International Tax Cooperation: Kenya is increasingly involved in international tax cooperation 
initiatives to address issues like tax evasion and base erosion and profit shifting (BEPS).  

✓ Green Taxation: There is growing interest in using taxes to promote environmental sustainability, 

such as taxes on pollutants or incentives for green technologies.  

✓ Tax Incentives and Exemptions: The government may offer tax incentives and exemptions to 
attract investment in specific sectors or to promote certain social goals. These incentives are also 

subject to change based on policy priorities.  

Keeping abreast of these trends is important for businesses and individuals to ensure compliance and to 

understand the evolving fiscal environment in Kenya.  

 

(e) Identifying Ethical Issues in Taxation  

Taxation is not just a legal and economic matter; it also involves significant ethical considerations for 
both taxpayers and tax authorities. Some ethical issues in taxation include:  

✓ Tax Evasion vs. Tax Avoidance:   

 Tax Evasion: Illegally failing to pay the correct amount of tax by deliberately misreporting 

income or claiming fraudulent deductions. This is unethical and a criminal offense.  

 Tax Avoidance: Legally minimizing tax liability by taking advantage of loopholes or incentives 

in the tax law. While legal, aggressive tax avoidance strategies can be seen as ethically 

questionable if they go against the spirit of the law.  

✓ Fairness and Equity of the Tax System: Ethical concerns arise if the tax system is perceived as 

unfair, for example, if it disproportionately burdens certain income groups or sectors, or if the 

wealthy can easily avoid paying their fair share.  
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✓ Transparency and Accountability in Tax Administration: Tax authorities have an ethical obligation 
to be transparent in their operations, use taxpayer money responsibly, and be accountable for 
their actions. Corruption within tax administration is a major ethical issue.  

✓ Use of Tax Havens: Multinational corporations and wealthy individuals may use tax havens to 

reduce their tax obligations. While often legal, the ethics of such practices are debated, especially 
if it deprives countries of much-needed revenue for public services.  

✓ Tax Lobbying: Powerful interest groups may lobby governments to create tax loopholes or 

incentives that benefit them, potentially at the expense of the broader public interest. The ethics 
of such lobbying and the resulting tax policies can be questioned.  

✓ Moral Obligation to Pay Taxes: Some argue that there is a moral obligation for individuals and 

businesses to contribute their fair share of taxes to fund public services that benefit everyone. 
Evading or aggressively avoiding taxes can be seen as a breach of this social contract.  

✓ Taxation and Social Justice: Ethical considerations arise regarding whether the tax system 

promotes or hinders social justice. For example, progressive tax systems are often seen as more 
ethically sound as they aim to reduce income inequality.  

✓ Taxpayer Rights and Responsibilities: Taxpayers have a right to be treated fairly and with respect 
by tax authorities. Conversely, they have a responsibility to be honest and compliant with tax 
laws.  

✓ Ethical Conduct of Tax Professionals: Tax advisors and accountants have an ethical duty to 
provide honest and accurate advice to their clients and to comply with professional standards and 
tax laws.  

  

  

(f) Writing an Article on the Importance of Taxation in Kenya to Sensitize the  

Community  Article  

Title: Why Paying Taxes Matters: Building a Better Kenya Together                                                        
Taxation is a topic that often evokes mixed reactions. For some, it's a burden; for others, it's a necessary evil. 

However, understanding the fundamental importance of taxation is crucial for every citizen, as it is the lifeblood 

that sustains our nation and shapes our collective future.  

In Kenya, the taxes we pay are not just figures on a payslip or an added cost to goods and services. They are the 

vital resources that enable the government to provide essential public services that we all rely on. Think about 
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the schools where our children learn, the hospitals that care for our health, the roads that connect our 

communities, and the security forces that protect our lives and property – all these are largely funded by the 

taxes we contribute.  

When we pay our taxes, we are investing in the development and progress of our nation. These funds are used to 
build and maintain critical infrastructure, such as roads, bridges, and energy systems, which are essential for 
economic growth and facilitating business activities. Taxes also support investments in education and healthcare, 
leading to a more skilled and healthier population, which in turn drives productivity and innovation.  

Furthermore, taxation plays a crucial role in promoting social equity. Through well-designed tax systems and 
social welfare programs, the government can redistribute wealth and provide support to the most vulnerable 
members of our society. This helps to create a more inclusive and just society where everyone has a chance to 
thrive.  

  

  

  

  

  

  

It's also important to recognize that tax compliance is a civic duty. Just as we have rights as citizens, we also have 
responsibilities, and contributing our fair share of taxes is one of them. When everyone fulfills this responsibility, 
the burden is shared equitably, and the government has the resources it needs to meet the needs of all Kenyans.  

Unfortunately, tax evasion and avoidance undermine these efforts. When individuals and businesses fail to pay 
their fair share, it reduces the revenue available for public services and can lead to a greater tax burden on those 
who do comply. This can hinder our nation's progress and create an uneven playing field.  

The Kenya Revenue Authority (KRA) plays a vital role in ensuring tax compliance and utilizing technology to make 
the process more efficient and transparent. As citizens, we should support these efforts by understanding our tax 
obligations, registering with the KRA, paying our taxes on time, and filing accurate returns.  

In conclusion, taxation is not just a transaction between the individual and the government; it is a collective 
contribution towards building a better Kenya for all. By understanding its importance and fulfilling our tax 
responsibilities, we actively participate in the development of our nation and ensure a brighter future for  
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ourselves and generations to come. Let us embrace tax compliance as a civic duty and work together to build a 
prosperous and equitable Kenya.  

  

 
  

  

  

(g) Appreciating the Role of Public Finance in Kenya  

Appreciating the role of public finance in Kenya involves recognizing its fundamental importance for the 

functioning and development of the nation. Public finance is the mechanism through which the 

government mobilizes resources and allocates them to meet the collective needs and aspirations of its 
citizens. Its significance cannot be overstated:  

✓ Enabling Governance: Public finance provides the financial foundation for the government to 
operate effectively, administer laws, and maintain order.  

✓ Facilitating Economic Development: Strategic government spending, funded through public 
finance, is crucial for infrastructure development, supporting key economic sectors, and fostering 
an environment conducive to investment and growth.  

✓ Promoting Social Welfare: Public finance allows the government to invest in social programs such 

as education, healthcare, and social security, which are essential for the well-being and human 
capital development of the population.  

✓ Ensuring Equity and Reducing Inequality: Through progressive taxation and social safety nets, 
public finance can play a vital role in redistributing wealth and reducing income disparities, 
leading to a more equitable society.  

✓ Stabilizing the Economy: Fiscal policy, a tool of public finance, enables the government to 

manage economic fluctuations, mitigate recessions, and promote stable economic growth.  

✓ Providing Public Goods and Merit Goods: Public finance ensures the provision of essential public 
goods (e.g., national defense, public parks) and merit goods (e.g., education, healthcare) that the 
private sector may not adequately provide.  
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✓ Managing National Debt: Sound public financial management is essential for maintaining 

sustainable levels of national debt and ensuring the long-term fiscal health of the country.  
✓ Fostering Transparency and Accountability: Proper management of public finances promotes 

transparency and accountability in government spending, reducing corruption and enhancing 
public trust.  

