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1. a) Explain five negative effects of inflation in the Kenyan economy. 		(10 marks)
i. reduction in profits due to increase in prices of inputs hence reduction in profit margin for the business.
ii. wastage of time as customers from one shop to another in search of fair prices.
iii. conflicts between employers and employees
iv. discourages savings
v. adverse effects on the balance f payment
vi. loss of confidence in the monetary system
vii. retardation of economic growth
b) Explain five factors determining the choice of means of transport. 		(10 marks)
Cost – The expense of using the transport mode, including fares, fuel, maintenance, tolls, and parking fees. 
Distance – Short journeys may favor walking or cycling, while longer distances may require cars, trains, ships, or airplanes. 
Time and Speed – People often choose the fastest option when time is important. 		 Availability and Accessibility – The presence of transport infrastructure and services, such as roads, railway stations, airports, or bus routes. 
Purpose of Travel – Commuting, business trips, tourism, cargo transport, and emergency travel may require different transport modes. 
Comfort and Convenience – Factors such as seating, space, privacy, air conditioning, and ease of travel influence decisions.             
   2.    a) Using relevant examples, explain four types of demand.				(8 marks)
i. Joint (Complementary) demand: This applies to complementary products that are used or consumed together, if demand for one rises, demand for the other also rises e.g cars and petrol, bicycles and bicycle tyres, mobile phones and scratch cards, pens and ink, batteries and torches.
ii. Derived demand: This is where demand for one product arises as a result of demand for another product e.g demand for clothes creates demand for cotton, demand for labour in construction is derived from the demand for housing, demand for hens is derived from demand for eggs.
iii. Competitive demand: This arises where products are close substitutes for one another, demand for the two products moves in opposite directions e.g an increase in demand for sukuma wiki will reduce the demand for cabbages.
iv. Composite demand: This arises where a product is used for two or more purposes, so demand for it may increase as a result of an increase in demand for any one of those uses e.g demand for timber may rise due to an increase in demand for houses or an increase in demand for furniture.

           b) The following trial balance was extracted from the ledgers of Nguthi Grocery Shop on 31st Dec, 2025.
Nguthi Grocery Shop
Trial Balance
As at 31st Dec, 2025
	Details
	Dr (sh)
	Cr (sh)

	Capital
Purchases & sales
Debtors and creditors
Returns
Discounts
Carriage inwards
Carriage outwards
Salaries
Rent
General expenses
Telephone
Drawings
Cash at bank
Cash in hand
Stock (1st Jan, 2025)
Motor vehicle
Furniture 
	
218,800
24,500
26,100
6,230
6,420
14,280
25,950
22,400
12,950
8,400
23,200
105,100
42,600
23,200
560,000
64,500
	470,400
626,000
63,000
16,400
8,830

	Totals
	1,184,630
	1,1184,630


Stock on 31st Dec, 2025 was valued at sh. 24,500.
Required: 
i) Prepare Nguthi Grocery Shop’s trading, profit and loss account for the year ended 31st Dec, 2025. 											(8 marks)



Nguthi Grocery Shop
Trading, profit and loss account
Dr                                                         For the year ended 31st Dec, 2025                                                  Cr
	
Opening stock                                                            23,200
Add; purchases                                218,800
Add; carriage inwards                         6,420
Less; returns outwards                      (16,400)          208,820
COGAFS                                                                 232,020
Less; closing stock                                                   (24,500)
COS                                                                          207,520
Gross profit c/d                                                        392,380
                                                                                  599,900
Expenses
Discount allowed                                                      6,230
Carriage outwards                                                  14,280
Salaries                                                               25,950
Rent                                                                      22,400
General expenses                                               12,950
Telephone                                                            8,400
Net profit c/d                                                     311,000
                                                                           401,210                                                          
	
Sales                                                     626,000
Less; returns inwards                          (26,100)
Turnover                                              599,900 





                                                             599,900
Gross profit b/d                                   392,380
Discount received                                   8,830




                                                             401,210
Net profit b/d                                       311,000













ii) Prepare a balance sheet as at 31st Dec, 2025.					(4 marks)
Nguthi Grocery Shop
balance sheet
as at 31st Dec, 2025.
	Fixed assets
Motor vehicle                                560,000
Furniture                                          64,500
Current assets
Stock                                              24,500
Debtors                                          24,500
Cash at bank                                  105,100
Cash in hand                                   42,600
                                                      821,200
	
Capital                                                  470,400
Add; net profit                                     311,000
Less; drawings                                    (23,200)
Net capital                                          758,200
Current assets
Creditors                                                63,000       
                                                             821,200




