FORM 4 BUSINESS STUDIES EXAMS

END TERM 1  2026 

PAPER 2 MARKING SCHEME
1.(a)
Explain five functions or services rendered by commercial banks .(10mks)

Accepting deposits;from public in form of current account ,savings account and fixed deposit account for safe keeping.

Lending money;to individuals and businesses in form of loans and overdrafts.

Transfer of money and making payments;from one individual to another through facilities such as cheques /standing order/credit transfers etc.

Providing safe custody for valuables;such as jewellery /certificates /wills at a fee.

Providing business and investment advice;to customers who would wish to invest.

Acting as guarantors ;for their valued customers to enable them to obtain credit facilities from other financial institutions.

(b)
Explain five differences between public limited company and partnership 

form of business units.(10mks)

	Public limited company
	Partnership

	All share holders have limited liabilities
	  Some partners have unlimited      liabilities.

	Major source of capital is sale of shares
	ii.   Major source of capital is partners contributions

	Managed by a board of directors
	iii. Managed by active partners.

	Has perpetual life.ie.not affected by death/exit /bankruptcy of a shareholder.
	iv. Death /exit /bankruptcy of a partner may lead to dissolution of a partnership.

	Formed by a minimum of seven shareholders
	V. Formed by a minimum of two partners.

	There is no set maximum number of shareholders
	Vi. The maximum number of partners is twenty for ordinary / fifty for professional partnership.


2.(a)
Explain five assumptions associated with the circular flow of income in a two 
sector economy.(10mks)

 
There are two sectors /players in the economy;that is house hold and firm.

Household spends all their incomes on goods and services without making 
any savings .

Firms spend all their incomes on factors of production .

There is no government intervention in terms of taxes / licensing.

The economy is closed no imports/exports /international trade.

All output produced by the firm is purchased by the household and has no 
surplus.

There is no injection of income/fixed amount of income/money in     
circulation in the economy.

(b)
Explain five factors that an office manager has to consider before buying an 
office machine.(10mks)

Nature of work;machine bought should address the needs of the business in terms of work.

Durability/quality:lifespan of the machine should be long.

Cost of the machine;should be affordable/cost effective/cheap/economical.

Availability of space/room;the size of the machine should be accommodated by the space available..

Availability of complementary resources;such as electricity for continuous operation of the machine.

Staff morale: machine bought should contribute a positive attitude to the workers.

Adaptability:machine bought should accommodate future changes .

(a) 
The following balances were extracted from the books of Gucci stores on 

31st December,2025.


Machinery


360,000


Furniture


430,000


Stock (1/1/2025)

75,000


Sales



500,000


Rent income


72,000


Purchases


395,000


General expenses

60,000


Debtors


62,000


Creditors


101,000


Bank



202,000


Cash



90,000


Capital



1,000,000


Additional information: Stock as at 31st December,2025 was valued at 




    170,000.


Required.

Prepare Trading ,Profit and Loss Account for the year ending
31st December,2025.(51 /2 marks)

Balance sheet as at 31st December,2025.(41/2marks)

GUCCI STORES                         √
TRADING,PROFIT AND LOSS ACCOUNT

DR                        FOR THE YEAR ENDED 31st DECEMBER,2025                         CR


Opening stock                      75,000√




sh

Add purchases
          395,000√

Sales 
500,000√
Cogas


          470,000

Less clossing stock
          170,000√
Cost of sales

           300,000√
Gross profit c/d
            200,000√



           500,000




500,000


Expenses




Gross profit b/d           200,000√
General expenses
              60,000
√
Rent income                   72,000√
Net profit

             212,000√




272,000



272,000

(11÷2=5.5 marks)

GUCCI STORES

BALANCE SHEET

AS AT 31st DECEMBER,2025


Assest






capital+liabilitiees

Machinery

300,000√

capital

    1,000,000√
Furniture

430,000√

add net profit
       212,000√
debtors

62,000
√

clossing capital    1,212,000

Stock


170,000√



Bank


202,000√

short term liabilities.

Cash


90,000
√

creditors
        101,000√




           
1,313,000



     1,313,000







(9÷2=4.5 marks)

(b) 
Most of the mobile phones used in Kenya are imported to Kenya from 

China.describe five channels used to distribute China made mobile 
phones in Kenya.(10mks)

China producer  →      wholesaler  →   retailer→    kenyan consumer

china producer       → wholesaler    →  kenyan  consumer

China  producer    → retailer    →   kenyan consumer.

China  producer            kenyan consumer.

china producer →   producer agent  →wholesaler   →kenyan  consumer.

NB:(The country of production and consumption must be mentioned for a mark to be awarded.)

(a) The table below represents the supply schedule for sugar in Kiambu county for    
a period of four years.

	year
	2022
	2023
	2024
	2025

	Quantity supplied (kgs)
	500,000
	450,000
	300,000
	250,000



Explain five possible reasons for the trend in the supply of sugar over the four 
years.(10mks)

Increased cost of production;which discourages production of sugar.