✓ Meeting International Obligations: Public finance provides the resources for Kenya to meet its 
international commitments and participate in global affairs.  

  

Sub-Strand 3.2: International Trade   

 (a) Examining the Concept of International Trade in an Economy  

International trade refers to the exchange of goods and services across national borders. It involves the 
flow of products, capital, labour, and information between countries. Key aspects of the concept include:  

✓ Meaning: International trade occurs when individuals, businesses, or governments in one country 
engage in transactions involving goods or services with those in another country.  

✓ Classification: International trade can be classified in several ways:   

 By Type of Goods:   

➢ Merchandise Trade (Visible Trade): Trade in physical goods such as raw materials, 

manufactured products, and agricultural produce.  

This is often the most significant part of international trade.  

➢ Services Trade (Invisible Trade): Trade in intangible services such as tourism, 
transportation, financial services, education, and telecommunications.  

 By Direction of Trade:   

➢ Exports: Goods and services sold from one country to another.  

➢ Imports: Goods and services bought by one country from another.  

➢ Re-exports: Goods that are imported into a country and then exported again 

without significant transformation.  

 By Trade Agreements:   

➢ Bilateral Trade: Trade agreements between two countries.  

➢ Multilateral Trade: Trade agreements involving more than two countries (e.g., 
within a trade bloc like the East African Community).  

✓ Importance of International Trade: International trade plays a crucial role in an economy:   

 Access to a Wider Variety of Goods and Services: Countries can import goods and services 
that are not produced domestically or are available at a lower cost or higher quality 
elsewhere, increasing consumer choice and satisfaction.  

 Specialization and Efficiency: International trade allows countries to specialize in the 

production of goods and services in which they have a comparative advantage (producing 
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at a lower opportunity cost), leading to increased efficiency and productivity on a global 

scale.     

 Economic Growth: Exports generate revenue, which can fuel economic growth, create jobs, 

and improve a country's balance of payments. Imports can provide access to cheaper 

inputs, reducing production costs.  

 Technology Transfer and Innovation: International trade facilitates the flow of knowledge, 
technology, and best practices between countries, fostering innovation and economic 
development.  

 Increased Competition: Exposure to international competition can spur domestic industries 
to become more efficient and innovative to survive and thrive.  

 Economies of Scale: Exporting to larger international markets allows domestic firms to 

achieve economies of scale, reducing per-unit production costs.  

  Improved International Relations: Trade can foster interdependence and cooperation 
between countries, potentially leading to better political and diplomatic relations.  

✓ Balance of Trade (BOT): The difference between the value of a country's exports and the value of 

its imports of goods over a specific period. A positive BOT (exports > imports) is a trade surplus, 

while a negative BOT (imports > exports) is a trade deficit.  

✓ Balance of Payments (BOP): A broader measure than the BOT, it is a record of all economic 

transactions between the residents of one country and the rest of the world over a specific 
period. It includes trade in goods and services, income flows, and capital flows.     

(b) Exploring the Limitations of International Trade to a Country  

While international trade offers numerous benefits, it also presents certain limitations and potential 

drawbacks for a country:  

➢ Job Losses in Domestic Industries: Increased imports can lead to greater competition for domestic 

industries, potentially causing some to shrink or close down, resulting in job losses, particularly in 
sectors where the country does not have a comparative advantage.  

➢ Dependence on Other Countries: Over-reliance on imports for essential goods  

(e.g., food, energy, medical supplies) can make a country vulnerable to disruptions in global 

supply chains or political instability in trading partners.  

➢ Infant Industry Argument: New domestic industries may struggle to compete with established 

foreign firms. Without some form of protection (e.g., tariffs), these infant industries may not have 

the chance to grow and become competitive.  

➢ National Security Concerns: Dependence on foreign suppliers for critical goods, especially those 

related to defense or essential infrastructure, can pose risks to national security.  
➢ Exploitation of Labour and Resources: Countries with weaker regulations may be exploited by 

foreign companies seeking lower labour costs or access to cheap natural resources, potentially 
leading to poor working conditions and environmental degradation.  
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➢ Loss of Cultural Identity: The influx of foreign goods and services can sometimes lead to the erosion 
of local cultures and traditions as consumer preferences shift towards international brands.     

➢ Increased Competition for Local Businesses: Small and medium-sized enterprises (SMEs) may find 
it difficult to compete with larger, more established foreign companies that benefit from economies 
of scale and global brand recognition.  

➢ Trade Deficits and Debt: Persistent trade deficits (where imports exceed exports) can lead to a 
build-up of national debt and currency depreciation if not managed properly.  

➢ Spread of Diseases and Invasive Species: Increased international movement of goods and people 
can facilitate the spread of diseases and invasive species that can harm local ecosystems and 
economies.  

➢ Influence of Multinational Corporations (MNCs): The dominance of large MNCs in international 
trade can give them significant economic and political influence, potentially at the expense of local 
businesses and national interests.  

➢ Vulnerability to Global Economic Shocks: Countries heavily involved in international trade can be 
more susceptible to economic downturns or crises in their trading partners or in the global 
economy as a whole.  

➢ Environmental Concerns: Increased transportation of goods across long distances contributes to 
greenhouse gas emissions and other environmental problems.  

 Governments often implement trade policies (e.g., tariffs, quotas, subsidies) to try to mitigate 

some of these limitations while still benefiting from international trade.  

(c) Analysing the Terms of Sale and Payments Used in International Trade  

International trade involves complexities in terms of agreeing on the conditions of the sale and the 

methods of payment due to the distance, different legal systems, and potential risks involved. Key 

aspects include:  

➢ Terms of Sale (Incoterms - International Commercial Terms): These are a set of internationally 

recognized rules that define the responsibilities of sellers and buyers in international trade 

contracts regarding the delivery of goods. Incoterms specify who is responsible for costs (e.g., 

transportation, insurance) and at what point the risk of loss or damage transfers from the seller to 

the buyer. Some common Incoterms include:   

✓ EXW (Ex Works): Buyer is responsible for all costs and risks from the seller's premises.  

✓ FOB (Free on Board): Seller is responsible for costs and risks until the goods are loaded 
onto the ship at the named port of shipment.  

✓ CIF (Cost, Insurance and Freight): Seller pays for cost, insurance, and freight to the named 

port of destination. Risk transfers to buyer once goods are loaded on the ship.  

✓ DDP (Delivered Duty Paid): Seller is responsible for all costs and risks until the goods are 
available at the named place of destination, including import duties and taxes.  
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➢ Terms of Payment: These are the agreed-upon conditions regarding how and when the buyer will 
pay the seller for the goods or services. Common methods of payment in international trade 
include:   

✓ Cash in Advance: Buyer pays the seller before the goods are shipped. This is the most 

secure method for the seller but risky for the buyer.  