3. a) Currently, the government of Kenya is involved in privatizing public corporations. Explain five reasons that could make the government retain some of the co-operations. 			(10 marks)
i. To provide essential services at affordable prices – Retaining certain corporations allows the government to keep prices of basic services low for the public rather than leaving them to profit-driven private firms.
ii. To break monopolistic practices / curb exploitation of consumers – Government ownership prevents private monopolies from forming and exploiting consumers through unfair pricing.
iii. To provide goods and services that the private sector is unable to provide – Some ventures involve high risk or require huge capital that private investors are unwilling or unable to commit, so the government steps in.
iv. To create government sources of revenue – State-owned corporations generate dividends and income that contribute to government revenue.
v. To provide job opportunities – Retaining public corporations helps sustain employment for citizens through these established businesses.
vi. For security purposes – Certain sensitive industries, such as those dealing with firearms or fire services, are kept under government control for national security reasons.
vii. To allow local participation and minimise foreign participation – Government ownership ensures locals retain control and benefit from key industries rather than ceding them to foreign investors.
viii. To preserve strategic national interests – Some corporations are vital to the country's economic stability or development, making it risky to hand them over to private ownership.
ix. To maintain government influence over the economy – Retaining key corporations gives the government a tool to influence economic policy and direction.
x. To prevent loss of public assets at undervalued prices – Holding onto some corporations avoids the risk of selling valuable public assets cheaply during privatization, which could disadvantage the state.

b) Explain five roles of middlemen in the chain of distribution. 				(10 marks)
  Intermediaries distribute goods from producers to consumers efficiently.
  They break bulk by selling large quantities in smaller units to customers.
  They store goods and ensure products are available when needed.
  They provide financing and credit to support business transactions.
  They bear risks related to storage, transportation, and market fluctuations.
  They gather and share valuable market information with producers.
  They promote products and help increase sales through marketing activities.
4. a)  Explain five problems Kenya may encounter in implementation of its development plan. 													(10 marks)
over-reliance on donor funding
lack of domestic resources
failiure to involve the local people in formulation of the plan
lack of political will
over-ambitious plan
lack of co-operation among the executing team.
 	b) Explain five ways of improving the efficiency of a warehouse. 				(10 marks)
i. Efficient and skilled personnel: The warehouse should have efficient and skilled personnel so as to offer good services.
ii. Improving transport and communication: This will enable transportation of goods into the warehouse and also out to the customers/consumers.
iii. Provision of proper storage facilities: This will ensure that goods stored in the warehouse do not go bad / in case of the perishable ones.
iv. Large room for storage: Should be large enough to accommodate a large quantity of goods.
v. Security: Should have good security to safeguard the property that is stored within it.
vi. Accessibility: By locating the warehouse where it is easily accessible, this ensures efficient supply of goods from the warehouse.




      5.   a) Explain five differences between demand deposit account and time deposit account. 	(10 marks)
	
	Demand deposit
	Time deposit

	Little or no interest earned
	High interest earned

	Withdrawal of any amount can be done without prior notice to the bank
	Prior notice is required in case of any withdrawal

	Overdraft facilities are allowed
	No overdraft facilities

	No restrictions on the frequency of withdrawals
	Has restrictions on withdrawals from the account

	Deposit of any amount can be made at any time
	Only deposit is required since any addition deposit may attract a penalty.



b) Explain five features of a good filing system in an office.				            (10 marks)
  Simplicity: The structure must be intuitive enough for any user to store or retrieve documents without extensive training.
  Standardized Naming: A consistent file-naming formula eliminates ambiguity and prevents disorganized data dumping grounds.
  Searchability: Advanced indexing, tags, and keywords ensure files can be located instantly without digging through endless subfolders.
  Scalability: The framework must expand naturally to accommodate future data growth without requiring a structural overhaul.
  Security: Role-based access controls and audit trails protect sensitive information from unauthorized viewing or deletion.
  Archiving: Clear retention rules keep active workflows clean by automatically moving outdated files into a separate storage zone.




     6.   a) Explain five factors that a retailer would consider before allowing customers to buy goods on credit. 													(10 marks)
i. Reliability of the customer / honesty / occupation – The retailer checks how honest and trustworthy the customer is, often judged by their occupation and reputation.
ii. Ability to pay / credit-worthiness – The retailer assesses whether the customer has the financial means to repay the debt when it falls due.
iii. Frequency with which the customer buys from the retailer – Regular, loyal buyers are more likely to be trusted with credit than occasional or first-time customers.
iv. Availability of adequate stock – The retailer must have enough stock to extend on credit without running short for cash-paying customers.
v. Payment period – A shorter, clearly defined repayment period reduces the retailer's risk of non-payment.
vi. Wish to attract more customers / wish to retain a customer – The retailer may offer credit as a strategy to win new customers or keep existing ones loyal.

b) On June 1, 2026, Kahawa Traders had Sh6,000 in hand and a bank overdraft of Sh2,000. During the month the following transactions took place:
June 2 :   Received cheques from debtors totalling Sh80,000.
June 5 :   Paid telephone bills worth Sh12,000 cash.
June 10 : Withdrew Sh16,000 from the bank for office use.
Required: Record the above information in a two-column cash book and balance it off.   (10 marks)
	Date
2026
	Particulars
	Cash (Sh)
	Bank (Sh)
	Date
2026
	Particulars
	Cash (Sh)
	Bank (Sh)

	June 1
	Balance b/d
	6,000
	
	June 1
	Balance b/d
	
	2,000

	June 2
	Debtors
	
	80,000
	June 5
	Telephone bills
	12,000
	

	June 10
	Bank (c)
	16,000
	
	June 10
	Cash (c)
	
	16,000

	
	
	
	
	Jul 10
	Balance c/d
	10,000
	62,000

	
	
	22,000
	80,000
	
	
	22,000
	80,000

	June 11
	Balance b/d
	10,000
	62,000
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