Use of outdated technology in production;which leads to low volume of production.

Future expectation of increase in prices;making suppliers to hoard the sugar to sell at a higher prices in future.

Exit of a firm from the industry;which decreases amount of sugar produced.

Unfavourable natural factors;eg inadequate rainfall leading to low output of sugarcane.

Unfavourable government policies:e.g high taxes which discourages sugar producers.

(b)
Explain five reasons for which traders need to observe ethical practices in 
product promotion.(10mks)

To avoid misleading the consumers by making false claims about he product.

To create positive image /reputation hence maintaining customer loyalty /retain market share.

To avoid environmental pollution /degradation by not littering /making excessive noise/using environmentally friendly promotional materials.

To avoid exploitation of certain/vulnerable group of people/children since lack the knowledge /experience to understand /evaluate purpose of appeals.

To avoid social cultural conflicts:brought by consumption of foreign product due to product promotion.

To ensure legal compliance:by adhering to the set government laws in promotion.

In order to disclose side effects of a product which may have negative impact on consumers .

5.(a) 
An insurance company has received an application from Jambo enterprises ,
requesting for insurance cover for stock against the risk of fire.Explain five 
factors the insurance company should consider in deciding the amount of 
premium to be paid.(10mks)

Value of the stock to be insured;since it indicates the amount of compensation to be paid in case of total loss.
The period of insurance cover ;longer period will attract a higher premium than a shorter one.
The location of the stock;since it determines the degree of the risk occurrence.
The extent of the previous loss;will show clear information of the amount of compensation.
Frequency of occurrence of insured risk;if the risk is occurring many times will attract a higher premium and vice versa.
(b)
Explain five circumstances under which  a bank may dishonour a 

cheque.(10mks)

If the cheque is post dated;presented to the bank/drawee before the maturity date.

In case of insufficient funds in the drawer’s account and bank  is not willing to give an  overdraft.

If the cheque is torn/dirty/defaced;making its content illegible/doubtful.

If the drawer instructs the bank not to pay;due to personal reasons.

If the drawer is dead and bank is aware  .

When the amount in words differs from the amount in figures;hence a decision on which figure to pay.

If the cheque is stale;presented to the drawee after six months since when it was written.

6.(a) 
The following transactions took place during the month of January 2022.


January 2:deposited 450,000 cash into the bank.


January 3:bought stock in cash sh.40,000.


January 12:took sh.20,000 cash for personal use.


January 19:paid salaries sh.120,000 by cheque.


January 20:cash sales 85,000.


Required:

Open ledger accounts and record the transactions above.

	Dr                                           Bank A/C                                cr

	Date 
	Details 
	F 
	Amount 
	D ate
	Details 
	F 
	Amount 

	2022√
Jan 2
	Cash √
	
	450,000√
	2022

Jan 12√
	Salaries √
	
	120,000√


	Dr                                           Cash A/C                                cr

	Date 
	Details 
	F 
	Amount 
	D ate
	Details 
	F 
	Amount 

	2022

Jan 2√
	Sales √
	
	85,000√
	2022

Jan 3√
Jan 12√
Jan 1√
	Purchases√
Drawings√
Bank √
	
	40,000√
20,000√
450,000√



	Dr                                        Purchases A/C                                cr

	Date 
	Details 
	F 
	Amount 
	D ate
	Details 
	F 
	Amount 

	2022

Jan 3√
	cash√
	
	40,000√
	
	
	
	


	Dr                                           Sales  A/C                                cr

	Date 
	Details 
	F 
	Amount 
	D ate
	Details 
	F 
	Amount 

	
	
	
	
	2022

Jan 20√
	cash√
	
	85,000√


	Dr                                           Salaries A/C                               cr

	Date 
	Details 
	F 
	Amount 
	D ate
	Details 
	F 
	Amount 

	2022

Jan 19√
	Bank √
	
	120,000√
	
	
	
	


	Dr                                        Drawings   A/C                                cr

	Date 
	Details 
	F 
	Amount 
	D ate
	Details 
	F 
	Amount 

	2022

Jan 12√
	cash√
	
	20,000√
	
	
	
	






(30× 1/3 =10mks)

6.(b)  The Kenyan government has been promoting entrepreneurship in the country.Explain five reasons that make it necessary for the Kenyan 
government to promote entrepreneurship.(10mks)

 For Job/employment creation-through trading activities /economic activities in the country.

To reduce rural urban migration-when more people engage in business activities in the rural areas they get employed.

To generate more revenue for the government-where the businesses pay taxes to the government.

To raise living standards -business avail variety of goods and services.

To reduce foreign dominance in the economy-by encouraging local people to invest in businesses.

To make use of local resources -to increase production to avoid them being idle.

To encourage production of goods-that will promote foreign exchange.