✓ Letter of Credit (LC): A document issued by the buyer's bank guaranteeing payment to the 

seller once certain conditions (specified in the LC, such as presentation of shipping 

documents) are met. This offers security to both parties.  

✓ Documentary Collection (Bills for Collection): The seller sends shipping documents to 

their bank, which then forwards them to the buyer's bank. The buyer receives the 

documents (needed to take possession of the goods) only after paying or accepting a bill of 
exchange. This is less secure for the seller than a letter of credit.  

✓ Open Account: Seller ships the goods and expects the buyer to pay at a later date (e.g., 30, 

60, or 90 days). This is risky for the seller and usually used when there is a well-established 
and trusted relationship between the buyer and seller.  

✓ Consignment: Seller sends goods to the buyer who acts as an agent to sell them. The seller 
is paid only after the goods are sold. This is very risky for the seller.  

➢ Other Considerations:   

✓ Currency of Payment: The currency in which the transaction will be denominated needs to 

be agreed upon, and the risk of exchange rate fluctuations may need to be managed (e.g., 
through forward contracts).  

✓ Insurance: Arrangements for insuring the goods against loss or damage during transit need 

to be determined based on the Incoterms used.  

✓ Inspection: Buyers may require pre-shipment inspection of the goods to ensure they meet 
the agreed-upon quality and specifications.  

The choice of Incoterms and payment methods depends on factors such as the relationship between the 
buyer and seller, the value and nature of the goods, the political and economic risks involved, and the 

financing capabilities of both parties.  

(d) Exploring Digital Applications in International Trade  

Digital applications and platforms are increasingly transforming international trade, making it more 
efficient, transparent, and accessible. Some key areas where digital applications are used include:  

➢ E-commerce Platforms: Global online marketplaces like Alibaba, Amazon Global Selling, and eBay 

facilitate cross-border transactions between businesses and consumers.  

➢ Digital Marketplaces for B2B Trade: Platforms like Industrybuying and Global Sources connect 
businesses for wholesale trade across borders.  
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➢ Trade Finance Platforms: Digital solutions are streamlining trade finance processes, including 

letters of credit, invoice financing, and supply chain finance. Examples include Contour and 
TradeLens.  

➢ Logistics and Supply Chain Management: Digital platforms like Flexport and Maersk's TradeLens 
offer end-to-end visibility and management of international shipments, including tracking, customs 
documentation, and freight forwarding.  

➢ Customs and Regulatory Compliance: Software solutions help businesses navigate complex 
customs regulations, manage tariffs, and ensure compliance with import and export requirements.  

➢ Digital Payment Solutions: Platforms like PayPal, WorldRemit, and SWIFT GPI facilitate cross-border 
payments and currency exchange. Blockchain technology also holds potential for secure and 
efficient international payments.  

➢ Trade Information Portals: Online platforms provide access to trade statistics, market research, 
regulations, and potential trading partners. Examples include the World Trade Organization's 
website and national trade portals.  

➢ Communication and Collaboration Tools: Digital tools like video conferencing, instant messaging, 

and project management software enable seamless communication and collaboration between 

international buyers, sellers, and other stakeholders.  

➢ Digital Marketing and Sales: Online marketing tools, social media, and CRM (Customer Relationship 
Management) systems help businesses reach international customers and manage sales processes.  

➢ Blockchain and Distributed Ledger Technology (DLT): These technologies offer potential for secure 
and transparent tracking of goods, managing supply chains, and facilitating payments in 
international trade.  

➢ Artificial Intelligence (AI) and Machine Learning: AI can be used for tasks such as risk assessment 
in trade finance, optimizing logistics, and providing insights into market trends.  

The adoption of these digital applications can help businesses involved in international trade to reduce 

costs, improve efficiency, enhance transparency, reach new markets, and manage risks more effectively.  

(e) Mapping the Local Products that Can Be Developed for Export ( example Murang’a, Kisii, Kericho, 

Narok County)  

Given the location which is known for its agricultural activities and cultural heritage, potential local 
products that could be developed for export might include:  

➢ Agricultural Products:   

➢ Tea: The region might have suitable conditions for tea growing. Highquality Kenyan tea is 
already a significant export. Exploring specialty teas or organic varieties could add value.  

➢ Coffee: Similar to tea, if the altitude and soil conditions are right, specialty coffee beans from 

the region could be attractive to international markets.  

➢ Horticultural Products:   
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▪ Cut Flowers: Kenya is a major exporter of cut flowers. The climate in parts of Narok 

County might be suitable for growing specific varieties that are in demand 
internationally.  

▪ Fresh Vegetables and Fruits: With proper farming techniques and post-harvest 

handling, there might be potential to export fresh vegetables (e.g., snow peas, 
broccoli, avocados) and fruits (e.g., mangoes, passion fruit) to regional or 

international markets.  

▪ Herbs and Spices: Certain herbs and spices that grow well in the local climate could 
be cultivated for export.  

 Livestock Products:   

▪ High-Quality Beef: With proper breeding and processing, there might be a market 

for premium beef products, especially to regional markets.  

▪ Leather Goods: If there is a local tanning industry, high-quality leather and leather 

products (e.g., bags, shoes) could be developed for export, possibly linked to 
cultural designs.  

➢ Cultural and Craft Products:   

➢ Maasai Crafts and Souvenirs: Narok County is home to the Maasai people with their rich 

cultural heritage. Authentic, high-quality Maasai beadwork, carvings, textiles, and other 

crafts could be developed for the tourism market and potentially for export through fair 

trade channels.  

➢ Traditional Textiles and Clothing: Unique local textile designs and traditional clothing 
could be marketed to niche international markets interested in cultural products.  

➢ Tourism-Related Products and Services (Indirect Export):   

➢ While not direct export of goods, the unique cultural and natural attractions of the region 

(e.g., proximity to Maasai Mara) can attract international tourists, which brings in foreign 
exchange and can support the development and sale of local products to these tourists.  

➢ Processed Agricultural Products (Value Addition):   

➢ Honey: If beekeeping is practiced locally, unique varieties of honey could be processed and 

packaged for export.  

➢ Jams, Preserves, and Sauces: Using locally grown fruits and vegetables to create value-
added products for export.  

➢ Processed Tea or Coffee Products: Developing ready-to-drink tea or coffee products, or 

specialty roasts and blends.  

Steps for Development:  

1. Market Research: Identify which of these potential products have existing or emerging demand in 
international markets.  

2. Quality Improvement: Focus on improving the quality and standards of the products to meet 

international requirements.  
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3. Value Addition: Explore opportunities for processing or adding value to raw materials to increase 

export earnings.  

4. Sustainable Practices: Emphasize sustainable production methods to appeal to environmentally 
conscious consumers.  

5. Branding and Packaging: Develop attractive and informative branding and packaging suitable for 

international markets.  

6. Trade Promotion: Participate in trade fairs and explore online platforms to market local products 
internationally.  

7. Logistics and Infrastructure: Address challenges related to transportation, storage, and export 
procedures.  

8. Capacity Building: Provide training and support to local producers on export requirements and 

market access.  

A survey in the community, as suggested in the learning experiences, would be a crucial first step to 
identify existing production, local knowledge, and potential for development.  

(f) Appreciating the Importance of International Trade in an Economy  

Appreciating the importance of international trade involves recognizing its multifaceted benefits for a 
country's economic well-being and its integration into the global system:  

✓ Driving Economic Growth: Exports generate foreign exchange earnings, which can be used to 

finance imports, invest in infrastructure, and stimulate overall economic growth. Access to 
international markets allows domestic industries to expand and achieve economies of scale.  

✓ Improving Living Standards: Imports provide consumers with a wider variety of goods and 

services at potentially lower prices, increasing their purchasing power and overall living 
standards.  

✓ Fostering Specialization and Efficiency: International trade encourages countries to specialize in 
producing goods and services where they have a comparative advantage, leading to more 
efficient allocation of global resources and higher overall productivity.     

✓ Promoting Innovation and Technology Transfer: Exposure to international competition and 
access to foreign technology and knowledge through trade can spur domestic innovation and 
technological advancement.  

✓ Creating Employment: Export-oriented industries create jobs and contribute to employment 

growth within a country.  

✓ Enhancing Global Interdependence and Cooperation: Trade links countries economically, 
fostering interdependence and potentially promoting better political and diplomatic relations.  

✓ Facilitating the Spread of Ideas and Culture: International trade is often accompanied by the 
exchange of ideas, cultural influences, and best practices, enriching societies.  

✓ Increasing Resilience: Access to diverse international markets and suppliers can make a country's 

economy more resilient to domestic shocks or shortages.  
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✓ Attracting Foreign Direct Investment (FDI): Countries that are actively engaged in international 
trade and have a favorable trade environment often attract more FDI, which can bring in capital, 
technology, and expertise.  

                                                  Please note   

✓ international trade is a powerful engine for economic development and global integration.   

✓ By understanding its benefits and actively participating in it, countries like Kenya can achieve 

higher levels of economic growth, improve the well-being of their citizens, and strengthen their 
position in the global economy.   

✓ However, it's also important to manage the limitations and challenges associated with 
international trade through appropriate policies and strategies.  
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 STRAND 4.0: FINANCIAL RECORDS IN BUSINESS  

 (a) Explaining the Concept of a Business Transaction and Types of Business Transactions  

A business transaction is an economic event that has a direct impact on the financial position of a 

business and can be reliably measured in monetary terms. It involves an exchange of value between two 

or more parties. These transactions are the foundation of accounting and are recorded to track the 

financial performance and position of the business.  

Key Characteristics of a Business Transaction:  

✓ Economic Event: It involves a change in the assets, liabilities, or owner's equity of the business.  

✓ Measurable in Monetary Terms: The impact of the event can be expressed in terms of money.  

✓ Involves Two or More Parties: There is usually an exchange between the business and an external 
party (e.g., customer, supplier, bank) or between different parts of the business.  

✓ Evidence: There is usually some form of evidence to support the transaction (e.g., invoice, 
receipt, contract).  

Types of Business Transactions:  

Business transactions can be categorized in various ways:  

✓ Based on the Nature of the Exchange:  

➢ Revenue Transactions: These involve the inflow of money or other assets to the business 
from its primary operating activities, such as selling goods or providing services.   

 Examples: Cash sales, credit sales, receiving fees for services rendered.  

➢ Expense Transactions: These involve the outflow of money or the incurrence of liabilities 

related to the business's operating activities.   

 Examples: Paying salaries, paying rent, purchasing supplies, advertising expenses.  

➢ Asset Transactions: These involve changes in the assets of the business.   

 Examples: Purchasing equipment, selling a vehicle, receiving cash from a debtor.  

➢ Liability Transactions: These involve changes in the liabilities of the business (amounts 
owed to others).   

 Examples: Taking out a loan, repaying a loan, purchasing goods on credit.  

➢ Owner's Equity Transactions: These involve changes in the owner's investment in the 

business.   

 Examples: Owner contributing capital, owner withdrawing cash for personal use 
(drawings), earning net profit (which increases equity), incurring a net loss (which 

decreases equity).  

✓ Based on the Flow of Cash:  

➢ Cash Transactions: These involve an immediate exchange of cash.   
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 Examples: Paying for supplies with cash, receiving cash from a customer for a sale.  

➢ Credit Transactions: These involve an agreement for payment to be made at a later date.   

 Examples: Selling goods on credit (customer promises to pay later), purchasing goods 
on credit (business promises to pay the supplier later).  

✓ Based on Internal and External Parties:  

➢ External Transactions: These involve the business and an outside party.   

 Examples: Buying goods from a supplier, selling goods to a customer, paying wages to 
an employee.  

➢ Internal Transactions: These occur within the business and do not involve an outside party 

directly.   

 Examples: Depreciation of assets (allocating the cost of an asset over its useful life), 
transfer of materials from one department to another.  

Understanding the different types of business transactions is fundamental to accurately recording and 
classifying them in the accounting system, which ultimately leads to the preparation of financial 

statements.  

(b) Analysing Methods Used in Making Payments for Goods and Services  

Businesses and individuals use various methods to make payments for goods and services. The choice of 

method depends on factors such as convenience, security, cost, speed, and the relationship between the 
buyer and seller. Common payment methods include:  

 Cash: Physical currency (notes and coins) is a traditional method of payment.   

➢ Advantages: Immediate settlement, widely accepted.  

➢ Disadvantages: Risk of theft or loss, inconvenient for large amounts or long distances, 
difficult to track.  

 Cheques: A written order by the payer to their bank to pay a specific amount to the payee.   

➢ Advantages: Can be used for large amounts, provides a record of payment.  

➢ Disadvantages: Can take time to clear, risk of bounced cheques, less commonly used now.  

 Debit Cards: Linked directly to the payer's bank account, allowing for electronic transfer of funds at 

the point of sale (POS) or online.   

➢ Advantages: Convenient, widely accepted, transactions are usually immediate, provides a 
digital record.  

➢ Disadvantages: Requires sufficient funds in the account, risk of fraud if the card is lost or 

stolen.  

 Credit Cards: Allow the payer to borrow funds from the card issuer to make purchases, with a limit 
and a requirement to repay the borrowed amount later, often with interest.   

➢ Advantages: Convenient, allows for purchases even without immediate funds, can offer 

rewards or benefits, provides a digital record.  
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➢ Disadvantages: Can lead to debt if not managed properly, interest charges can be high, risk 

of fraud.  
  Mobile Money (e.g., M-Pesa, Airtel Money): Digital wallets linked to mobile phone numbers, 

allowing users to send and receive money, make payments, and store value electronically.   

➢ Advantages: Highly convenient, widely accessible (especially in Kenya), secure, facilitates 
small and large transactions, provides a digital record.  

➢ Disadvantages: Transaction limits may apply, network dependency, potential charges for 

transactions.  

 Electronic Funds Transfer (EFT): Electronic transfer of money from one bank account to another, 
often used for larger payments or recurring transactions (e.g., salaries, supplier payments).   

➢ Advantages: Secure, efficient for large amounts, provides a digital record.  

➢ Disadvantages: Requires bank account details, may involve processing times.  

 Online Payment Gateways (e.g., PayPal, Stripe): Facilitate online payments through secure 
platforms, often linking to credit/debit cards or bank accounts.   

➢ Advantages: Convenient for online transactions, secure, widely accepted by online 

businesses.  

➢ Disadvantages: May involve transaction fees, requires internet access.  

 Point of Sale (POS) Systems: Integrated systems used by businesses to process payments at the time 
of sale, often accepting various methods like cash, cards, and mobile money.   

➢ Advantages: Efficient, provides transaction records, can integrate with inventory and 
accounting systems.  

➢ Disadvantages: Requires investment in hardware and software, potential for technical 

issues.  

 Cryptocurrencies (e.g., Bitcoin, Ethereum): Digital or virtual currencies that use cryptography for 
security.   

➢ Advantages: Potentially lower transaction fees for international transfers, decentralized.  

➢ Disadvantages: Volatile value, limited acceptance, regulatory uncertainties.  

 Barter: Direct exchange of goods or services without the use of money.   

➢ Advantages: Useful when cash is scarce.  

➢ Disadvantages: Requires a "double coincidence of wants" (both parties must want what 
the other has), difficult to value goods/services precisely.  

❖ The prevalence and use of these payment methods can vary depending on the location, the type 
of transaction, and technological advancements.  

❖ In Kenya, mobile money has become a dominant mode of payment for many transactions.  

(c) Carrying Out a Survey on the Methods of Payment in the School  

Conducting a survey within the school community can provide practical insights into the payment 

methods commonly used by students, teachers, and staff for various transactions. Here's a suggested 

approach:  
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1. Define the Scope: Determine what types of payments you want to investigate (e.g., school fees, 

lunch purchases, contributions for events, payments at the school canteen or shop).  

2. Design a Questionnaire: Create a short and clear questionnaire with questions like:   

✓ What is your role in the school (student, teacher, staff)?  

✓ For school fees, how is payment usually made? (Options: Cash, Cheque,  

Bank Transfer, Mobile Money, Other (specify))  

✓ For lunch/canteen purchases, which method do you typically use?  

(Options: Cash, Mobile Money, Card, School Payment System (if any), Other (specify))  

✓ For contributions to school events, how are payments usually collected?  

(Options: Cash, Mobile Money, Other (specify))  

✓ Are there any other types of payments you regularly make to or within the school? If so, 

what method do you use?  

✓ Which payment method do you find most convenient for transactions within the school?  

✓ Are there any payment methods you wish were more available in the school?  

3. Determine the Sample: Decide who you will survey (e.g., a random sample of students from 
different grades, a selection of teachers and staff).  

4. Administer the Survey: Distribute the questionnaires and collect the responses. Ensure 
anonymity and confidentiality to encourage honest answers.  

You could do this physically or use an online survey tool if feasible.  

5. Collect and Tabulate Data: Gather all the completed questionnaires and tabulate the responses 
for each question. You can use tally marks or a spreadsheet to organize the data.  

6. Analyse the Findings: Look for patterns and trends in the data. Which payment methods are most 

common for different types of transactions? Are there differences in preferences between 

students, teachers, and staff? Are there any unmet needs or desires for alternative payment 

methods?  

7. Present the Results: Share your findings with the class, perhaps using charts or graphs to 

illustrate the key trends. Discuss the reasons behind the popularity of certain methods and the 
implications for the school community.  

This survey will provide a real-world example of how payment methods are used in a specific context 

and help you understand the factors influencing their adoption.  

(d) Recognizing the Methods of Making Payments for Goods and Services  

Recognizing the methods of making payments for goods and services involves being aware of the various 

options available and understanding their basic characteristics, advantages, and disadvantages. This 
includes:  
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✓ Identifying the Different Methods: Being able to name and describe the common payment 
methods such as cash, cheques, debit cards, credit cards, mobile money, EFT, online payment 
gateways, etc.  

✓ Understanding How Each Method Works: Having a basic grasp of the process involved in using 
each payment method (e.g., swiping a card at a POS terminal, sending money via mobile money, 
writing a cheque).  

✓ Appreciating the Context of Use: Recognizing that different payment methods are more suitable 

for different situations (e.g., cash for small, immediate transactions; EFT for large, inter-bank 
transfers; mobile money for convenience in many everyday transactions in Kenya).  

✓ Considering the Advantages and Disadvantages: Being aware of the pros and cons of each 
method from both the payer's and the payee's perspective (as discussed in section (b)).  

✓ Recognizing the Evolving Landscape: Understanding that payment technologies and preferences 

are constantly changing with advancements in technology and shifts in consumer behavior (e.g., 
the increasing popularity of mobile and digital payments).  

Sub-Strand 4.2: Effects of Business Transactions   

(a) Analysing the Effects of Business Transactions on the Statement of Financial Position for a 
Business  

The Statement of Financial Position (also known as the balance sheet) is a financial statement that 

reports a business's assets, liabilities, and owner's equity at a specific point in time. It follows the basic 
accounting equation:  

Assets = Liabilities + Owner's Equity  

Business transactions have various effects on these three components of the statement of financial 

position, but the accounting equation always remains in balance. Here's an analysis of how different 
types of transactions can affect the statement:  

✓ Increase in one asset and decrease in another asset:   

✓ Example: Purchasing office supplies for cash. Cash (an asset) decreases, while office supplies 

(another asset) increase. The total assets remain the same, and liabilities and owner's equity are 
unaffected.  

✓ Increase in an asset and increase in a liability:   

✓ Example: Purchasing equipment on credit. Equipment (an asset) increases, and accounts payable 

(a liability) also increase by the same amount. Owner's equity remains unaffected.  

✓ Increase in an asset and increase in owner's equity:   

✓ Example: Owner invests personal cash into the business. Cash (an asset) increases, and owner's 

equity (specifically, capital) also increases. Liabilities remain unaffected.  

✓ Decrease in an asset and decrease in a liability:   
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✓ Example: Paying off a loan with cash. Cash (an asset) decreases, and loans payable (a liability) also 

decrease by the same amount. Owner's equity remains unaffected.  

✓ Decrease in an asset and decrease in owner's equity:   

✓ Example: Owner withdraws cash for personal use (drawings). Cash (an asset) decreases, and 
owner's equity (specifically, drawings reduce capital) also decreases. Liabilities remain unaffected.  

✓ Increase in a liability and decrease in owner's equity (less common directly): This usually 
happens indirectly through expenses reducing owner's equity, which might lead to increased 
borrowing (liabilities) if the business needs funds.   

✓ Indirect Example: Incurring a loss (decreases owner's equity) and then taking out a short-term 

loan (increases liabilities) to cover immediate expenses.  

✓ Increase in one liability and decrease in another liability:   

✓ Example: Converting a short-term loan into a long-term loan. Short-term loans payable (a liability) 

decrease, while long-term loans payable (another liability) increase. Total liabilities remain the 
same, and assets and owner's equity are unaffected.  

✓ Increase in one component of owner's equity and decrease in another component (less 

common in basic scenarios):   

✓ Example: Converting retained earnings into common stock in a more complex business structure 

(not typically covered at this level).  

Impact of Revenue and Expenses (Indirect Effect):  

While revenue and expense transactions directly affect the income statement, they indirectly impact the 
statement of financial position through owner's equity:  

✓ Revenue: Increases owner's equity (retained earnings or capital) over time as it leads to profits. 
This increased equity is then reflected in the statement of financial position.  

✓ Expenses: Decrease owner's equity (retained earnings or capital) over time as they lead to losses. 
This decreased equity is then reflected in the statement of financial position.  

 By analyzing each business transaction, we can trace its impact on the specific accounts within 
assets, liabilities, and owner's equity, ensuring that the accounting equation remains balanced.  

(b) Preparing a Statement of Financial Position After Adjustments to Determine the Net Worth of a 

Business  

❖ The net worth of a business is equivalent to its owner's equity. It represents the residual interest 

in the assets of the business after deducting liabilities. The statement of financial position aims to 
present a clear picture of this net worth at a specific point in time.  

❖ Adjustments: Before preparing the final statement of financial position, businesses often need to 

make adjustments to account for various items, ensuring that the financial information is accurate 
and reflects the true financial position. Common adjustments include:  
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✓ Depreciation: The allocation of the cost of a long-term asset (like equipment or buildings) over its 

useful life. This reduces the value of the asset on the statement of financial position and is 
recorded as an expense.  

✓ Accrued Expenses: Expenses that have been incurred but not yet paid (e.g., salaries owed to 

employees for work done but not yet paid). This increases both expenses (indirectly reducing 
equity) and liabilities (salaries payable).  

✓ Prepaid Expenses: Expenses that have been paid in advance but not yet fully used (e.g., insurance 

paid for the next year). This reduces cash (an asset) and creates a prepaid expense (another asset) 

initially. As the expense is used, the prepaid expense decreases, and an actual expense is 

recognized (reducing equity indirectly).  

✓ Accrued Revenues: Revenues that have been earned but not yet received in cash (e.g., services 

provided on credit for which payment hasn't been received). This increases both revenue 

(indirectly increasing equity) and assets (accounts receivable).  

✓ Unearned Revenues: Cash received in advance for goods or services that have not yet been 

provided (e.g., rent received in advance). This increases cash (an asset) and creates an unearned 

revenue (a liability). As the revenue is earned, the unearned revenue decreases, and actual 
revenue is recognized (increasing equity indirectly).  

✓ Allowance for Doubtful Debts: An estimate of the accounts receivable that may not be collected. 
This reduces the net realizable value of accounts receivable (an asset) and is recognized as an 
expense (indirectly reducing equity).  

 

Preparing the Statement of Financial Position After Adjustments:  

The statement is typically presented in a format with three main sections:  

Business Name Statement of Financial Position As at [Date]  

Assets  Ksh.  Liabilities  Ksh.  

Non-Current Assets:    Current Liabilities:    

Property, Plant, and Equipment  XXX  Accounts Payable  XXX  

(Less: Accumulated  

Depreciation)  

(XXX)  Salaries Payable  XXX  

Long-Term Investments  XXX  Unearned Revenue  XXX  

...  ...  Short-Term Loans Payable  XXX  

Total Non-Current Assets  XXX  ...  ...  

        

Current Assets:    Total Current Liabilities  XXX  

Cash at Bank  XXX  Non-Current Liabilities:    
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Cash in Hand  XXX  Long-Term Loans Payable  XXX  

Accounts Receivable  XXX  ...  ...  

(Less: Allowance for Doubtful  

Debts)  

(XXX)  Total Non-Current Liabilities  XXX  

Inventory  XXX  Total Liabilities  XXX  

Prepaid Expenses  XXX  Owner's Equity:    

...  ...  Capital  XXX  

Total Current Assets  XXX  (Less: Drawings)  (XXX)  

TOTAL ASSETS  XXX  Add: Net Profit (or Less: Net Loss)  XXX  

    Total Owner's Equity (Net Worth)  XXX  

    TOTAL LIABILITIES & OWNER'S EQUITY  XXX  

✓ After making all necessary adjustments, the final balances of the asset, liability, and owner's 

equity accounts are presented in this statement. The total assets must always equal the total 

liabilities plus owner's equity. The "Total Owner's Equity" figure represents the net worth of the 
business at that specific point in time.  

(c) Recognizing the Effects of Transactions When Determining the Net Worth of a Business  

Recognizing the effects of transactions on the net worth of a business involves understanding how each 

transaction ultimately impacts the owner's equity component of the accounting equation. Since Net 
Worth = Owner's Equity = Assets - Liabilities, any transaction that affects assets or liabilities will also 

indirectly affect the net worth, unless there is an equal and opposite effect on another part of the 

equation that cancels it out.  

Here's a breakdown of how various transactions influence net worth:  

✓ Transactions that Increase Net Worth:  

❖ Earning Revenue: Revenue increases profits, which in turn increase owner's equity 
(retained earnings or capital).  

❖ Owner's Investment: When the owner contributes more capital to the business, owner's 

equity directly increases.  

❖ Gains on Disposal of Assets: Selling an asset for more than its book value results in a gain, 

which increases owner's equity.  

✓ Transactions that Decrease Net Worth:  

❖ Incurring Expenses: Expenses reduce profits, which in turn decrease owner's equity.  

❖ Owner's Drawings: When the owner withdraws cash or other assets for personal use, 
owner's equity directly decreases.  
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❖ Losses on Disposal of Assets: Selling an asset for less than its book value results in a loss, 

which decreases owner's equity.  

✓ Transactions that Have No Direct Impact on Net Worth (but affect its components):   
❖ Buying or Selling Assets for Cash: This only changes the composition of assets; total assets 

remain the same, so net worth is unaffected in the short term.  
❖ Borrowing Money (Increasing Liabilities and Assets): Total assets and total liabilities both 

increase, but the difference (owner's equity/net worth) remains the same.  
❖ Repaying Loans (Decreasing Liabilities and Assets): Total assets and total liabilities both 

decrease, but the difference (owner's equity/net worth) remains the same.  

❖ Buying Assets on Credit (Increasing Assets and Liabilities): Similar to borrowing, net worth 

is not directly changed.  
❖ Paying Suppliers (Decreasing Assets and Liabilities): Net worth remains the same.  

➢ However, it's crucial to remember the indirect effects, especially of revenue and expense 

transactions. While a cash sale increases cash (asset), it also ultimately increases owner's equity 

through the profit it generates. Similarly, paying rent decreases cash (asset) and ultimately 
decreases owner's equity by reducing profit.  

➢ Therefore, when analysing a transaction's effect on net worth, one needs to consider its direct 

impact on owner's equity (like owner's investments or drawings) and its indirect impact through 
revenues and expenses, which are the primary drivers of changes in a business's profitability and, 

consequently, its net worth over time. The statement of financial position provides a snapshot of 
the net worth at a specific point, reflecting the cumulative effects of all these transactions up to 

that date.  

  Sub-Strand 4.3: Source Documents and Books of Original Entry (18 Lessons)   

(a) Explaining the Importance of Source Documents and Books of Original Entry in Bookkeeping  

Bookkeeping is the systematic recording of a business's financial transactions. Source documents and 

books of original entry are fundamental to this process, ensuring accuracy, completeness, and 
traceability of financial data.  

Importance of Source Documents:  

➢ Evidence of Transactions: Source documents provide written proof that a business transaction 
has occurred. They act as original evidence and are crucial for verifying the details of a 
transaction.  

➢ Basis for Recording: They contain all the necessary information required to record a transaction 

accurately in the accounting records, such as the date, parties involved, description of 

goods/services, quantities, and monetary value.  

➢ Accuracy and Reliability: Using source documents helps to ensure that transactions are recorded 
accurately and based on factual evidence, reducing the risk of errors or omissions.  
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➢ Audit Trail: Source documents create a clear audit trail, making it possible to trace any recorded 

transaction back to its origin. This is essential for internal and external audits, as well as for 
resolving discrepancies.  

➢ Compliance with Laws and Regulations: Many laws and regulations require businesses to 
maintain proper records of their transactions, and source documents serve as evidence of 
compliance.  

➢ Decision Making: Accurate and reliable records, based on source documents, provide the 

foundation for generating meaningful financial reports that are used by management for 
decision-making.  

Importance of Books of Original Entry (Journals):  

✓ Chronological Recording: Books of original entry, also known as journals, are used to record 
business transactions in chronological order as they occur. This provides a historical record of all 
financial activities.  

✓ Initial Analysis: When a transaction is recorded in a journal, it is analysed to determine which 

accounts are affected and by how much (debit and credit). This is the first step in the double-

entry bookkeeping system.  

✓ Completeness of Records: By recording every transaction in a journal, businesses ensure that no 
financial activity is overlooked.  

✓ Summary of Transactions: Journals provide a summary of similar types of transactions in one 

place before they are further classified and summarized in the ledger.  

✓ Error Detection: Recording transactions in a journal before posting to the ledger can help in 
identifying and correcting errors early in the accounting process.  

✓ Foundation for Ledger Posting: The information recorded in the journals is subsequently posted 

to the ledger accounts, which provide a summary of all transactions affecting each individual 
account. Without accurate journal entries, the ledger balances would be incorrect.  

➢ In summary, source documents are the primary evidence of business transactions, and books of 
original entry (journals) are the first formal records where these transactions are systematically 

recorded in chronological order, forming the crucial link between the raw data and the 
summarized financial information used for reporting and decision-making.  

(b) Analysing the Source Documents Used for Recording Business Transactions  

Various source documents are used to capture the details of different types of business transactions. The 

specific documents used will depend on the nature of the transaction. Some common source documents 
include:  

✓ Sales Invoice (Sales Slip): Prepared by the seller and sent to the buyer for goods sold on credit. It 

shows the date, customer's name and address, description of goods, quantities, prices, and total 
amount due. A copy is retained by the seller for recording the sale.  
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✓ Cash Receipt: Issued by the seller to the buyer when goods or services are sold for cash. It shows 

the date, customer's name (if available), description of goods/services, and the amount received. 
A copy is retained by the seller.  

✓ Purchase Invoice: Received by the buyer from the supplier for goods purchased on credit. It 

contains similar information to a sales invoice but from the buyer's perspective.  

✓ Payment Voucher: Prepared when making a payment, especially for expenses. It shows the date, 
payee's name, reason for payment, amount paid, and signatures of authorized personnel.  

✓ Receipt (for Payments Made): Received by the payer as proof of payment made  

(e.g., for rent, utilities).  

✓ Bank Statement: A periodic statement from the bank showing all transactions in a business's 

bank account, including deposits, withdrawals, and the balance.  

It serves as an independent record for verifying cash transactions.  

✓ Cheque Counterfoil/Stub: A part of the cheque that is retained by the issuer after writing a 

cheque, providing a record of the payee, amount, and date.  

✓ Credit Note (Credit Memo): Issued by the seller to the buyer to reduce the amount owed, for 
example, due to returned goods, overcharges, or allowances.  

✓ Debit Note (Debit Memo): Issued by the buyer to the seller to increase the amount owed, for 
example, due to returned goods or undercharges.  

✓ Payroll Records (Wage Slips, Salary Sheets): Documents detailing employees' earnings, 
deductions, and net pay. These serve as source documents for recording salary and wage 
expenses.  

✓ Promissory Note: A written promise to pay a certain sum of money on a specified date.  

✓ Contracts and Agreements: Formal documents outlining the terms of significant transactions, 

such as loans, leases, or large purchases.  

✓ Delivery Notes: Documents accompanying goods being delivered, signed by the recipient to 
acknowledge receipt.  

✓ Official Receipts: Issued by government agencies or other official bodies for taxes paid, licenses 
obtained, etc.  

✓ Electronic Documents: Increasingly, businesses use electronic forms of source documents, such 

as e-invoices, digital receipts, and electronic bank statements. These serve the same purpose as 

paper documents.  

The analysis of a source document involves identifying the key information it contains and determining 

which accounts in the business's accounting system are affected by the transaction. This analysis is 
crucial for correctly recording the transaction in the books of original entry.  

(c) Examining the Books of Original Entry Used in Bookkeeping  

Books of original entry, or journals, are the first place where business transactions are formally recorded 

after the source documents have been analysed. The most common types of journals used in 
bookkeeping include:  
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➢ General Journal: This is a basic journal used to record all types of transactions that do not fit into 

any of the special journals. It is used for transactions that occur infrequently or are unique in 

nature. Each entry in the general journal includes the date, the accounts to be debited and 

credited, a brief description of the transaction (narration), and the amounts.   

 Examples of transactions recorded in the general journal:   

❖ Opening entries (when the business starts).  

❖ Purchase or sale of non-current assets on credit.  

❖ Correcting errors in the accounting records.  

❖ Depreciation of assets.  

❖ Accrued expenses and revenues.  

❖ Adjusting entries.  Closing entries.  

➢ Special Journals: These are journals designed to record specific types of repetitive transactions. 

Using special journals improves efficiency by grouping similar transactions together. Common 

special journals include:   

✓ Sales Journal (Sales Day Book): Used to record all sales of goods on credit. Information 
typically includes the date, invoice number, customer's name, and the amount of the sale. 

Often, columns are included to break down the sale into different accounts (e.g., sales 
revenue, VAT).  

✓ Purchases Journal (Purchases Day Book): Used to record all purchases of goods on credit. 

Information typically includes the date, invoice number, supplier's name, and the amount 
of the purchase. Columns may be used to categorize purchases (e.g., inventory, supplies).  

✓ Cash Receipts Journal: Used to record all inflows of cash into the business, regardless of 

the source (e.g., cash sales, receipts from debtors, bank loans). Columns are used to 
identify the source of the cash and the accounts to be credited.  

✓ Cash Payments Journal: Used to record all outflows of cash from the business, regardless 

of the purpose (e.g., cash purchases, payments to creditors, salaries). Columns are used to 

identify the purpose of the payment and the accounts to be debited.  
✓ Returns Inwards Journal (Sales Returns Journal): Used to record goods returned by 

customers who had purchased on credit. It is a subsidiary to the sales journal.  
✓ Returns Outwards Journal (Purchases Returns Journal): Used to record goods returned to 

suppliers that were originally purchased on credit. It is a subsidiary to the purchases 
journal.  

 The choice of which journals to use depends on the volume and nature of a business's 

transactions. Smaller businesses may rely more heavily on the general journal, while larger 

businesses with numerous repetitive transactions will benefit from using special journals. 

Information from the journals is periodically posted to the ledger accounts to provide a summary 

of all transactions affecting each account.  
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(d) Recording Transactions in the Relevant Books of Original Entry  

Recording transactions in the books of original entry involves several steps:  

1. Identify the Source Document: Determine the type of source document that provides evidence 
of the transaction (e.g., sales invoice, cash receipt, purchase invoice).  

2. Analyse the Transaction: Determine which accounts are affected by the transaction and whether 

they are to be debited or credited based on the rules of double-entry bookkeeping (assets 

increase with a debit, decrease with a credit; liabilities and owner's equity increase with a credit, 
decrease with a debit; expenses increase with a debit, revenue increases with a credit).  

3. Select the Appropriate Journal: Choose the correct book of original entry to record the 
transaction. For routine, specific types of transactions, use the special journals (sales journal for 

credit sales, purchases journal for credit purchases, cash receipts journal for cash inflows, cash 

payments journal for cash outflows, etc.). For all other transactions, use the general journal.  

4. Enter the Transaction Details: Record the transaction in the chosen journal, including:   

❖ Date: The date the transaction occurred.  

❖ Particulars: A brief description of the transaction, including the names of the parties 

involved and the purpose of the transaction. For special journals, this may be less detailed 

as the nature of the transaction is implied by the journal's purpose.  

❖ Folio (Ledger Folio - L/F): A reference column that is filled in when the journal entry is later 

posted to the ledger accounts. It indicates the account number or page in the ledger where 

the entry has been recorded.  

❖ Debit Amount(s): The amount(s) to be debited to the affected account(s).  

❖ Credit Amount(s): The amount(s) to be credited to the affected account(s).  

5. Write a Narration (for General Journal): For each entry in the general journal, a brief explanation 

(narration) should be provided to clarify the nature of the transaction. This helps in 

understanding the entry at a later date. Narrations are usually enclosed in brackets or start with 
the word "Being...".  

6. Columnar Recording (for Special Journals): Special journals often have specific columns to 
facilitate the recording of repetitive information and to aid in summarizing similar transactions. 
Ensure that the amounts are entered in the correct columns.  

  

Example of Recording in a Sales Journal:  

Date  Invoice No.  Customer Name  Amount (Ksh.)  

2025-04-08  SI/001  John Doe  15,000  

2025-04-09  SI/002  Jane Smith  22,500  

...  ...  ...  ...  
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(This assumes a simple sales journal recording the total amount of credit sales. More detailed sales 
journals might have columns for sales revenue, VAT, etc.) Example of Recording in a Cash Receipts 
Journal:  

Date  Receipt No.  Particulars  Folio  Amount (Ksh.)  

2025-04-08  CR/010  Cash Sales    5,000  

2025-04-08  CR/011  Received from J. Doe    10,000  

...  ...  ...  ...  ...  

 (Here, "Particulars" briefly describes the source of the cash.)  

Example of Recording in a General Journal:  

Date  Particulars  Folio  Debit (Ksh.)  Credit (Ksh.)  

2025-04- 

08  

Equipment A/c    50,000    

  Accounts Payable - ABC Ltd      50,000  

  (Being purchase of equipment on credit)        

...  ...  ...  ...  ...  

Accuracy and attention to detail are crucial when recording transactions in the books of original entry, as 

these records form the basis for all subsequent accounting processes.  

(e) Appreciating the Books of Original Entry for Recording Business Transactions  

Appreciating the importance of books of original entry (journals) involves understanding their critical 
role in the entire accounting cycle and the benefits they provide for a business:  

✓ Systematic and Orderly Recording: Journals provide a structured and chronological way to record 

all financial transactions. This systematic approach ensures that no transaction is missed and that 
there is a clear historical record of all financial activities.  

✓ Foundation of Double-Entry Bookkeeping: Journals are where the debit and credit aspects of 

each transaction are first recorded. This adherence to the double-entry system ensures that the 

accounting equation (Assets = Liabilities + Owner's Equity) is maintained, which is fundamental to 
the accuracy of financial records.  

✓ Detailed Transaction Information: Journals capture essential details of each transaction, such as 

the date, the parties involved, a description of what happened, and the monetary amounts. This 

information is crucial for understanding the nature and impact of each financial event.  

✓ Facilitates Ledger Posting: The information recorded in the journals is the basis for posting to the 

ledger accounts. Without accurate and complete journal entries, the ledger balances would be 

incorrect, leading to flawed financial statements.  
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✓ Aids in Error Detection and Correction: By recording transactions in a journal first, it is easier to 

review and identify potential errors before they are transferred to the ledger. The narration in the 
general journal provides context that can help in tracing and correcting mistakes.  

✓ Provides an Audit Trail: The chronological record in the journals, linked to source documents, 

creates a clear audit trail. This allows auditors (both internal and external) to follow a transaction 
from its initial recording to its final presentation in the financial statements, verifying the accuracy 

and completeness of the records.  

✓ Summarization of Similar Transactions (Special Journals): Special journals improve efficiency by 
grouping similar types of transactions together. This not only speeds up the recording process but 
also facilitates the preparation of summaries for posting to the ledger.  

✓ Supports the Preparation of Financial Statements: The summarized information in the ledger, 
which originates from the journals, is used to prepare the key financial statements (Statement of 
Financial Position, Statement of Profit  

or Loss, etc.). Accurate journal entries are therefore essential for reliable financial reporting.  

✓ Enhances Accountability: The detailed record of transactions in the journals helps to establish 
accountability within the business, as it provides a documented history of financial activities.  

Please note   

➢ Books of original entry are the backbone of the accounting system.   

➢ They ensure that financial transactions are recorded accurately, systematically, and 

chronologically, providing a solid foundation for all subsequent accounting processes, from ledger 
maintenance to financial reporting and decision-making.  

➢ Appreciating their importance highlights their role as the primary link between business activities 

and the financial information that is vital for the survival and success of the business.  
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